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1. OBJECTIVE
Identificationof key politicalevents

withpotentialimpactonEU ETS
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Look at EU ETS û evolution

Selection of variables

Regression model

Results & impact analysis
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2. RESEARCHSTRUCTURE
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3. VARIABLES OF THE REGRESSION MODEL
EUASINDEX

Ç Independentvariable: Y

Ç Twotypes:

Ç Carbonspot prices: Currentprices

of the EUcarbonmarketemissions

in any specific momentof time.

Theyincludejustcurrentvaluesof

thecommodity.

Ç Carbon future prices: Establishedat currenttime to be delivered in future contracts.

Currentvalue + risk interestrate + time + storagecostof the commodityat a specific

futuredate.
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3. VARIABLES OF THE REGRESSION MODEL
MARKETINDEX ╜╪►▓▄◄╘▪▀▄●╔╤═▼╟►░╬▄╒▐╪▪▌▄●╜╪►▓▄◄◄►╪▀▄○▫■◊□▄■▫▌

Ç Dependent variable X

ÇὉὟὃίὖὶὭὧὩὅὬὥὲὫὩ=

* Eliminates seasonal variation in the model.

ÇMarket trade (average daily) volume 

log = natural log of the EUAs traded 

volume. 

* Assumes prices normally distributed.
ɲNº of tradedemissionsĄɲSupply/ demandĄ Ƹ EUAsprice
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4. METHODOLOGY

Econometric analysis through event study methodology:

Why? 

ÇWidely used to measure company performancedue to external market factors.

ÇAllows us to assume that non-other factors are impacting the carbon emissions price if the 
impact is significant, but the announcementitself.

What? 

Ç Impact of market reactions (company behaviouror return of a stock index).

ÇEffect of the announcement on the market through the effect of this on the volatility of 
prices, the closer to the day of the announcement. 

How?

ÇAssessment through abnormal or excess returnsaccompanying specific events.
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EVENTSTUDYMETHODOLOGYEXPLAINED



ÇBecause of the volatility of the market traded volumes and prices.

ÇRegression model.

ÇEstimation window: Total number of days (t) considered in the regression to calculate the 
abnormal returns.

ÇEvent window: Specific number of days (t) before and after of the announcement within the 
estimation window, in which the impact is analysed. 7

4. METHODOLOGY

Return = Difference of stock indexin different periods of time.

Abnormal return = Expected return ðActual or simple return

EVENTSTUDYMETHODOLOGYEXPLAINED

(Motley Fool, 2017) 



1. Daily abnormal returns (AR) for the EUA Index through a market model:
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4. METHODOLOGY
EVENTSTUDYMETHODOLOGYAPPLIED

ὙὭὸ= Ŭ + ɓi Ὑάὸ+ uit

Á where ὙὭὸis return of EUA Index.

ÁὙάὸis return of Market Index on i during day t 

Á Predicted/Expected values (Stata) of the Return of EUA Index.

Á Abnormal Returns (AR) = Predicted Return of EUA Index - Returns of EUA Index.
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4. METHODOLOGY
EVENTSTUDYMETHODOLOGYAPPLIED

2. Daily Cumulative Abnormal Return

òrepresenting the sum of the (é) abnormal returns to a point in time, shows the impact of the 
event over timeó (Schweitzer, 1989).

ÇCAR as a better indicator (vs AR):  It takes into considerationfluctuationsthat naturally 
occur over a given period.

3. Significancetest of the model (stata t-test):



1. OBJECTIVE
Identificationof key politicalevents

withpotentialimpactonEU ETS

10

BREXIT

USA 

ELECTIONS 

(2016)

EU CARBON MARKET

Impact

Slide 

Reminder



ÇClear impact of BREXIT on the financial markets (Wright W., 2016). 

ÇThus we could expect impact on behaviourof companies which trade in the EU ETS carbon market.

ÇNegativeexpected impact of BREXIT on carbon prices.
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5. IMPACT OF BREXIT ON THE EU ETS PRICES

H0: ñNo impact of BREXIT on the EU ETS marketò

H1: ñImpact of BREXIT on EU ETS marketò. 
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5. IMPACT OF BREXIT ON EU ETS PRICES
BREXIT KEYDATES

Ç 24 June2016 eventdate consideredto studythe

marketreaction. t = 0

Ç National Declarationof victory of the referendum

to leave the EUand the resignationof the Prime

Minister,DavidCameron.

Ç Eventwindow t=-3 , t=+ 3 to reduce the event

uncertainty(Andreset al, n.d).
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5. IMPACT OF BREXIT ON EU ETS PRICES
RESULTS OF THE IMPACT OF BREXIT DURING THE EVENT WINDOW ðSPOT PRICES

In red, significant values for a 95% level of confidence (p-value of +- 1.96)

AR

ÇImpact during the event window 

is only significant the day of the 

announcement t=0.

CAR

Ç Impact of the announcement 

being significant also for all the 

three consecutive days after the 

announcement, t=1, t=2, t=3.

Ç Negative impact higher 10% 

after the announcement.
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5. IMPACT OF BREXIT ON EU ETS PRICES
RESULTS OF THE IMPACT OF BREXIT DURING THE EVENT WINDOW ðSPOT PRICES

t
H1: ñImpact of BREXIT on EU 

ETS marketò. 

ÇBrexit impact on carbon market.

ÇSignificant and (-).

Ç t = 0, Around ð10 % Ƹ
EUAs spot price.

Ç t = 3, Around ð20 % Ƹ.
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5. IMPACT OF BREXIT ON EU ETS PRICES
RESULTS OF THE IMPACT OF BREXIT DURING THE EVENT WINDOW ðFUTUREPRICES

In red, significant values for a 95% level of confidence (p-value of +- 1.96)

AR

ÇImpact during the event window 

is only significant the day of the 

announcement t=0.

CAR

Ç Impact of the announcement 

being significant also for all the 

three consecutive days after the 

announcement, t=1, t=2, t=3.

Ç Negative impact higher 10% 

after the announcement.
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5. IMPACT OF BREXIT ON EU ETS PRICES
RESULTS OF THE IMPACT OF BREXIT DURING THE EVENT WINDOW ðFUTUREPRICES

H1: ñImpact of BREXIT on EU 

ETS marketò. 

ÇBrexit impact on carbon market.

ÇSignificant and (-).

Ç t = 0, Over ð10 % Ƹ EUAs 

future price.

Ç t = 3, Around ð23 % Ƹ.



Ç International Paris Agreement.

ÇObjective of decreasing the global average temperature below 2ºC. 

Ç Link with ETS through 43% 2030 reduction emissions target (compared with 2005 levels).

ÇDonald Trump announcement to revoke the international agreement (before winning elections).

ÇMedia worriedness about meeting the Agreement target.

ÇPotential negative impacton carbon market prices.

ÇStill impact not as clear as with BREXIT.
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6. IMPACT OF USAELECTIONS ON EU ETS PRICES

H0: ñNo impact of USA Elections on the EU ETS marketò

H1: ñImpact of USA Elections on EU ETS marketò. 


