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The Risk Spillover Effect Between Carbon and Power Market

Based on BK Spillover Model

Wang Xiping Wang Wanchen
( Department of Economics and Management, North China Electric Power University, Baoding 071000, China)

[ Abstract] This paper has investigated the volatility spillover and connectedness between the carbon market and power market
in China by using spectral representation of generalized forecast error variance decomposition and network diagram. From a frequen-
cy domain perspective, this paper systematically investigates the spillover effect between China’s carbon market and power market in
the short, medium and long—term from the two dimensions of direction and level, and then uses complex network method to discuss
the spillover center and evolution. We have obtained interesting and convincing empirical results that show the spillover effects of
risks mainly occurs in the short term (within 15 days). More importantly, in the “carbon—power” system, the amount of risk re-
ceived by power generation enterprises is related to the proportion of thermal power installed, and the capacity of power generation
enterprises to export risks is related to the power generation. Meanwhile, in the short—term, the carbon market is a net risk recei-
ver, while in the medium and long—term, the carbon market is a net risk transmitter. Our study can help investors and managers of
carbon market and power market to have more comprehensive understanding of the information and volatility transmission mechanism
between carbon market and power market, thus, providing them with a basis to make investment decisions and formulate policies.

(Key words) carbon market; power market; BK spillover index; frequency domain; connectedness; generalized variance
decomposition
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