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Abstract: Decarbonization of the electricity sector is crucial to mitigate the impacts of climate change and global warming 
over the coming decades. The key challenges for achieving this goal are carbon emission trading and electricity sector 
regulation, which are also the major components of the carbon and electricity markets, respectively. In this paper, a joint 
electricity and carbon market model is proposed to investigate the relationships between electricity price, carbon price, and 
electricity generation capacity, thereby identifying pathways toward a renewable energy transition under the transactional 
energy interconnection framework. The proposed model is a dynamically iterative optimization model consisting of upper-
level and lower-level models. The upper-level model optimizes power generation and obtains the electricity price, which 
drives the lower-level model to update the carbon price and electricity generation capacity. The proposed model is verified 
using the Northeast Asia power grid. The results show that increasing carbon price will result in increased electricity price, 
along with further increases in renewable energy generation capacity in the following period. This increase in renewable 
energy generation will reduce reliance on carbon-emitting energy sources, and hence the carbon price will decline. 
Moreover, the interconnection among zones in the Northeast Asia power grid will enable reasonable allocation of zonal 
power generation. Carbon capture and storage (CCS) will be an effective technology to reduce the carbon emissions and 
further realize the emission reduction targets in 2030-2050. It eases the stress of realizing the energy transition because of 
the less urgency to install additional renewable energy capacity.
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1 Introduction

Climate change and global warming, caused by emission 
of greenhouse gases as the byproducts of fossil energy 
consumption, are becoming major challenges that impede 
sustainable economic and social development [1-3]. It is 
reported that the atmospheric concentration of greenhouse 
gases reached 414.7 parts per million (ppm) in 2019, 
which was the highest level ever [4]. At the same time, global 
average temperature exceeded pre-industrial levels by 1.1 °C [1], 
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resulting in increasingly extreme climatic events and natural 
disasters. Therefore, actively mitigating climate change and 
promoting low-carbon development have gained consensus 
among the international community [5-6].

It is undisputable that the emissions generated by fossil 
energy are the greatest contributor to global warming, 
especially CO2 emissions from the use of fossil energy [7-8]. 
Thus, reducing these emissions from fossil energy is critical 
for limiting the increase in global average temperature to 
less than 2 °C above preindustrial levels, as specified in 
the Paris climate agreement [9-11]. There are two main 
approaches to controlling carbon emissions: transition from 
fossil fuels to low-carbon energy sources on the supply side, 
and reduction of CO2 emissions by various end-use sectors 
on the demand side [12]. In addition, carbon markets also 
can be regarded as an effective tool [13]. As the largest 
source of emissions by sector, the electricity industry will 
experience great pressure in terms of both internal operating 
mechanisms and external environments. Therefore, in a 
carbon-constrained world, policy makers worldwide should 
consider both carbon markets and electricity markets.

As the effective methods of controlling climate change 
and global warming, the carbon market and electricity 
market have been researched widely by many scholars. For 
the former, carbon tax, forest carbon sinks, green electricity 
certificate trading clean development mechanism (CDM), 
and Emission Trading Scheme (ETS) may be the efficient 
ways to reduce CO2 emissions, such as carbon tax studied 
by different perspectives in [14-15]; [16-17] studied on 
carbon sinks in Philippines uplands and EU, respectively; 
[18] reviewed on increasing share of renewable energy 
by green electricity certificate trading system and [19] 
established a case study for green certificate trading system. 
The CDM was investigated in many developing countries 
or newly developed countries such as Korea and Malaysia 
in [20]. ETS was studied from an enterprise level [21], 
and macro level [22]. For the part of the electricity market, 
the efficiency of generation, transmission and utilization 
[23], the production sources of electricity [24], and the 
technology in the processes of electricity distribution, 
transmission, and utility [25] are now relatively key 
factors for emissions reduction. Some scholars studied 
the efficiency of generation, transmission and utilization 
from the electricity service-side such as integrated carbon 
capture and storage [26] and renewable and nuclear energy 
technologies [27], and electricity demand-side such as 
electrifying transportation and heating sectors [28]. It was 
found that to implement home-based micro-generators or 
centralized renewable energy plants could help to cut down 
the foot-prints in the electricity sector [29]. Some scholars 

hold the opinion that renewable energy electricity will 
necessarily contribute to lesser carbon emissions [30-31]. 
There was also evidence that carbon emission reduction 
could be realized through technological advancements in 
the processes of electricity distribution, transmission, and 
utility, such as electric energy storage [32], the efficiency 
of electric equipment and facilities, and Plug-in Hybrid 
Electric Vehicles [33].

However, the carbon market and electricity market 
operated independently and lacked effective coordination, 
which seriously restricted the sustainable development of 
global energy and was not conducive to reducing emissions. 
Fortunately, in recent years, the development rapidly and 
connection closely between the electricity market and 
carbon market make it possible to study the joint electricity 
and carbon market. Since the 1990s, due to the reform 
of electricity marketization, the transnational electricity 
market was emerging. For example, the EU has established 
its transnational electricity market since 2000, which has 
expanded from the four northern European countries to 
the many countries of the European continent, and has 
now formed a transnational electricity market covering 31 
countries, 530 million people [34]. Besides, the number 
and size of carbon markets in the world are growing, and 
different carbon markets have shown a trend towards 
cooperation [35]. For instance, a joint carbon market has 
been established between the U.S. and Canada; the carbon 
market of the EU and the Swiss are promoting market 
connection; a plan of the joint carbon market between 
China, Japan and South Korea is also under discussion.

