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Introduction to carbon pricing

Carbon pricing is an instrument that captures

the external costs of greenhouse gas (GHG)

emissions

It puts an explicit price on GHG emissions, i.e.

a price expressed as money per ton of

carbon dioxide equivalent (€/tCO2).

Emitters restructure operation and investment

as a response to the price signal

The economic impacts depend on marginal

abatement costs – i.e. the price-elasticity of

the emitter – consumers are better-off when

abatement is low-cost

Short-term responsiveness is generally lower

than long-term, as investment takes time to

implement
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Carbon pricing for the Contracting Parties

“No single energy market without single 

carbon price in the long run.” Janez Kopač

• Energy Community commitments to reduce greenhouse

gas emissions;

• Regulatory gap: electricity prices in the EU markets

account for externalities via the EU ETS, especially with

increasing electricity trade between the Energy

Community and EU member states;

• Carbon Border Adjustment Mechanism



State of play in the Energy Community



Role of the financial sector in the EU ETS

Secondary market:

• trading directly with other companies

covered by the system

• buying or selling from intermediaries, e.g.

banks and specialist traders

• using the services of a broker

• joining an exchange that list carbon

allowance products

Primary market:

• New emissions allowances for member

states - first events at which allowances

are traded for a price / auctioned.

• Emissions allowances for compliance purposes vs allowances for trading purposes



The role of market oversight: lessons from the EU ETS

GOALS

• Importance of good market function e.g. fraud prevention

• Emission allowances classified as finanical instruments under MiFID 2 (2018):

 Increasing transparancy and simpler access to information

 Investor protection

 Integrity standards: avoiding manipulation

• Amendment to the VAT Directive: reverse charge mechanism derogation.



Link with Financial regulation - EU ETS legislation 

GOALS

Source: EU ETS allowances legal framework
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