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Carbon Emission trading schemes have been designed to reduce pollution by introducing
appropriate market mechanisms. The two most prominent examples of existing cap and trade
systems are the EU-ETS (European Union Emission Trading Scheme) and the US Sulfur
Dioxide Trading System. In such systems, a central authority sets a limit (cap) on the total
amount of pollutant that can be emitted within a pre-determined period.

Pricing in Newly Designed Emissions Markets

The main thrust of the workshop is the design and the evaluation analysis of new cap-and-
trade schemes for the control and the reduction of atmospheric pollution. The tools developed
are intended to help policy makers, companies and regulators understand the pros and cons
of the emerging emission markets.

e Emission markets: voluntary trading schemes, European Emission Trading Scheme
(EU ETS) principles of a cap and trade system, lessons from existing markets

e Economic theory of emission trading: equilibrium models, the role of abatement costs
and uncertainty in the process of allowance price formation, allowance price drivers

e Fair pricing of emission-related financial products: equilibrium and risk neutrality,
reduced-form martingale modeling, risk-neutral valuation

e Design of emission markets: windfall profits within EU ETS and other shortcomings of
generic schemes, possible modifications of a cap and trade mechanism, optimality
criteria for market design.

Juri Hinz is Associate Professor at the National University of
Singapore. Prior to that he led the Financial Engineering Group at ETH
Zirich. His current research focuses on problems arising from emissions
trading and the liberalisation of the energy industry. His publications deal
with real-time auctions on electricity, modelling day-ahead electricity
prices, pricing commodity derivatives and portfolio optimisation. He
consults for energy-related companies and is a frequent lecturer in
training courses for industry in the area of emissions trading and
commodity trading and risk management.
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