The connection between electricity market and carbon 
market is mainly in three aspects: 1) as the largest share 
of carbon emissions, the electricity industry is the main 
participant of carbon market; 2) many countries are 
promoting electricity marketization and establishing carbon 
market simultaneously; 3) there is a strong correlation 
between electricity price and carbon price. Those conditions 
have provided an opportunity for the study of joint 
electricity and carbon market. In addition, most of the 
existing research only focused on the joint electricity and 
carbon market from electricity market or carbon market, 
respectively. Indeed, neglecting the impact of any market 
may lead to an imperfect model which will weaken the role 
of joint electricity and carbon market in controlling carbon 
emissions and global warming. Compared with the previous 
model considering only carbon market or electricity market, 
this paper explores the relationship between joint electricity 
and carbon market and development of renewable energy, 
and establishes a joint electricity and carbon market model, 
which intends to find the pathways of renewable energy 
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transition under the transactional energy interconnection 
framework. The contributions of this paper can be 
summarized as:

A joint electricity and carbon market model is proposed 
to investigate the relationships between electricity price, 
carbon price, and power generation capacity.

A pathway toward renewable energy transition is 
simulated for different zones, based on the Northeast 
Asia power grid, and the impact of interconnection on the 
pathway is compared.

The remainder of this article is organized as follows. In 
Section 2, coupling between electricity and carbon markets 
is discussed, and a model for a joint electricity and carbon 
market is proposed. Section 3 presents a case study tested 
on the Northeast Asia power grid. Section 4 draws main 
conclusions.

2 Joint electricity and carbon market
2.1  Market coupling of electricity and carbon 

markets

A joint electricity and carbon market in Northeast 
Asia would aim to achieve long-term structural change in 
transnational energy systems, termed a renewable energy 
transition [36], in which renewables rather than fossil 
energy would be the main energy sources guaranteeing 
sufficient capacity to meet energy demand. Essentially, the 
joint electricity and carbon market is established based on 
the close connection between electricity markets and carbon 
markets, especially for the coupling relationship between 
electricity price and carbon price, as shown in Fig. 1.

It can be observed that a closed relationship exists 
among the carbon price, electricity price, renewable energy 
generation, and carbon emission requirements. When carbon 
prices increase, so do the operation costs of conventional 
power generation, which forces thermal power plants to raise 
the electricity price in order to guarantee profitability [37]. 
A higher electricity price will place thermal power plants 
at a competitive disadvantage, such that renewable energy 
plants will supply more load demand because of their lower 
electricity price [38]. As power generation from renewables 
takes a larger share than conventional power generation, the 
need to utilize carbon-emitting energy sources will decline 
and the carbon price will decrease due to the declining 
requirement for carbon emission permits [39]. 

As the main participant in the joint electricity and carbon 
market, the electricity market consumes more renewable 
energy because of its lower margin price [40]. This provides 
a market signal for decision makers to facilitate greater 
investment in developing renewable energy power plants to 

pursue higher profits compared with the lower benefits of 
thermal power plants. Consequently, renewably generated 
energy will account for a larger share of energy trading 
in the electricity market, which further motivates the 
renewable energy transition. Furthermore, carbon emission 
trading helps participants in the carbon market (i.e., thermal 
power plants) achieve their carbon emission reduction 
targets in a more economical way [41]. It should be noted 
that carbon emission reduction and renewable energy 
transition are not unconnected but instead closely coupled 
through the joint electricity and carbon market. In particular, 
a reduction in carbon emissions will promote the renewable 
energy transition [42] as aforementioned, and the renewable 
energy transition will further facilitate the process of carbon 
emission reduction [43].

2.2 Joint electricity and carbon market model

The electricity price and carbon price are the main 
driving factors for renewable energy trading and carbon 
emission trading in the joint electricity and carbon market. 
Based on this, a joint electricity and carbon market model 
is proposed to investigate the impact of carbon price on 
the energy balance and the influence of electricity price 
on capacity planning. Essentially, the joint electricity and 
carbon market model is a dynamically iterative optimization 
model. As shown in Fig. 2, the proposed model consists of 
nested upper-level and lower-level models. The upper-level 
model in time t is to optimize energy production and obtain 
the corresponding electricity price. The lower-level model 
in time t is to update the carbon price and calculate the 

Fig. 1 Market coupling between electricity market and 
carbon market
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capacity of renewable energy, based on the electricity price 
and optimal energy generation transferred from the upper 
level. Subsequently, the updated carbon price and renewable 
energy capacity are fed back into the upper-level model at 
time t+1, to continue the iterative process until the upper-
level model is optimized (at time T). 

Energy 
optimization

Electricity pricing 

Carbon price and 
capacity plan 

updating

Energy  
optimization

Electricity pricing 

Carbon price and 
capacity plan 

updating

Energy 
optimization

Electricity pricing 

Carbon price and 
capacity plan 
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level
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level

...

