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Is Reducing Free Allocation Always Desirable in Emissions
Trading Schemes?: A Perspective on Marginal Inefficiencies’

Pan Sang Kang* and Jiwoong Lee**

ABSTRACT : In introducing emissions trading schemes, many countries start with a high level of free
allocation to reduce the sudden cost burden on companies and increase acceptance of the policy. The free
allocation is then gradually reduced, considering the risks of carbon leakage. This aligns with the
“polluter pays” principle and is often considered one of the elements of an advanced emissions trading
scheme. In this context, this study uses a simple emissions trading market model to show that decreasing
the free allocation rate may not be desirable if the emissions market is not perfectly competitive. In
particular, by identifying the existence of a free allocation rate at which the cost inefficiency is minimized,
this study demonstrates that having a low level of free allocation does not necessarily imply the

improvement of the emissions trading scheme.
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HIEHAHHN FELE HIES RF= X0l S HIFZEIIT: 8| HIZE4o| 2

. M2

20155E] | L4172 WS AARA O]} MBUANAN) = 27 A 24
7R Wi Z 0] 70% Ol AFS TIALO.2 Sh= Selutete] 314 7| st A alolc 5
A AISlel A A Fo12) 27} ATl whe v & A sk, 2t 7] e A4l
o) Waof met A o 2 WS AL A Hek 458 ﬂﬂ%%%%ﬂ%ﬂ%

BRI} S gl AlA, MiEUANA S T 0w A4 ) SEEe
%@%ﬂ%ﬁi§%§§§¢%ﬂﬂﬂXWWEE—%WTﬂﬂﬂ%iﬂﬁﬂi
RAFTOZN AR /1A AL ATAE HolH IEH 02 58
30 2 QUi glon], AARE S2|Uel EU, £3 5 50 F710l 4 AJ8) T A3
SEREA

ey HiEdAAIZE 7R ffek 22 Aol Etekal A vl s A Al =
Kol v} vl§ ko 2 ola) wl7ke] B2 4-840] W Ao] Ablole). mehA A
8 27)0= B R7h dalehs SR Al v &8 T ST 5 04 715l 7]yt
et (grandfathering) $F Q. 24 A|Lo] =84S A|a1stal, o]F ehAt=E(carbon
leakage) 2] §17& L 21ao) FAYEH 1] 88 BHAH 0 2 ko] 7z il Afelala
e

AAE 2008358 AA| 22 HEHANAS AT EUS 17](2005-2007)9}
27](2008-2012) =0} HE 3|9Lof|A] tjEEo] WSS /b SA E(National
Allocation Plan)of| we} I} A vl &0 7]ukst HFAl © & HAFSIS1Y] © 1, 37](2013-
2020) el WAL A0 20| 7| EW AT} g W RES AR fATeE 5
BAFE W2 WA W oK - BT 2021). SRRt Alst B4l
U™ AAF A 717H2015-17d) o= AT HlE-o] 0% AA|RE, Al23} A2 7]7F
(2018-20)0ll= 3%, 32} A&7 7H2021—25H)°1] 10% 52 AFBFA| A 7} Fatalc}
W8-S A} ko] SOl Sl A R - B, 2019). AR #1817 7H2025-30) 4}
S B2 2024 SHREY] = o 0= v o X THAEA A $F, 2024), AI3AA|

D AlAea e w2, 2023 39 319 A 3629] I7F F-2 A GelA viSdAHAE =9 32 =4 Aot
(https://carbonpricingdashboard worldbank org/).
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5)7]7ke] TARCRE & A0 AL

oY% AEo] 44 To) B Sale] AT Sfa) FAbeS AFelA
, ¢ @ A Hot AR (Polluter-Pays Principle)’ o) whe} FAFES v &2 7155t
FFO 2 A =7} A ghe Al Q). SEA|RE o] 9F Zhe- A = 0 A 2h-2- vij=H Ao
Algoleh= AAE v 2 shar Qlo, o] A 7F A HohA] eh e o] x5t
7hE AERE Y H A S S 2 e ek A o2 AR Al A A A
Hlj & (market power)& 7H 7| P52 27| A 50 S-S AR E AR 7SR
YU A7 E7eS EUS o o, 57 SE e e m HjlEd A
oM Al Al g2 H e 4 Qlk. T3, o] B9 7IHE =
£3) v|&4d 71382 ZZNKprice manipulation)& 5-01-& 712 4= 3l o, o] e uj&H
7HA o] AR Hi = dA AN & ¥]& A&/ (cost efficiency
2 A E5| o] 2Fti(Eshel, 2005; Hintermann, 2017).

