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Behavior of Emissions Trading Market under Stochastic Process
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Abstract

This study constructs a theoretical model based on the optimum investment timing
decision theory under uncertainty, with Dixit and Pindyck (1994) as primary
contributors to the model to provide a theoretical analysis on diachronic behaviors and
the efficiency of the emission credit market wherein uncertainty and strategic
characteristics exist. In the cases where the productivity of goods improves or the costs
of emission credit suppliers decrease, the volume of emission credit transactions and the
aggregate surplus in the entire economy decrease for any equilibrium price of emission

credits.
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