...

t=1 t=2 t=T

Fig. 2 Framework of dynamically iterative optimization model

2.2.1 Energy optimization and electricity pricing
Fora given time [1, , ]t T∈ � , the upper-level model can 

be developed as

            (1)

s.t.   (2)

        (3)

        (4)

       (5)

The objective function minimizes the total cost over a 
period, including the operational cost and carbon emission 
cost of conventional power generation in all zones, 
where Nz is the number of zones. Ei,t, ai, ui,t, and αi,t are 
the power generation of fossil-fueled generation units, 
fuel cost coefficients, carbon price, and carbon emission 
factor in zone i at time t, respectively. The generation 
and load demand should be balanced at each time period 
as (2) saying. REi,t and Di,t are the power generated by 
renewable energy units and the load demand in zone i at 
time t. Yl,t is the power generation transferred on tie line l 
at time t. Parameters Ωi and Φi are the sets of inflows and 
outflows, respectively, for zone i. Nl is the number of tie 
lines. The power flow on tie lines should be limited within 
the allowable range as shown in (3), where Yl,max is the 
maximum transmission capacity of tie line l. Equations 
(4)–(5) represent the power generation limits of the fossil-
fueled generation units and renewable energy generation 
units in each zone over the given period. Pi, t and Ri,t are the 
total capacity of conventional power generation units and 
renewable energy generation units, respectively, in zone i 
at time t. Parameters hi,t and hri,t are the annual utilization 
hours of Pi, t and Ri,t.

The optimal power generation in each zone and 
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transferred power generation among zones can be obtained 
by solving the proposed model (1)–(5). The model also 
allows calculation of the electricity price. Define the 
multipliers corresponding to the constraints of equations (2)–
(5), giving

 (6)

Moreover, the Lagrange function of model (1)–(5) is 
shown as:

 (7)

The electricity price can be defined as the incremental 
capacity cost relative to the incremental load demand, such that

 
(8)

Note that the electricity price ,i tλ  herein is the electricity 
price for the current model at time t.
2.2.2 Carbon price and capacity plan updating

With optimal power generation achieved in each 
zone, the carbon price can be computed by (9), which 
demonstrates the impact of carbon emission on the carbon 
price.
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Here, ui,t+1 is the updated carbon price in zone i at time t.  
αi,t Ei,t and Ci,t are the carbon emission and the carbon 
emission targets in zone i at time t. w1 is the step to quantify 
the variation of carbon price, and ε is the disturbance of 
carbon price from external factors including the carbon 
emissions from fossil fuel consumed by the industrial, 
construction, and transportation sectors. Obviously, if the 
carbon emission αi,t Ei,t is more than the carbon emission 
target Ci,t at time t, the carbon price in the following period 
will see a reasonable growth due to the urgent carbon 
emission requirements. On the other hand, the carbon price 
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at time t+1 will decrease because the carbon emission 
requirements will be easily satisfied.

Moreover, the zonal capacity of renewable energy 
generation units and conventional power generation units 
in the following period can be updated as (10) and (11), 
respectively.

 (10)

             (11)

Here, Ri, t+1 and R0
i, t+1 are the actual capacity and the planned 

capacity of renewable energy generation units in zone i. ,i tλ  
is the optimal electricity price obtained by (6)–(8) at time t, 
and , 1i tλ −  is the given electricity price ,0iλ  or the electricity 
price obtained from model at time t-1. Here, , , 1i t i tλ λ −>  
means that the electricity price increases to hedge against 
incremental carbon emission cost, which in turn promotes 
the development of renewable energy generation. w2 is 
the step to quantify the incremental capacity of renewable 
energy generation units. Note that , 1 ,i t i tλ λ− occurs without 
a reduction in renewable energy capacity, because the 
planned capacity R0

i, t+1 should be guaranteed through long-
term planning. Moreover, the updated Ri, t+1 should not 
be less than Ri, t in practice, because the capacity built at 
time t could be utilized at time t+1. The actual capacity of 
conventional power generation units (Pi, t+1) is set as the 
planned value (P0

i, t+1) as shown in (11).

2.3 Flowchart of the proposed model

It should be noted that there are T subproblems in 
the proposed model, coupled with the electricity prices, 
carbon prices, and the capacity of renewable energy 
generation units. Initially, the optimal power generation by 
conventional and renewable energy facilities (Ei, t and REi, t) 
are obtained by solving (1)–(5) with the given parameters 
such as load demand Di, t, carbon price ui, t, capacity of 
conventional power generation units Pi, t, and renewable 
energy generation units Ri, t etc. The carbon price ui, t+1 can 
then be updated by (9), and the capacities of renewable 
(Ri, t+1) and conventional (Pi, t+1) power generation units can 
be updated with the difference between electricity price 

,i tλ  and , 1i tλ −  as shown in (10)–(11). Subsequently, the 
coupled parameters (ui, t+1, ,i tλ , and Ri, t+1) are delivered to 
the sequential sub-problem until the final sub-problem 
at end-time T. Obviously, the optimal solution to each 
subproblem concerning Ei, t , REi, t, Pi, t+1 and Ri, t+1 will form 
a pathway for energy transition. The whole flowchart is 
shown as Table1.