919 =952 7IHke® & Aol A= WA Hahn(1984)9] ¥, =
7= ekl 71R1( 18 A 211 7191, dominant firm) 2} £4-9] 747
petitive fringe firms) &0 EA|5h= vi&H AR S S-83) viEH A1F2] FF oA
o|FoX= 7YY Sl 85 AR a2 A Aui 4] 7] 91 o] wiEd A
H2iE 2 247 50189 Blaeds oA v EE/(marginal ineffi-
ciency)= 283 743t T, olE A4S ] SIS HAd S Hle AR 74 Q)
tietEoll thal] =23ttt

Al A A 71 9] v A =R 2 s =
o] = JNAsl7] SRt A Ho] ST HlE A4S AR 2 Ao =2 ANS 2 v
o) A e HlE o Sk vl A Y] ot ol A Al ATE A
(position)o]| whe} sl 7] 4 o] 7t vl =20l Aolet YaFe A Hok S A A
#1471l viE o] A A 1 79 3l 719 R o] S
et vl S AR S ST A7 A Hek v = A A2 7] 2] v & A
= 2A7ES 450189 A BlaeAdS sk, s 719 Y ot & vl A
o] TTHHR) 5 A vl AL/ JA S7HHR) TR AP Al 2] 7] 2 vl &

72 E 2 E e A vlasde Hasiele e vlEo] 246, A5

o rEl
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HIEHAHHN FELE HIES RF= X0l S HIFZEIIT: 8| HIZE4o| 2

o] A2 fAE T & AAE 5ol oA Bl AEAE JHAS 4= itk b o] 22
2 A4 8 Aus2 wj&d Aol A 0] obd 9 =2(W2) SHF
DT HlEo| HEEA] BiEAA A 9] AlE Sfnlshe A obde Al

U, 2 o] B4 AE 7|9ke & g AR =] i Ed Aol IR A-8-5)
= A7 d asieh A A 0= S s A R o Ao BilEH Al
Zholl Zrofstar glom g A XujES 2H= 719G o] o3 9l& 4= Stk shx|Rt o] 22
B5ee ol 71dEY e AN R E 2eEs A v aEAdS Fadehe
gehd vlgo] 2T AR oA dEw, 2 A-toll A AAE S A A 5| geittH
olF 18 = Y& Aolth

2 A= iEd A = B B9 d(market imperfection) o] Zejsh= H|&
&4 9 o] & 7457 gt ditES =2t A5 WHsHA A= o] ¢tk Hahn
(1984)2] AT-E AJZFO 2 Westskog(1996), Godby(2002), Maeda(2003), Eshel(2005),

712] 31 Dickson and MacKenzie(2022)+= vj&H Aol AR A4 7] Qo] A 5l=
B85l 714 vl A B w7 2SR Qls) 20 fhSH]8o] 2
= BT B3 o] T2 vlaSA S AAlEE] gtk =i Al ZHi A 7] ol A B
LI VI S ES ez dstal i 7| o vled AE AT A Al
SFATt

2% 2 Misiolek and Elder(1989), Von der Fehr(1993), Sartzetakis(1997), Hinter-
mann(2011)-2 8 &4 A 2 A Aol A SOl AP A g2 2t 7| de2 7
A719=0] LG S7HA1717] Sl Wil A S 28 f9s 7Y, o=
sl vjEd Aol vl ae/do] 2 = Ale2 HAH:

1 QI AR B A1) B 84S BT AT STHE Belo] ok, A
o] A=A Cramton and Kerr(2002)+= Hlj&d 2] a4 = Aufj(ascending-clock
auction)o} TAETE S 1§ HELAT 42714 A% 591 AT SN vlme
H, A7 2 =vte o v]§)) o U2 o QY-S E &It} E3F Smith and Swierzbinski
(2007) Z12] 31 Haita(2014)+= i &d ZFrfofl A7 A E = 2 =87
Z8ml %4471 (auction clearing price) ¥} B &8 2| Al 714 Afolof| A A7 2 H &

Ht}. px| k0. 2 Jiang et al.(2016)2- Bl & vl B AAbE Aol Al 5-Al ol A7 A

=
@
o
N
N
Ir
N
1A

o] £Ajal= B9
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WS 2 71900] Aulrh2o] GaEe ZoEH wlE el vl Aol e Ee
gk

AT WA A BN S TR FolA 7| E ATET ajeg Zoldit
SEAIRE hA] QI AT EL B ANt TS A FATYAL fATEs
£ A9ure 3efsha olek. aeba] fARE T PARR o] B30l A H I gl @
A o] AN A2} s o] AEo] F AL AR Y 4 gk A of
WL AAZ B S SR M-S AR AR 13 A v e
2 3 ABSHE GAG ] %o o3l =015k WolA] L8k A 7]ol7h 9l Ao AR
e,

3 QA Th o] FAEITE A T Aol A= A A4 7] Qo] EAHs &
A7 B2 oRRhck A T el A = A 338 £ 25k, fAR 8ol thE A
A A 7] Q10] S 405 ST AN Aol 0jEH Ao o ol

Zef = 24T TS89 vlagAdS AT R, o] v EEA TAS fIet A
F-O] S vl A4S BA5H, AV Ao A= A7 5080 v agdS
AAE7] 93D 714 glokS BB npx|ako 2 AV Aol A= L ATE @ oks}
1S AtIpA o] tfsf] =2] gtk

. =2

B TANA ) vt LA ES FANE NS 247k thE7I (oI5t 7]

)SS 1Bt T 1 < N< co. HiEAA AN 71 PEL BjEH AFo2H

o]

B WiEAE ool AAtol] SRt SAMAS MBS, Bl 157|148 B8
SAR WiETE 7Sk Akt WiE Aol A1 A 7110l 719 13} Wi
2 717 0] 584190 N 1740] AR A W) So] AL QLowl, A KHlA 7]

e

o AAH WY1 R T E e PE714S B3k 9lrk) ek, 3 =0]0] o)

2) A AWEE 2 7191 A Z1iS el vlel T B 27 At glow o] 84 o U 7457]
48 918 5 9l of & =015 v 0 2 jE Aol 54 71919] A ARl a1l S92 <)
ol ZeEcE 14 MERAAE $A% whe A7S oI AL glor, tiEAS] QT2 Eshel2005)
o] GI}. £ AT A AP ATE0 o] 54 71¢49] AVG AL 737 14e0] S92 ek 7bgict



HIEHAHHN FELE HIES RF= X0l S HIFZEIIT: 8| HIZE4o| 2

ol

£ PIs A4 A7 deS B Aol /Mg sh, AR A WGl sidE =
7 8& fe12, ...7N}i UHERAE

EHAHAIE AlY ot B 1A 53 2471 vilE=H(total emissions cap)<r
ARt o] & 7, 1] wiEHANA A A 71 =0 viEshL Qs A7
Fe T2 GERAL ©0 < 7< 7. o202 R = ujEd] 54 dgu| s 2%
] S HEE p, 1AL A vl e E 1 — pet SRR 0 < p < 1. whEbA]
S T LIS pT, LA F TS (L —p
z40] %

)
o & LT (1— ) T= B57H 71 d50lA ez s, 2+ 714
‘]
o

HH =
9] 7] FAFehdEK(initial free allocation of permits)2 of2fje; o] A H .
1=~ —p)
m=v1-pT, Tf:TT' (M

