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Emissions Trading Systems Empirical Evidence of Internal Carbon Markets (1) Effect of Internal Carbon Markets
Simple graphical example of an ETS:

Dep. Variable: TRFICM (Transfer of Carbon Allowances as a %%-age of yearly Emissions) |
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Panel A: Absolute Relocation of Allowances Internally ' :
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Regulator T
= Subsidiaries emitting above their initial limit, receive carbon allowances Time To Phase [l
equivalent to 2.7% of their yearly emissions from other subsidiaries of the = Parameter estimate  — 95% Upper/Lower Confidence Interval
Cap: 100 ton 100 tons 100 tons
___________________________________ same parent firm
Installation 1 ]——| Installation 2 Installation 3 | = ICOsM firms become 19% more emission intensive after a policy change
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Internal Carbon Market

Dep. Varable: Transfer of Carbon Allowances as a Y-age of: .
_ . — | . — Why do Managers Expect Lower Transfer Price?
Resea rCh Qu eStI ons Yearly Emissions  External Transfers  Yearly Emissions  External Transfers
CLEAK -0.040 -(3.000
Novel Idea: Internal Carbon Markets (ICO,Ms) AR . POST e \powis A = Evidence consistent with internal transfer price of carbon allowances being
(3.741) (2.466) lower than the external market price.
* Are ICO,;Ms actively used? pLECT A e o | | |
ELECT % POST ' 0.055* 0,008 — WHAT frictions drive expectations of LOWER transfer price?
= What is the effect of ICO,Ms on firms? (-1.752) (-0.158)
= HQs favoring connected divisions (Duchin and Sosyura, 2012) AND/OR
| answer these questions using data from world’s largest carbon trading system, B
the EU ETS POST = 1for 2013-2017/ and zero for 2008-2012 = Resource shifting by the HQs in order to maintain equal profitability across
= From 2013, CLEAK firms received more generous allowances and ELECT firms divisions (Rajan, Servaes, and Zingales, 2000)
Examples of Internal Carbon Market Transactions received NO free allowances
= CLEAK firms transferred 8.2% of their yearly emissions to other group firms Policy Implication
- = ELECT firms received 5.5% of their yearly emissions from other group firms
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, - : | - — 2. Resource-constrained subsidiaries are supported by other divisions
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