Table 1 Flowchart for a joint electricity and carbon market 
model

1:
Initialize: 1t ← ,T, ai, w1, w2, ε;

,0iλ , ui,t, Pi,t, Ri,t for each i;

,i tα , Di,t, Ci,t, hi,t, hri,t, P
0
i,t, R

0
i,t, for each i and each t

2: While t≤T do

3: For i=1,…,Nz do

4: Solve (1)-(5) and compute ,i tλ  by (6)-(8) 

5: Save Ei,t, REi,t and ,i tλ

6: Update ui,t+1, Ri,t+1 and Pi,t+1 by (9)-(11)

7: Save ui,t+1, Ri,t+1 and Pi,t+1

8: End For

9: 1t t← +

10: End While

3 Case study

Countries in Northeast Asia have close economic 
relations and strong energy complementarity. With the 
development of global energy interconnection, they are 
actively seeking transnational cooperation on electricity 
trading and carbon emission trading [44]. However, there 
is no mature transnational electricity market and carbon 
trading market so far for these transactions. For electricity 
market, Russia, Republic of Korea, Japan, China and 
Mongolia have developed a domestic electricity market [45-
47]. For carbon market, China has come a long way toward 
the construction of a carbon-trading market and will launch 
a national carbon market in 2020. Republic of Korea has 
developed a national carbon market and Japan has some 
subnational carbon market [48]. But no regional electricity 
market or carbon market exists in Northeast Asia, let alone 
the joint electricity and carbon market.

Therefore, the proposed joint electricity and carbon 
market model is tested on a planned Northeast Asia power 
grid where all the participating countries have an interest 
in enhancing power interconnection within the sub region 
in order to promote greater renewable energy penetration, 
reduce the carbon emissions of power systems, and finally 
realize the renewable energy transition [36]. All the 
experiments are carried out using Cplex 12.9 decision-
optimization software on a computer with an Intel Core 7 
CPU (3.60 GHz).

3.1 Experimental setting

The proposed Northeast Asia power grid consists of 
six major zones, including the Russian Far East (RFE), 

0
, 1 , 1, 1,...,i t i t zP P i N+ += =
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Mongolia (M), North & Northeast China (NNC), Japan (J), 
Republic of Korea (ROK) and the Democratic People’s 
Republic of Korea (DPRK). The framework of grid 
interconnections among the six zones is depicted in Fig. 3 
[41]. It is worth noting that the proposed model is a long-
term planning problem spanning several decades, from 
2020 to 2050, with intervals of one year. In this way, the 
load demand and carbon emission targets in each zone are 
shown in Fig. 4 and Fig. 5. Note that not all tie lines are 
available to transfer generated power at the start time (i.e., 
2020), because tie lines RFE-NNC and RFE-ROK will be 
available in 2030, and tie lines NNC-J in 2040. The tie line 
transmission capacities are shown in Fig. 6 [49]. Moreover, 
Fig. 7 reveals the carbon emission factors of each zone in 
scenarios with and without carbon capture and storage (CCS) 
[50]. Finally, the initial electricity price and carbon price in 
each zone are demonstrated in Table 2 [51].

Table 2 Initial electricity price and carbon price in each zone

Zone

Initial value

Electricity price
($/kWh)

Carbon price
($/tons)

Russian Far East 0.07 20

Mongolia 0.07 21

North & Northeast 
China

0.08 35

Japan 0.22 40

DPRK 0.07 26

ROK 0.12 33

ROK

DPRK

Russian

Fig. 3 Framework of Northeast Asia power grid 
interconnection
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3.2 Results

The electricity price, carbon price, and installed capacity 
in each zone of the Northeast Asia power grid from 2020 to 
2050 are shown in Fig. 8 with steps w1 and w2 set as 2 and 
30, respectively. 

As shown in Fig. 8(a), the electricity price and carbon 
price in the Russian Far East reveal a smooth trend from 
2020 to 2040, with only a small fluctuation in 2022 that 
causes a visible increase for the planned capacity of 
renewable energy generation. This is because the capacity 
and power generation of thermal power generation and 
renewable energy are developed gradually. However, the 
capacity of renewable energy generation increases sharply 
in 2042 because of the incremental electricity price during 
the previous year, and the following years see a sharp drop 
in electricity price (even to zero) due to sufficient renewable 
energy generation. As a result, the carbon price gradually 
declines. 

Fig. 8(b) shows the electricity price, carbon price, and 
capacity in Mongolia. Obviously, the trends for electricity 
price and carbon price are similar. However, they do 
not monotonically decrease over the whole period, but 
increase visibly from 2020 to 2032. Actually, the carbon 
price increases in this period due to the transferred power 
demand of North & Northeast China, as shown in Fig. 9. 
Much more thermal power is generated in Mongolia with 
less cost to supply the power shortage of North & Northeast 
China. After that, carbon price and electricity price reduce 
as soon as the transferred power from Mongolia to North & 
Northeast China decreases.

Fig. 8(c) shows a strong coupling relationship between 
electricity price and carbon price in North & Northeast 
China. That is, electricity price volatility is always behind 
that of carbon price volatility, but keeps the same trade 
as carbon price over the whole period. During the early 
period of the modeled period (approximately 2020 to 2040), 
renewable energy capacity in North & Northeast China 
reaches a much higher level than in other zones, which in 
turn cuts thermal power generation and further decreases 
the prices of carbon and electricity. An interesting condition 
occurs, wherein the total combined capacity of thermal 
power generation and renewable energy generation is 
decreasing during this period. This is because the capacity 
of renewable energy generation remains same, but fossil 
capacity decreases gradually as planned, which means that 
the sufficient renewable energy generation enables North & 
Northeast China to achieve its carbon emission targets much 
more easily without the need to install more renewable 
capacity. In the late stage, the carbon emission targets are 

too strict and carbon price increases again, together with 
the electricity price. As a result, the capacity of renewable 
energy generation increases. 

