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Analyzing the Impact Factors of the Carbon Future Prices in the EU ETS

Ai Ming", Wang Hailin”, Wen Wukang® and Pan Xunzhang""
(a;Academy of Chinese Energy Strategy, China University of Petroleum—Beijing;

b:Institute of Energy Environment and Economy, Tsinghua University)

Abstract: China’s carbon market and carbon financial system are being prepared and explored. Analyzing the Euro-
pean Union Emission Trading Scheme might shed some light on China developing carbon market. According to the lit-
erature, factors such as climate conditions, economic prosperities, energy prices and political events affect the
carbon prices. This paper systematically applies the BP structural mutation test, the multivariate ARMA regression
and the DCC-GARCH model to analyze the impact factors of the carbon future prices in the EU ETS during 2010—
2016, and explores the interaction between carbon future prices and other commodity prices. Results indicate that the
European debt crisis and the delayed allowance auction both caused structural changes in the future price series of the
EU ETS. There is no obvious correlation between power conversion variables and carbon future prices before releasing
the delayed auction in 2014 ,then the first—order lag of power conversion variables changes to have significant impacts
on carbon future prices. The volatility modeling of the carbon future prices and factors shows that, the interaction of
the price volatility between carbon future market and energy and financial markets, while partly existing, is overall
not significant. In the process of developing the national ETS, the Chinese government is suggested to establish its
thorough pricing stability mechanism, pay attention to the impacts of the dynamics of energy supply and demand on
carbon prices, and promote the risk management skills.
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