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Chinese carbon market based on GARCH-Vine Copula
model Risk measurement study
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Abstract

Accurate risk measurement is the foundation of risk management system and the guarantee of stable operation of the national unified
carbon market.From the point of view of risk management, this paper takes daily yield data of China’s regional carbon market as the
main research subject, analyzes the correlation structure of China’s regional carbon market with GARCH-Vine Copula model, and
uses Monte Carlo method to calculate the risk value under different investment methods. The results show that the interdependence
between carbon markets in China is weak and risk contagion events are not easy to occur.By comparing the risk values of the three
investment methods, we can see that at the same confidence level, the risk value of single market > equal weight risk value >
mean-variance model risk value, which confirms the effectiveness of mean-variance model to optimize investment portfolio and the
necessity of establishing a unified carbon market in China.
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