A similar condition occurs in Japan and ROK, as shown 
in Fig. 8(d) and Fig. 8(f): The capacity of thermal power 
generation and renewable energy generation develops 
as planned, and electricity and carbon prices decrease 
gradually in the early stage as expected, but decline slightly 
faster during 2030 to 2050. This is because the transmission 
capacity of tie lines RFE-J, ROK-J, DPRK-ROK, and NNC-
ROK are expanded 5, 3, 3 and 9 times, as shown in Fig. 6. 
More generation is transferred into Japan and ROK, and 
self-produced thermal power generation decreases, which 
results in declining carbon and electricity prices. Fig. 8(e) 
reveals the relationships between electricity price, carbon 
price, and capacity in DPRK. The same process as North & 
Northeast China occurs in DPRK during the periods 2020–
2037, 2038–2047, and 2048–2050.
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Fig. 8(a) Electricity price, carbon price, and installed 
capacity in Russian Far East

2020 2025 2030 2035 2040 2045 2050
Year

0
2
4
6
8

10
12

In
st

al
le

d 
ca

pa
ci

ty
(G

W
) Thermal power generation

Planned renewable energy generation
Renewable energy generation motivated by market

2020 2025 2030 2035 2040 2045 2050
Year

0.07

0.071

0.072

0.073

0.074

0.075

El
ec

tri
ci

ty
 p

ric
e(

$/
kW

h)

20

22

24

26

28

30

C
ar

bo
n 

pr
ic

e(
$/

to
ne

s)
Mongolia
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capacity in Mongolia
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Obviously, the tie lines play a vital role in maintaining 
the power balance among the six zones, and further 
influence the structure of electricity production. Fig. 9 
shows the direction of transfer and the approximate power 
generation in the tie lines. Fig. 10 shows the zonal power 
generation in two scenarios, namely with and without 
interconnection.

As shown in Fig. 10(a), there is an apparent difference 
in the Russian Far East zone between the two scenarios (with 
and without interconnection). In the early stage, thermal 
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Fig. 8(f) Electricity price, carbon price, and installed capacity 
in ROK
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Fig. 8(c) Electricity price, carbon price, and installed 
capacity in North & Northeast China
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Fig. 8(e) Electricity price, carbon price, and installed 
capacity in DPRK
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Fig. 9 Transferred power generation in tie lines

power generation and renewable energy generation do not 
appear much different between the two scenarios because 
the RFE-NNC and RFE-DPRK tie line are not operational 
until 2030, and the capacity of the existing tie ling RFE-J is 
not sufficient to produce an obvious difference. However, 
during the period from 2030 to 2040, tie line RFE-NNC is 
available and RFE-J is expanded for the Russian Far East 
to transfer more power generation to North & Northeast 
China and Japan. Note that thermal power generation 
increases in this period due to the interconnection, because 
marginal cost in the Russian Far East is lowest compared 
with the other two zones. After that, the renewable 
energy generation shows a rapid increase 2041, as shown in  
Fig. 8(a) and much more power is generated from renewables 
compared with the scenario without interconnection. It is 
obvious that renewable energy generation satisfies the load 
demand of the Russian Far East zone, and surplus power 
generation is transferred to North & Northeast China, Japan, 
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and DPRK in the scenario with interconnection. That is 
to say, interconnection enables the Russian Far East zone 
to accelerate the process of replacing traditional energy 
with renewable energy, even realizing “net zero” carbon 
emissions before 2050.

For Mongolia, as shown in Fig. 10(b), the most 
apparent difference between two scenarios occurs during 
the period from 2020 to 2030, in which much more power 
is generated in the scenario with interconnection, to supply 
the load demand of Mongolia and North & Northeast China 
through M-NNC. Subsequently, the power transferred from 
Mongolia to North & Northeast China declines to zero 
because sufficient generation capacity is set up in North & 
Northeast China, after which power generation remains the 
same in the two scenarios.

Fig. 10(c), Fig. 10(d), and Fig. 10(f) reveal power 
generation under the two scenarios in North & Northeast 
China, Japan, and ROK, respectively. Prior to 2030, ROK 
generates slightly more thermal power to supply Japan 
through ROK-J in the scenario with interconnection. 
Apart from this, power generation in the three zones 

is roughly consistent in the scenarios with and without 
interconnection. However, compared with the scenario 
without interconnection, thermal power generation in North &  
Northeast China and the Russian Far East increases to 
satisfy the load demand in ROK and Japan by tie line 
NNC-ROK and RFE-J, respectively, from 2030 to 2040. 
As a result, thermal power generation in ROK and Japan 
decreases. After 2040, more power generation is transferred 
into Japan by NNC-J, which causes a further decline in 
thermal power generation in Japan. Power generation in 
ROK is influenced by the power transferred from DPRK, 
but the difference is visible from the graphs. 

