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3. VARIABLES OF THE REGRESSIC
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GRAPH 6: EUAs Spot/Future Prices evolution 2005-2017 Source: ICE EUA Index

¢ Carbon future prices Establishedat currenttime to be delivered in future contracts
Currentvalue + riskinterestrate + time + storage costof the commodityat a specific
futuredate.



- 3. VARIABLES OF THE REGRESSIC
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* Assumes prices normally distributed.



4. METHODOLOGY

EVENTUMETHODCEXRDAINED

Econometric analysis throegent study methodology:
Why?
Widely used to measueompany performancelue to external market factors.

Allows us to assume that +obher factors are impacting the carbon emissions price if the
Impact is significant, but taenouncementtself.

What?
Impact ofmarket reactiongcompanybehaviouror return of a stock index).

Effect of the announcement on the market through the effect of this/olatitigy of
prices the closer to the day of the announcement.

How?
Assessment througlbnormal or excess returnaccompanying specific events.
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4. METHODOLOGY

‘ EVESTUMETHODCERORIAINED

Return = Difference oktock indexin different periods -of time.

Return =

Ending price — Starting price

Starting price

x 100

¥

(Motley Fool, 2017)

Abnormal return =Expected retur® Actual or simple return

C Because of the volatility of the market traded volumes and prices.

C Regression model.

C Estimation windowotal number of days (t) considered in the regression to calculate the

abnormal returns.

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

7



4. METHODOLOGY

‘ EVESTUMETHODQARRLYED
1. Daily abnormal return®\R) for the EUA Index througmaarket model

A where'YQis return of EUA Index.
A Y& ois return of Market Index onduring day t

A PredictedExpected values (Stata) of tHeeturn of EUA Index.
A Abnormal Return8R) = Predicted Return of EUA IndeReturns of EUA Index.

ARj= Ty - (00 PBi Ry )t Uit



4. METHODOLOGY

EVESTUMETHODQOAREYED
2. Daily Cumulative Abnormal Rett(CAR)t = Y'7_, AR

orepresent i ng abnbormal returms toa fpoint imtieneslio@s) the impact of the
event over timeo (Schweitzer, 1989).

C _CAR as a better indicatqvs AR): It takes into considerafioctuationsthat naturally
OocCcur over a given period.

3. Significancetestof the model (stat&tesy):

The Nullis: Hp : AR; s = 0?‘ Hy : CAR; = 01

; fl R'i  : ; (__4-' 4-4 va‘
AR,, = & $ CAR = ,
D AR, SCAR

(Muller.2015)
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5. IMPACT OF BREXIT ON THE EU

HO : ANo 1 mpact of BREXI T

H1: nl mpact of BREXI T o

C Clearimpact of BREXI®n thefinancial markets(Wright W., 2016).

C Thus we coulekpect impacionbehaviourof companies which trade in the) ET8arbon market.

C Negativeexpected impact of BREXIT on carbon prices.



- 3. IMPACT OF BREXIT ON EU ETS |

‘ BREXEDATES

C 24 June2016 eventdate consideredo studythe
marketreactiont =0

C National Declarationof victory of the referendum K ?%} I
to leave the EUand the resignationof the Prime
MinisterDavid Cameron =SHAN

C Eventwindow t=-3 , t=+3 to reduce the event |
uncertaintyf{Andreset al, n.d).

- 1r 1 1 T 71T

-122 -3 0 +3 +176
Estimation window Event window Post-event window

(7 days) 2



5. IMPACT OF BREXIT ON EU ETS |

RESULTS OF THE IMPACT OF BREXIT DURSRGTRRIEESNT WINDOW

TABLE 1: EUA SPOT PRICES &Q
Abnormal and Cumulative Returns around the BREXIT announcement C Impact during the event window
t AR " tstat CAR tstat IS only significant the day of the
-3 -4.67% -0.93 -4.67% -0.93 announcement t=0.
2 2.10% 0.42 -2.57% -0.51 CAR
— 0.71% 014 e ~iE C Impact of the announcement
0 -11.91%  -2.37* -15.19%  -3.02* being significant also for all the
1 1.83% 0.36 1336%  -2.65% three consecutive days after the
2 7.01% 1.39 20.36%  -4.05% announcement, t=1, t=2, t=3.
3 -3.54% -0.70 -23.90% 4.75*

C Negative impact higher 10%
Source: Own elaboration after the announcement
In red, significant values far95% level of confidence {palue of + 1.96)
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5. IMPACT OF BREXIT ON EU ETS |

‘ RESULTS OF THE IMPACT OF BREXIT DURBIRGTRRIEESNT WINDOW
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GRAPH 11: CAR % during the event days (spot prices)
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5. IMPACT OF BREXIT ON EU ETS |

RESULTS OF THE IMPACT OF BREXIT DURNGURRHECRENT WINDOW

TABLE 2: EUA FUTURE PRICES AR
Abnormal and Cumulative Returns around the BREXIT announcement (;_I mpact during the event window
t AR " tstat CAR t_stat IS only significant the day of the
-3 -3.33% -0.75 -3.33% -0.75 announcement t=0.
2 -1.39% -0.31 -4.71% -1.06 CAR
1 1.89% e e 0.63 C Impact of the announcement
0 -12.07% -2.71%  -14.88% being significant also for all the
1 1.53% 034  -16.41% 3.69* three consecutive days after the
2 1.64% 037  -18.05% 4.06* announcement, t=1, t=2, t=3.
3 -5.61% 126 -23.66% -5.32*

C Negative impact higher 10%
Source: Own elaboration aftel’ the announcement
In red, significant values far95% level of confidence {palue of + 1.96)

15



- 3. IMPACT OF BREXIT ON EU ETS |

‘ RESULTS OF THE IMPACT OF BREXIT DURFNGURRECRENT WINDOW

GRAPH 12: CAR % during the event days in future prices
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6. IMPACIUGERLECTIONS ON EU ET

HO:. AN No i1 mpact of ‘USA El ec

H1: Nl mpact of USA EIl ectl

C InternationaParis Agreement

C Objective of decreasing the global average temperature below 2°C.

C Link with ETShrough 43% 2030 eduction emissions targgcompared with 2005 levels).

C Donald Trump announcementetmke the international agreemeribefore winning elections).
C Mediaworriedness about meeting the Agreement target.

C Potentiahegative impacton carbon market prices.

C Still impact not as clear as wWBREXIT.
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