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Overview

The Chinese government has already attempted to adopt market-based instruments for CO2 mitigation. Seven pilot emissions trading systems have been initiated, and a unified carbon market in China will be built progressively after the year 2015.There are considerable differences in the regional abatement costs, as well as in the development levels of regional economies. Therefore a resonable cost saving will be achieved through ETS scheme. However, subject to trading fees and some flaws in the mechanism, it is not appropriate that all sectors should be included into ETS. Therefore it is an important issue to determine reasonable coverage in the ETS. 
It should be noted that, once central government has determined the total reduction targets and coverage of the ETS, each region must allocate its reduction requirements between trading and non-trading sectors. The regions with higher marginal abatement costs could allocate more requirements to trading sectors and fulfill them efficiently through allowance trading, so the burdens on its non-trading sectors will be relieved. While the regions whose marginal costs are lower may want to offer more allowances for sale so that more initial allowances will be allocated to non-trading sectors. It is a game of strategic partitioning when all regions make these decisions simultaneously, which will have an influence on allowance price and compliance costs. In this context, through a trading model we explore the reasonable coverage of a unified carbon market in China.
We will provide a review of relevant literatures in Section 2, and introduce the strategic partitioning model in Section 3. In Section 4, policy scenarios will be presented and empirical analysis will be conducted in Section 5. In Section 6, we conclude. 

Methods

A Nash-Cournot model to describe the strategic partitioning of reduction requirements between trading and non-trading sectors among regions.
Estimation approach of regional and sectorial marginal abatement costs.

The equilibrium allowance price in the emissions trading scheme
Results

In this paper we explored regional strategic behaviors in the allocation of reduction requirements to discuss reasonable industry-level coverage for an ETS in China. 

Conclusions

(a)  When industrial sectors are included in the ETS successively, allowance prices range between 40–50 RMB/ton, which already approaches that in the scenario in which all sectors are included.

(b) Reasonable coverage of the ETS in China should include mining, paper and printing, processing of petroleum, coking, processing of nuclear fuel, chemical products, metals and non-metal products, andproduction and supply of electric power and gas. 
(c) The strategic behaviors have a notable influence on allowance prices and compliance costs, while simultaneously finding a certain degree of cost-saving in non-trading sectors.
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