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European Carbon: Repricing Risk or Repricing Reality? 

European carbon has fallen sharply in recent sessions, reaching multi-month lows 
as political headlines, benchmark leaks and technical breaks combined with a 
rapid unwind of speculative positioning. The speed of the move has 
understandably unsettled the market. 

Importantly, what has changed is sentiment and positioning — not near-term 
structural fundamentals. 

What triggered the move 

The decline was catalysed by a cluster of specific developments that increased 
perceived policy risk: 

• Joe Delbeke, former Director-General of DG Climate Action and one of the 
architects of the EU ETS wrote in a statement that aspects of the ETS 
design — including the pace of free allocation phase-out and longer-term 
trajectory — may need to be reassessed to ensure industrial 
competitiveness. While Delbeke does not currently hold a legislative role, 
his historical association with the ETS lent weight to the remarks and 
contributed to market sensitivity. 

• Friedrich Merz, Chancellor of Germany, stated publicly that the ETS 
framework must not undermine European industrial competitiveness and 
indicated that adjustments would be considered if necessary. Given 
Germany’s political weight within EU climate negotiations, his comments 
were interpreted as raising the probability of future intervention or design 
changes. 

• Leak of updated free allocation benchmarks, reinforcing market 
perception that industrials will receive more free allowances than initially 
expected. 

• Significant speculative long liquidation, following elevated net positioning 
during the rally toward €90. Policy headlines acted as a catalyst for 
systematic de-risking. 

• Spillover from UKA weakness and broader carbon market sentiment 
deterioration. 

• Technical breaks, including a move below the 200-day moving average, 
which accelerated algorithmic and CTA-driven selling into relatively thin 
liquidity. 

What has not changed  
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1. Free allocation remains within the cap 

Any extension of free allocation would still come from within the existing cap. It 
does not increase the number of allowances in circulation. 

Moreover, free allocation is constrained by CBAM compatibility, meaning it must 
be conditional and transitional rather than unconditional. The EU already has a 
precedent in the form of transitional free allocation linked to investment — 
particularly in parts of Eastern Europe, where energy companies receive 
allowances in exchange for upgrading generation assets. 

In that sense, this is not new supply — it is a shift in cost distribution. The 
structural volume of allowances remains unchanged.  

2. MSR redesign talk does not imply dilution 

Joe Delbeke’s remarks also touched on the possibility of evolving the Market 
Stability Reserve into a more price-sensitive mechanism. Importantly, he 
referenced price levels materially above today’s market — in the €250–400 range 
— as indicative of stress. 

This is not an argument for weakening the system at current price levels. Rather, 
it reflects a long-term discussion about how the ETS might behave in a fully hard-
to-abate phase. No MSR changes are currently proposed for near-term 
implementation, and existing withdrawal mechanics remain legally binding. 

3. Cap trajectory beyond 2040 is a sequencing debate 

Discussion around smoothing or extending the cap beyond 2040 relates to the 
maturity of the system. 

The EU ETS has already delivered substantial lower-cost abatement. Remaining 
reductions are concentrated in capital-intensive, globally exposed sectors. 
Extending the linear reduction pathway does not mean abandoning ambition; it 
reflects the shift from harvesting low-hanging fruit to managing structural 
transformation. Ensuring the longevity and credibility of the ETS as a rules-based 
framework reduces the risk of ad-hoc or surprise interventions later — a factor 
that ultimately supports market stability over the medium term. 

Crucially, no change to the current cap trajectory has been legislated, and any 
such discussion would be part of a long-dated review cycle. 

4. The “postponement” question — Germany’s role 

Friedrich Merz’s comments about postponement are relevant but also confusing: 

• The EU ETS is running for 20+ years, so any “postponement” can refer to a 
delay in the free allocation phase out or the post-2030 trajectory, rather 
than suspension of the system itself. 

• As outlined before, such delay is in conflict with CBAM, another policy that 
is in place since 1 Jan 2026. 
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• While a formal ETS review is scheduled, any material change would require 
Commission proposal, Parliament approval and qualified majority support 
among member states. That process is multi-year in nature and does not 
imply near-term alteration of the current compliance framework. 