It can be observed in Fig. 10(e) that the interconnections 
between zones have an obvious impact on the power 
generation of DPRK. Prior to 2040, tie line DPRK-ROK 
transfers more power generation to ROK in the scenario with 
interconnection. There is also a slight increase in thermal 
power generation in 2030 because of the capacity expansion 
for DPRK-ROK. After that, with the increasing capacity 
provided by renewables, much more power generation is 
transferred while satisfying demand in the DPRK.
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effect is that it eases the stress of realizing the energy 
transition, because the CCS scenario requires only 80.21% 
of renewable energy generation capacity compared with 
82.72% in the scenario without CCS. In other words, 
there is less urgency to install additional renewable energy 
capacity in order to meet the emission reduction targets.

4 Conclusions

Based on the market coupling of electricity and 
carbon markets, this paper proposed a joint electricity 
and carbon market model to identify potential pathways 
to a renewable energy transition under the transactional 
energy interconnection framework. The proposed model 
is a dynamically iterative optimization model consisting 
of upper-and lower-level models. The upper-level model 
optimizes power generation and obtains electricity price, 
whereas the lower-level model updates the carbon price 
and the capacities of thermal power and renewable energy 
generation. The proposed model is verified on the Northeast 
Asia power grid. The results show that interconnection 
among the network zones will enable zonal power 
generation to be allocated in a reasonable way. CCS will 
significantly reduce the carbon emissions in 2030-2050 
which helps reduce the stresses on realizing the energy 
transition by limiting capacity additions of renewable 
energy. Essentially, the proposed model presents a practical 
solution for joint electricity and carbon market which will 
be a helpful model for policymakers when developing the 
energy transition pathway. Low carbon technologies, e.g. 
CCS, can be an effective supplement for policymakers to 
further reduce carbon emission. In the future, the carbon 
emission from industrial, construction and transportation 
sectors will be discussed in detail in the joint electricity and 
carbon market model.

Acknowledgements

This work was supported in part by National Key Research 
and Development Program of China (2016YFB0901900) 
and in part by the Science and Technology Foundation of 
GEIDCO (SGGEIG00JYJS1900016).

References

[1] Zhou Y, Chen X, Tan X et al (2018) Mechanism of CO2 emission 
reduction by global energy interconnection. Global Energy 
Interconnect 1(4): 409-419

[2] Fischer G, Shah M, Tubiello F et al (2005) Socio-economic and 
climate change impacts on agriculture: an integrated assessment, 
1990-2080. Philos Trans R Soc B 360(1463): 2067-2083

2020 2025 2030 2035 2040 2045 2050
Year

0

0.5

1

1.5

2

2.5

Po
w

er
 g

en
er

at
io

n(
G

W
h)

105

Thermal power generation with interconnection
Thermal power generation without interconnection
Renewable energy generation with interconnection
Renewable energy generation without interconnection

DPRK

2020 2025 2030 2035 2040 2045 2050
Year

0

0.2

0.4

0.6

0.8

1

1.2

1.4

C
ar

bo
n 

em
is

si
on

(B
ill

io
n 

to
ns

)

30

40

50

60

70

80

90

R
at

io
 fo

r c
ap

ac
ity

 o
f r

en
ew

ab
le

 e
ne

rg
y 

ge
ne

ra
tio

n 
(%

)

Carbon emission without CCS
Carbon emission with CCS
Capacity of renewable energy generation without CCS
Capacity of renewable energy generation with CCS

Fig. 11 Carbon emissions and capacity ratio of renewable 
energy generation with and without CCS

Fig. 10(e) Power generation in DPRK with and without 
interconnection

2020 2025 2030 2035 2040 2045 2050
Year

0

1

2

3

4

5

6

7

Po
w

er
 g

en
er

at
io

n(
G

W
h)

105

Thermal power generation with interconnection
Thermal power generation without interconnection
Renewable energy generation with interconnection
Renewable energy generation without interconnection

ROK

Fig. 10(f) Power generation in ROK with and without 
interconnection

Finally, the carbon emission in scenarios with and 
without CCS, as well as the impact on the structure of 
electricity production, are shown in Fig. 11. It can be 
observed that the carbon emission decreases from 0.40 
billion tons in the scenario without CCS, to 0.07 billion 
tons in the scenario with CCS in 2050. This is an obvious 
outcome of incorporating CCS, but a more important 



Tao Ding et al. Joint electricity and carbon market for Northeast Asia energy interconnection 

109

[3] Parry M, Rosenzweig C, Iglesias A (2004) Effects of climate 
change on global food production under SRES emissions and 
socio-economic scenarios. Global Environ Change 14(1): 0-67

[4] http://www.dzwww.com/xinwen/guojixinwen/201906/
t20190611_18815297.htm. Accessed 11 June 2019

[5] Parson E. A., Useful Global Change Scenarios: Current Issues 
and Challenges. Environ Res Lett 3: 045016

[6] Zeng S, Zhang H (2011) Promoting low-carbon development of 
electric power industry in china: a circular economy efficiency 
perspective. Energy Procedia 5: 2540-2548

[7] Apergis N, Payne J (2014) Renewable energy, output, CO2 
emissions, and fossil fuel prices in Central America: evidence 
from a nonlinear panel smooth transition vector error correction 
model. Energy Econ 42: 226-232

[8] Thombs, Ryan P (2018) Has the relationship between non-fossil 
fuel energy sources and CO2 emissions changed over time? A 
cross-national study, 2000-2013. Clim Change 148(4): 481-490

[9] Leif G, Pål B, Bengt J (1995) Reducing CO2 emissions by 
substituting biomass for fossil fuels. Energy 20(11): 1097-1113

[10] Gunnar L, Zoi V, Christoph B et al (2018) Residual fossil CO2 
emissions in 1.5-2°C pathways. Nat Clim Change 8(7): 626-633

[11] Guo S, Shao L, Chen H et al (2012) Inventory and input-output 
analysis of CO2 emissions by fossil fuel consumption in Beijing 
2007. Ecol Inform 12: 93-100

[12] Vicki D, Alexandra D, Jakob W (2018) Achievability of the Paris 
Agreement targets in the EU: demand-side reduction potentials in 
a carbon budget perspective. Clim Policy 19(2): 161-174.