A (D=0, 1)+= v EH O e Al 57
of3h= 71X S Uik E35H 4] () jEd e &
SATIA WSS 7+ (V= 1)1, + pn 79 59
A A A3 A 2 7] 9L YAkl Zenbe] = @ A7EA

o}, 41 0] el ojal wiEAA A A% A 7719 2] LARA WiEee Solsitha

o
»
g
ol
N
lo 2
=
=
N
2
2

b

7P, o] vl EE e 2 YERAL o, Ze = T. 5HA 9t v &P A A 7L A=A

i=1

7195 Sl W v E oI Ao R TujeH S U A SATAS
shof kel Eak BTl E U uete] LAV LS WET AL glong 15
Jlee Bl A vlEEE Ao Hek ol B2 AN A VI T R
A 7S] AV e ofleh ol ek

alEe—(Tl-i-:Ul)7 afEe—(Tf—I—xf). 2)
3) B ATk 714 10] ZAA i1 9ERET v U2 357168 Hasla itk o] B4 AR= 71 12 2

3171 sl 31 71¢dolll o 9o NSRS ARTE 5 gk e 29 Wi 1eEe] 3 2838 At
71 310 35} 7145l o B Ml DE FARY = ok
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A (2)9] 2= S APl EAet= 719 i = 1, /) O] iEd 85 UehlH, 7]
Adizw, > 09 AL wZEe] TR §1, 7, < 02 Ao wj&@e) ghjzr}t |

o 3 4 (z)i%iﬁa 271909 & S AYE T 7Ide] ATk 4TS

%@7 }i HH%‘%]:% &= 79 ZF 7|12 7F=1]8(abatement cost)2 A E3foF
st 719 i o] ZHER| 8 T2 Cfa)= o /28 D T, > 0, AELi=1, f. E
AR 28E 7] Yo] ARA Hupr KTt o U 7 r]eS H9sla gona
¢ < ¢/ AR B AANAON A 7 7] e HRRRE 27 Bigeke 3

Slof e B A YL HiEko 2 1B Ao AL A A 7)o 0 A4
W7ds el 8 2= w45 f8l thath A2 Al Y-S 3Tk WA 7
1 S A MBS ol mh 29188 ool WA 208 Agat o
o8 AN Y| AES 7Y 19 viEd 8.5 SRl F, 2AVES viE 5ol
U2 FHE-S stz MlEH 725 A0 2743 9 AR 2 719 lA
FE XA (common knowledge) o], 13 (backward induction )% 3 ¢ AY
of 5g7le) AF (ol FH)OIA ol R /)% 19] WlE A +0.8 EE T}

l. LIS AIYe| 7

ShERAR AT o 7191 4 ()] vhet 422 el 271 PR we
A ek o] FABEEE 24 71990] LAk o] A HE, AHE T L v ae

= A ol BolE 4= lvk vH, Frhilsdo] ast 76‘—?—01]35 Hi=H A
© 2HE Aufjsfjof gt} o] 5 sl viEH Al AR (permit market clearing
condition) WERH T Tt 2.

o2

9 ol T Wele) gl g Bt S AN ol ol 7|giS el e ARE 2R
H1 glom, 24 71999) 3HEH18 84 Gq,)E C (a)=ca,, G (a)> 0,22 G (a,)=02]
(Dickson and MacKenzie, 2018, 2022).

FRgel del g
2L BT
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z,+(N=1)z;=puT. 3)
Gue e 2] TAUTRES BHNS 7 7]e SAVlA WSS e e &
8= 4;@}0}7] HOH Ul Aol A vl = A E X 3sHA Fe. WA A2 A

s Léﬂ Zw%os H.8) ofef ot 2tk

_r
z/p)=e—1 ¢ &)
A W95 B FAde|nR 4 (5)2 R WEU A4 7hde) 571
A} 27] Sakaiego] 71k A9, o] 7195l #9 WEH 427l AT 3]
g gl
o202 & A% A7 FAE (permit market clearing price)2 i &= AJAFe] A A

