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Carbon prices in the EU crash despite
rising fossil fuel prices
Since Russia launched its invasion of Ukraine, the price of carbon
allowances in the EU has fallen drastically, lowering the cost to emit
carbon despite record high fossil fuel prices. Negotiations to
strengthen the EU's Emissions Trading System could be delayed but
the proposal is unlikely to be cancelled

We think EUA prices
are likely to remain
subdued in the short
term

Carbon permits have lost 35% of their value since the beginning
of the war
Just a few weeks ago, we described the trend of rising prices in the European carbon market as
promising for the transition to low-carbon technologies. The EU's ambition to further strengthen
the carbon market as a cornerstone of its Fit-for-55 package was fuelling bullish sentiment among
market participants. A ton of carbon was flirting with €100.

Carbon pricing is the cornerstone of the EU's climate policy aimed at curbing emissions across
energy-intensive sectors like power generation and heavy industry. In theory, the more companies
need to pay for their emissions as the price of CO2 rises, the more effort they will put into cutting
emissions.
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But all of that has changed with Russia's invasion of Ukraine. The price of carbon allowances, which
some energy-intensive industries must buy in order to emit CO2, has lost around 35% of its value
since the beginning of the war. The fall observed over the last few days thus brings the market
back to the price levels observed in November, below the €70/tCO2 mark.

Just how fit is the EU’s Fit for 55 climate strategy for Europe’s economy?

Rising carbon prices increase viability of low-carbon technologies

The price of carbon is falling on the EU ETS
Euros per ton of CO2

Source: ING Research, Refinitiv

Energy prices are surging, but carbon is decoupling for three
reasons
At first sight, this fall is quite surprising given that carbon is theoretically correlated to the energy
complex. The decline is in complete contrast to the move seen in gas prices. The European gas
market benchmark, the Dutch TTF, doubled last week, surpassing the 200€/MWh. Given Europe’s
dependency on Russian gas, the market is very nervous about Russia/Ukraine developments and
what that could potentially mean for gas flows into Europe.

Russian supply risk upends the oil market

Russian uncertainty leads to drastic changes in the oil outlook

Three reasons behind the fall

Liquidity needs. Investors are trimming their EUA positions to cover losses in other asset1.
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classes and/or access liquidity for more expensive gas and electricity. This confirms that
carbon rights can be used as liquid assets in case of cash needs, somewhat like some
currency or interest rate hedges.
Anticipation of lower demand. Concern that higher energy prices and war will lead some2.
industrials to reduce operating rates and thus CO2 emissions is fuelling anticipation of lower
demand for carbon allowances.
Technical trading. There is a snowball effect with stop-losses being triggered and more3.
automatic selling of positions as the market has dipped.

Long-term outlook unchanged
But conflicting forces could push the market back up. The prospect of more coal-burning this year
to substitute for a squeezed gas market will increase power sector CO2 emissions and
thus demand for allowances. Coal emits more than twice as much CO2 per unit of power
production. 

In the longer term, the picture remains bullish for the market: the proposal to further strengthen
the carbon market as the cornerstone of the EU's new climate strategy, Fit for 55, is still being
discussed in the European Parliament. More industrials are calling for the EU to postpone the talks
and review the extension of the EU ETS as excessive market speculation pushes up CO2 emission
prices to the detriment of producers, but we still expect the proposal to tighten the market and to
support a steady increase in carbon prices. The European Securities and Markets Authority (ESMA)
recently concluded in a report that speculative activity makes up only 4% of the EU ETS market.

With energy security now at the heart of the EU's political agenda, negotiations on the carbon
proposal may be slightly delayed but certainly not cancelled. Strengthening the carbon market
should remain the cornerstone of the European Commission's package to achieve its climate
target. Arguments for the introduction of a carbon price floor in the proposal are likely to gain
momentum given the volatility observed.

The forthcoming EU strategy to reduce reliance on imported gas from Russia and increase
countries' energy system resiliency will provide some important clarification.

Author

Samuel Abettan
Junior Economist
samuel.abettan@ing.com

Gerben Hieminga
Senior Sector Economist, Energy
gerben.hieminga@ing.com

Warren Patterson
Head of Commodities Strategy
Warren.Patterson@asia.ing.com

https://www.esma.europa.eu/press-news/esma-news/esma-publishes-its-preliminary-report-eu-carbon-market
https://www.bruegel.org/2021/03/carbon-price-floors-an-addition-to-the-european-green-deal-arsenal/
mailto:samuel.abettan@ing.com
mailto:gerben.hieminga@ing.com
mailto:Warren.Patterson@asia.ing.com


THINK economic and financial analysis

Article | 7 March 2022 4

Disclaimer
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purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.
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