[13] Neeff T, Ascui F (2009) Lessons from carbon markets for 
designing an effective REDD architecture. Clim Policy 9(3): 306-
315

[14] Lin B, Jia Z (2018) The energy, environmental and economic 
impacts of carbon tax rate and taxation industry: a CGE based 
study in China. Energy 159: 558-568

[15] Carattini S, Carvalho M, Fankhauser (2018) Overcoming public 
resistance to carbon taxes. Wiley Interdisciplin Rev-Clim Change 
9(5): e531

[16] Mukul S, Herbohn J, Firn J (2016) Tropical secondary forests 
regenerating after shifting cultivation in the Philippines uplands 
are important carbon sinks. Sci Rep: 6:22483

[17] Gren IM, Carlsson M, Elofsson K, et al (2012) Stochastic carbon 
sinks for combating carbon dioxide emissions in the EU. Energy 
Econ 34(5):1523-1531

[18] Wang T, Gong Y, Jiang C (2014) A review on promoting share of 
renewable energy by green-trading mechanisms in power system. 
Renew Sustain Energy Rev 40: 923-929

[19] Amrutha A, Balachandra P, Mathirajan M (2017) Role of 
targeted policies in mainstreaming renewable energy in a 
resource constrained electricity system: a case study of Karnataka 
electricity system in India. Energy Policy 106: 48-58

[20] Koo B (2017) Examining the impacts of Feed-in-Tariff and the 
Clean Development Mechanism on Korea’s renewable energy 
projects through comparative investment analysis. Energy Policy 
104: 144-154

[21] Liu X, Fan Y (2018) Business perspective to the national 

greenhouse gases emissions trading scheme: a survey of cement 
companies in China. Energy Policy 112:141-151

[22] Chang K, Pei P, Zhang C, et al (2017) Exploring the price 
dynamics of CO2 emissions allowances in China’s emissions 
trading scheme pilots. Energy Econ 67: 213-223

[23] Hawkes A (2010) Estimating marginal CO2 emissions rates for 
national electricity systems. Energy Policy 38: 5977-5987

[24] Meier P, Wilson P, Kulcinski G, et al (2005) US electric industry 
response to carbon constraint: a life-cycle assessment of supply 
side alternatives. Energy Policy 33: 1099-1108

[25] Mago P, Luck R (2017) Potential reduction of carbon dioxide 
emissions from the use of electric energy storage on a power 
generation unit/organic Rankine system. Energy Convers. Manag 
133: 67-75

[26] Ahmed S, Elsholkami M, Elkamel A, et al (2015) New 
technology integration approach for energy planning with carbon 
emission considerations. Energy Convers. Manag 95: 170-180

[27] Xu J, Wang F, Lv C, et al (2018) Carbon emission reduction and 
reliable power supply equilibrium based daily scheduling towards 
hydro-thermal-wind generation system: a perspective from China. 
Energy Convers 164: 1-14

[28] Lin B, Li Z (2020) Is more use of electricity leading to less 
carbon emission growth? An analysis with a panel threshold 
model. Energy Policy 137: 111-121

[29] Alderson H, Cranston G, Hammond G (2012) Carbon and 
environmental foot printing of low carbon UK electricity futures 
to 2050. Energy 48: 96-107

[30] Wang L, Wei Y, Brown M (2017) Global transition to low-
carbon electricity: a bibliometric analysis. Applied Energy 205: 
57-68

[31] Woo C. K, Chen Y, Zarnikau J, et al (2018) Carbon trading’s 
impact on California’s real-time electricity market prices. Energy 
159: 579-587

[32] Faria R, Marques P, Moura P, et al (2013) Impact of the 
electricity mix and use profile in the life-cycle assessment of 
electric vehicles. Renew. Sustain. Energy Rev 24: 271-287

[33] Haque A, Nguyen H, Torbaghan S, et al (2016) Exploration of 
dispatch model integrating wind generators and electric vehicles. 
Appl. Energy 183: 1441-1451

[34] Song Y, Sun J (2008) Development of power market in 
Europe and its relevance to China. Electric Power Technologic 
Economics 20(3): 1-6

[35] Emissions trading worldwide (2019) International Carbon 
International Carbon Action Partnership. https://icapcarbonaction.
com/zh/. Accessed 3 Mar 2020

[36] Ayesha S, Ashish G, Christian B (2018) Energy transition 
roadmap towards 100% renewable energy and role of storage 
technologies for Pakistan by 2050. Energy147: 518-533

[37] Wu Q, Wang M. G, Tian L. X (2020) The market-linkage of the 
volatility spillover between traditional energy price and carbon 
price on the realization of carbon value of emission reduction 
behavior. J Clean Prod 245:118-682