2718w alo aiek. weba) 4] 3)3 4 ()RR R AR HAEAL 2, +
(V- 1)x;(p): pT7FEH, o] 2 1 E o}&3} 72 o 4= Q (inverse demand) & =53 =
S,

5) WlEAAATIA 7t 71910] AZBH )-8 7H5u].85} o] Tl golm, T v g2] T 7} 7]3)e] &
A} v & 7o) e Hl 80 2 UEhiI),

A 719 f2] A 52 2 o O BB E Poolm e Ful8 Fashe] 27 208 BEDT, BT o2
7190 1) M-8 G245} B oA 27 2702 VET, o] =ele] AR S 915 W2 AFeA) eher),

0

N
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opzjako @ 7)9] 19] W& 48 AL TEskAl 7Y 12 A0 vjEE 9 2y
of b2 & =9 p(x,) S A ol S(perfect foresight) e = 1tk whehA] 4] ()} 7H=H]
& 3 Ci(ay), LA (6) 025 7] 19] T8 ofefet e

19 12 B8-S AATHE B -8 0,2 ARSI, A ()& FAspHE 1A
2012 ofgje} 2}

_Cl<€—7'1 —1‘1)+p(1‘1)+ xlp,(xl): 0. 8)

theo 2 A ()i} 99 174 248 883 71 19 78 vi&d 88 =&350d of
gfe} 2.

- [(N— 1e, +cf]’yuT— (N— 1)(cf—cl)e— [(N— eyy— (l—v)cf] T 9
1= (N=1)¢; +2¢; - O

A O)=5H 7Y 19 13 wiEd 8 i FAET vle(w), F5e i

A
A7k Wi EH(7), HhE e R Al A7t 719 16 Fofaks 7HER), A

188



HIEHAHHIAN RLEE HIE

mjo
AL

= 0| g HiEZletr?: oAl HI§S-4ol SEIM

A w7191 0] SNV 1), L3 A g40] kel e, o) S ofs) AHES
oF 4= 91tk Eabay > 091 497191 12 1S Ao 2ol A W EAe] TR} 5

o

I,y < 091 Aol viEA0] w7k Fek?) o4 719 19] F9 viEA ey
€ ox’)/op [(N_l)cl’Y‘f'Cf’}/] T/ [(N=1)e; +2¢,] > 02 2918} 4= gl o, o} e ]

el 1= de o AUk

A 1L S &0 ST AR AulA 719 ot uijEd 80 v1A]
2 g okstH oot 71—1;}'
(a) 71 1o vl E o] ARl A FH7H 48 BleS 771 =9 71
°wgﬂuﬂ0§faa§%H§J%4walﬂq
(b) 71¥4 10] viEH ) oAl 739 57t 732 vlas 57717 =9 714
1%w§ﬂu%wﬂa%wé4g%walﬂq

oJ ek

[e]

Fll‘

¢

o) 1.2 N7t 2ok MUY SART uleo] A% A 7o) 7 wl
A0 )AL JFL aofska 9o, ofof Ya Hrael 4L that Pk 4
2oh eSS SAUT 118S Z7HA171A) EE 27199 £7) BTG a5}
A k. whebd A7k Wl A 2} 7] 98 o)t o B S7h & Tlo] Bt
531, 0] 2 &Y AS Bl Fuleb Hlm 2 A Al 7] o] 3

Z715HA) Aekd

R ER R RO B e A EL B g R

7FHe B9 B 7N o) Blely] thET A1) 39S Tele R 4 ()]

A Bl 4 Q% A W71 dle] 28 WEY et WEwe) A4 712 pol gha
ahapolek. Eat 4] (6) R RE HEW A1) FFoNAE apfou=—c, T/ (N—1)+

7

=

7140 10] A Al TN kSR ToE s 228 vehhE (V- 1) + o] uT> (N-1)
(e = )e+ (V= D)eyy— (1= ~)c,] 77h a1 wbehe] -0k &) Bt ek,

