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The relationship between allocations of carbon
ABSTRACT allowances and carbon prices:
the case of EU ETS

Jungho Baek® and Hyun Seok Kim*

In the study, we estimate short and long-run effects of electricity
price, oil price, weather and policy dummy variables on price structure
of EU ETS using cointegration analysis. This study, specially, focuses
on analyzing whether over allocations of carbon allowances in Phase I
of EU ETS had direct effect on the price drop. The results show that
carbon prices have long-run relationships with electricity and oil prices.
Further, it is empirically proven that factors such as over allocation of
carbon allowances and prevention of banking of surplus allowances
played an important role in the emissions price drop.
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