[38] Suo C, Li Y. P, Jin S. W et al (2017) Identifying optimal clean 
production pattern for energy systems under uncertainty by 



Global Energy Interconnection Vol. 3 No. 2  Apr. 2020

110

introducing carbon emission trading and green certificate 
schemes. J Clean Prod 161: 299-316

[39] Koo J, Park K, Shin D et al (2011) Economic evaluation of 
renewable energy systems under varying scenarios and its 
implications to Korea’s renewable energy plan. Appl Energy 
88(6): 2254-2260

[40] Lin B. Q, Jia Z. J (2019) What will China's carbon emission 
trading market affect with only electricity sector involvement? A 
CGE based study. Energy Econ 78: 301-311

[41] Song Y. Z, Liu, T. S, Ye B, et al (2019) Improving the liquidity 
of China’s carbon market: Insight from the effect of carbon price 
transmission under the policy release. J Clean Prod 239: 118-049

[42] Gielen D, Boshell F, Saygin D et al (2019) The role of renewable 
energy in the global energy transformation. Energy Strateg. Rev. 
24: 38-50

[43] Marchi M, Niccolucci V, Pulselli R M et al (2018) Environmental 
policies for GHG emissions reduction and energy transition in the 
medieval historic centre of Siena (Italy): the role of solar energy. 
J Clean Prod 185: 829-840

[44] Yang Q. R, Ding T, Zeng Z. Y et al (2018) Distributed power 
dispatch of transnational power grids considering power-gas-
carbon joint transactions: an example of planned Northeast Asian 
power grid. Glob Energy Interconnect 2(6): 589-597

[45] Mayer K, Trück S (2018) Electricity markets around the world. 
Journal of Commodity Markets 9: 77-100

[46] Zagdkhorol B, Andreyevich S V, Vitalevich S S (2013) 
Development of the competitive electricity market in Mongolia. 
Ifost IEEE 2: 545-552

[47] Zhang S, Andrews-Speed P, Li S (2018) To what extent will 
China’s ongoing electricity market reforms assist the integration 
of renewable energy?. Energy Policy 114: 165-172

[48] Carbon Pricing Dashboard (2020) The World Bank. https://
carbonpricingdashboard.worldbank.org/map_data Accessed 23 
March 2020

[49] Huang H (2018) North-East Asia energy interconnection and 
regional development. United Nations Economic and Social 
Commission for Asia and the Pacific. https://www.unescap.
org/events/north-east-asia-regional-power-interconnection-and-
cooperation-forum-2019. Accessed 3 Mar 2020

[50] Bui M, Adjiman C, Bardow A et al (2018) Carbon capture and 
storage (CCS): the way forward. Energy Environ Sci 11: 1062-1176

[51] Electricity prices (2020) Global Petrol Prices. https://www.
globalpetrolprices.com/electricity_prices/#hl126. Accessed 3 Mar 2020

Biographies

Tao Ding received bachelor and master degree 
at Southeast University, Nanjing, in 2009 and 
2012 respectively; Ph.D. degree at Tsinghua 
University, in 2015. During 2013 and 2014, he 
was a Visiting Scholar in the Department of 
Electrical Engineering and Computer Science, 
University of Tennessee, Knoxville, TN, USA. 
During 2019 and 2020, he was a Visiting 

Scholar in the Department of Electrical Engineering and Computer 

Science, Illinois Institute of Technology, Chicago, IL, USA. He is 
currently a Professor in the School of Electrical Engineering, Xi’an 
Jiaotong University. His research interests include power system 
economic operation, integrated energy system, and power market.

Runzhao Lu received the B.S. degree from the 
School of Electrical Engineering, Chongqing 
University, Chongqing, China, in 2016. He is 
currently working toward the M.S. degree at 
Xi’an Jiaotong University. His major research 
interests include power system optimization 
and renewable energy integration.

Yiting Xu received the B.S. degree from the 
School of Electrical Engineering, Taiyuan 
University of Technology, Taiyuan, China, 
in 2017. He is currently working toward the 
M.S. degree at Xi’an Jiaotong University. His 
major research interests include power system 
optimization and renewable energy integration.

Qingrun Yang received the B.S. degree from 
the School of Electrical Engineering, Xi’an 
Jiaotong University, Xi’an, China, in 2017. 
He is currently pursuing the M.S. degree at 
Xi’an Jiaotong University. His major research 
interests include power system optimization 
and electricity-carbon market.

Yuanbing Zhou, Director of Economic & 
Technology Research Institute of GEIDCO; 
Special allowance expert of the State Council; 
Di rec tor  o f  China  Renewable  Energy 
Association; Member of the Expert Committee 
of the Think Tank Alliance of the SOEs. His 
research interests and experiences are related to 
energy and electricity strategy, energy policy, 

clean energy and smart grid, energy interconnection etc.

Yun Zhang received the doctorate degree in 
electrical engineering from Tsinghua University 
in 2008. He is currently working at the 
Economic & Technology Research Institute of 
GEIDCO. The subject of his research is energy 
transition, power market, market investment and 
financing.

Ya Wen received the doctorate degree in 
energy finance from University of Duisburg-
Essen in Germany. He is currently working at 
the Economic & Technology Research Institute 
of GEIDCO. His research interests are energy 
trading, electricity and carbon market, financial 
risk management.

(Editor Dawei Wang)