8) 7190 184, > 021 23 ToHFE F7HI7I0, 2, <091 Aol BoNFE AR T B9 0% 1, ol
Zhaet,
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cpr’ (V= 1)< 00] Flek9) whebA] BRI RSB ST vI&S F7H7) 5
il 71] A1 712 stere 2ok, o] 2 Q1) A A W) FHIET 871
F7ksH) ink

V. 247IA Z=HIE9| HIgEd

HlEHA A O] 5242 A7 viEo] B ast viEsde vl A= S A
SHEE §Fo 24 7| P50 H|-& 8872l v (cost-effective manner) O & -2 A1 7}A ]|
S YEIEE fEoh JlolT) o2 Tejs) oA B A% 9j2o) 7]
U= 2A7EE IS0 o v aEdS 2efisheA] A E AL, o3t vl aEAd
M-S SIRE Aol 7 vle Aol el =2fsfiE -

9] 3=0]0] b 0] B 2474 W DS BASH: ol Qo] wE U
A7} 2= w8 Ba/d S A EA S AR Q) HlE Al A 2 712 AR
14| 7+24]-&(marginal abatement cost)©] Bl 2] A1 71A 1} AU 2| 51= 4=Z771A] Bl

ZHE AsHA =, o] 2 215 uj&H A1A2] 3 (competitive equilibrium)oj] A=
=719 A Enlgol S dai A wEbA 7dES el A E el vl &
SR YA 08 2 AL MBS U 5 900, H oA BE LA W B
248 88202 AT 4~ 9l ti(Montgomery, 1972).
SEATE A Al 2] 7] o] B &l Aol EA5k= 7B-F-oll= flollA dast wisd
A A o] Hl-§ mg do] A EH, o] & A5 Ao thEa ZTh10 WA A A]
2jo] v & 2] <= Thi|RK(net seller) ] 7-9-2 1881} o] AL 7] -2 uf
S TE= Ao 2N S A 7HAS s AT o Jdeh TR SR 7§l o]
B 319) 4 et buyer)) 9ol hET 408 A 02 ) A

% VAL SN 4= QUTk A XA 7)o @3t gle} 7L wjE A1) ake

VS|
=
[e)

9) ap'/op < 00] E= 2L Y[(NV=1)¢, +¢;] < (N—1)¢, +2¢,01H, B AFME 1£(0, 1) 0B o] 239
g e,
10) AP AiEE 2h= 71999 7, 2l S 719 S HiEd APgellx o] g3l wleb wiEd A 3554 Al
3 %054 AP, el 2 A AR 5 ok 2 oAl R Aol B A Ao Z1de] =
Ashi 9100 a5 A FHEA AV S 25 AV AR AVgo] ek
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HIEHAHHN FELE HIES RF= X0l S HIFZEIIT: 8| HIZE4o| 2

71950 5 71243} & 712 9] H°‘iléiﬂ16}tﬂ SERC PASET Ry
7k v S o) 23} v]-8-2 WY A1 7] A| EltiHahn, 1984; Misiolek and Elder, 1989;
Eshel, 2005; Hintermann, 2011, 2017).

oA A% AMA 7149 WjET AR ZejEl 2Asks SN g0 v B S
48 ofel et o] wENMAL WA A3HlA Eofat 2 Ao #HS mefath
7190 18 A W15 14 2A0REE BT 4 U, A FFoIAE 7]
9 17} ZAH A7) 450 G 250 go] FASHA sick -0 R s el
A AL Eo] g e VYO REE TP B VY0 BT T Ths] A
Bhek o] 49, AAHE FARCH E e 5 u 802 2 B w9lel St 2
Thes W2 S AES F A FAE U WES AR B AE 82 A
23 A 3He Al 2B Ta) i s Sk weba] o2 A ko] el A 7]
QS| 9 7l o] FATHA Gk A9 910 e v o] ARNE Bl 247}
2 %] o] AZPE 4 9Lo0, oz 9bA AR WA AAR] FR A SAkA 7

4
Zol o] uEgAo] EAFL olulate
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