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The price of carbon emission allowances has risen significantly since the start of this

year. As of 09 September, the price of carbon is up over 90% year to date (in EUR

terms). Carbon’s rally has dwarfed that of broad commodities, an asset class otherwise

on a strong run this year (see figure below).

 

Figure 1: Carbon's rally received an additional boost from natural gas shortages

in August

Source: WisdomTree, Bloomberg. Year to date data as of 09 September 2021. Carbon is represented by the Solactive

Carbon Emission Allowances Rolling Futures Total Return Index. All data is shown in EUR.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

So, what might be behind the rally?

 

An asset class built on a structural need

 

The European Union Emissions Trading Scheme (EU ETS) is the world’s biggest carbon

market and the foundation of the European Union’s (EU) policy to mitigate climate change

and reduce greenhouse gas emissions. The scheme is intended to support the EU in

achieving carbon neutrality in the region by 2050.

 

The EU ETS limits the amount of greenhouse gases that can be emitted by companies each

year. Companies must hold enough allowances to cover their emissions and secure these

allowances from a limited supply issued each year. Price increases in carbon emission

allowances make it more expensive for companies to cover their carbon footprint and
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incentivise them to invest in pollution abatement technology.

 

As an asset class, Carbon is an investment in European Union’s Carbon Emission

Allowances, a liquid futures market. With the European Union looking to increasingly

reduce emissions, supply is structurally expected to remain tight.

 

More momentum from Hurricane Ida

 

According to the US Energy Information Administration (EIA), more than 90% of natural

gas production in the Federal Offshore Gulf of Mexico (GOM) was offline in late August

following Hurricane Ida. GOM production of natural gas averaged 1.9bn cubic feet per day

(Bcf/d) in August, down 0.4 Bcf/d from July. The EIA expect production to gradually come

back online over the month of September.

 

But how does the shortage of US gas supply relate to carbon prices? The first-order

effect is on the European gas market. According to the European Commission, Europe’s gas

market has been tight this year due to low domestic production. There has, therefore,

been greater reliance on liquified natural gas (LNG) imports. With the US being one of

the key suppliers of natural gas to Europe, tightness in US gas supply thus has a

bearing on Europe.

 

This tightness in the gas market, in turn, incentivises more coal-fired electricity

production in Europe, triggering more demand for carbon emission allowances. Given this

has happened in August, a time when auction supply is already limited, the boost to

prices has been augmented further.

 

As winter approaches, tightness in Europe’s gas supply may continue to have a bearing on

carbon prices as electricity producers may be forced to keep turning to coal. Coal is a

relatively cheap fuel for power generation but has a relatively high carbon footprint

and therefore requires more emission allowances. 

 

Related blogs

+ What's Hot: Aluminium’s fundamentals keep getting better

+ What's Hot: Is it time to look at China again?

 

Related products

+ WisdomTree Carbon CARB/CARP

 

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=EFC5474173B242A69DC823C014753C0B&_z=z
https://wisdomtree.eu/~/link.aspx?_id=133E88BBB42C483D9A76EE25DC2E46BB&_z=z
https://wisdomtree.eu/~/link.aspx?_id=1CEAF849019D482CAA6E58B9BAA7D15C&_z=z
https://www.wisdomtree.eu/en-gb/blog/2021-09-10/carbon-gains-additional-momentum-from-hurricane-ida


Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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