• German industry has lobbied hard for a delay of the free allocation phase 
out in the last months, and it appears Merz is receptive of this. However, 
even though Germany has a strong say in EU politics, any adjustment 
would require broad consensus across member states with differing 
industrial and climate priorities. 

In other words, while rhetoric around competitiveness is rising, the institutional 
inertia and legal framework of the ETS remain substantial constraints on rapid 
structural change. 

Beyond the rhetoric, it is important to recognise the institutional constraints 
around ETS reform. The EU Climate Law, the operational launch of CBAM, the 
automatic mechanics of the MSR and member-state reliance on auction 
revenues materially limit the scope for abrupt intervention. Any meaningful 
change would require a formal Commission proposal followed by negotiation in 
Parliament and Council — a multi-stage process that reduces the probability of 
sudden structural dilution. 

There is also a credibility constraint. The EU has embedded the ETS into its 
Climate Law framework, sovereign green financing strategy and CBAM design. A 
blanket postponement or dilution of cost internalisation would not only affect 
industrial incentives but could weaken CBAM’s legal defensibility, undermine 
investor confidence in the EU’s rules-based climate architecture, and introduce 
moral hazard for firms that have already invested under the current framework. 
This makes abrupt reversal economically and politically costly. 

Market mechanics vs fundamentals 

The recent move has coincided with a significant reduction in speculative length 
from elevated levels reached during the rally toward €90. Headline risk acted as a 
catalyst for an accelerated unwind. Such episodes historically influence timing 
and volatility, rather than the structural balance of the system. 

Our view 

Near-term fundamentals remain structurally tight, while policy headlines are 
driving volatility. With positioning adjusting and sentiment fragile, price 
action may remain erratic in the short term. 

However, when volatility is driven by narrative rather than structural change, 
it can materially improve entry conditions. We view current levels as 
reflecting an expansion of political risk premium rather than enacted 
structural dilution, offering a more attractive tactical risk–reward profile 
than was available at recent highs — with the understanding that policy 
debate and positioning adjustments may continue to generate short-term 
volatility.  
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IMPORTANT INFORMATION  
Communication Disclaimers 

This communication has been provided to you for informational purposes only.  

This communication is not intended to constitute, and should not be construed 
as, investment advice, investment recommendations or investment research.   

This communication is not intended as and is not to be taken as an offer or 
solicitation with respect to the purchase or sale of any security or interest, nor does 
it constitute an offer or solicitation in any jurisdiction, including those in which such 
an offer or solicitation is not authorised or to any person to whom it is unlawful to 
make such a solicitation or offer. Distribution of information contained in this 
communication may be restricted by law. Persons receiving this communication 
should inform themselves about and observe any such restrictions. Any 
dissemination or other unauthorised use of this information or documents by 
any person or entity is strictly prohibited. 

Performance, Analysis and forecast disclaimer  

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE 
RESULTS. The actual performance realised by any given investor will depend on 
numerous factors and circumstances. This communication may include 
Hypothetical performance.  HYPOTHETICAL PERFORMANCE RESULTS HAVE 
MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. No 
representation is being made that any private placement will achieve profits or 
loses similar to those shown.  

SparkChange believes the information in this communication to be correct at the 
date of issue. However, no representation or warranty is given as to the accuracy 
of any of the information provided. Some information in this communication is 
based on information given/obtained from independent research providers that 
Spark Change considers to be reliable. Analysis provided in this communication 
may be based on subjective assessments and assumptions and can use one 
among several alternative methodologies that produce diverse results. Hence, 
analysis and projections should not be seen as factual and should not be relied 
upon as accurate predictions of future performance.  

Spark Change Group Inc is a US Delaware company that develops listed and 
unlisted financial instruments that align and manage the risk associated with a 
transition to net zero. 

https://sparkchangegroup.sharepoint.com/sites/SparkChangeCentralDrive/Shared%20Documents/Data%20Company/Sales%20&%20Marketing/Templates/www.sparkchange.io
https://sparkchangegroup.sharepoint.com/sites/SparkChangeCentralDrive/Shared%20Documents/Data%20Company/Sales%20&%20Marketing/Templates/www.sparkchange.io

