A wild two weeks for the
world, and for carbon
credits
On February 24th 2022, the world watched in horror as
Russia launched a full-scale military invasion of Ukraine.
Over the next two weeks, the European Union Carbon
Allowance (the “EUA”), the most liquid carbon credit
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market in the world, lost more than a third of its value.
The California Carbon Allowance (the “CCA”), the second
largest carbon credit market globally and the biggest in North America, posted a 14% loss during the
same period.
It is worth noting that the EUA and CCA bounced back by 31% and 12% respectively over the threeday period between March 8th and March 10th. While short-term volatility remains extreme
re ecting the threat that Russian’s invasion of Ukraine represents to the global economy, we
reiterate our view, however, that carbon pricing remains signi cantly below levels necessary to
incentivize the meaningful changes required to achieve climate goals, and that the long-term
fundamentals for the carbon credit market remain very bullish overall.
Figure 1: Cumulative Returns (Feb 16 - Mar 10)
Global Carbon Markets
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The energy & carbon correlation
Traditionally, carbon credits are mildly positively correlated with fossil fuel prices and commodities.
The logic is that increased gas prices encourage companies to switch to high carbon emitting fuels
such as coal and, as a result, increase demand for carbon credits. Since Russia’s invasion, the world
stands on the cusp of an energy supply crisis. Despite the record high fossil fuel prices, the cost to
emit carbon has seen a signi cant pullback. What happened?

Figure 2: Traditionally, carbon credits are weakly positively correlated with crude oil and
commodities

Source: Bloomberg

Russia upsets the applecart
There are several possible reasons for the recent price decline: investors seeking liquidity in volatile
market environments like the one what we are currently in, international investors could be
o oading European assets, there are reports that some market participants may have been forced
to sell EUA to avoid margin calls caused by losses from soaring energy prices, certain countries (such
as Poland) are calling for a reform of the EUA system and stop losses could be triggered as a result of
all the above. Although selling pressure has been signi cant, the recent price movement further
reinforced the fact that carbon credit futures can increasingly be considered a liquid asset class.
On the fundamental side, early spring has traditionally been a weak season for carbon credits as
winter-driven heating and power generation fade. In addition, there are fears that the invasion could
cause certain industries to reduce economic activity, leading to lower demand for carbon credits.
Figure 3: Monthly EUA Return Performance 2017 - 2021
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Are nancial market participants truly to blame?
Financial market participants are increasingly blamed for the volatility in the carbon credit price.
However, according to Carbon Pulse, which quoted a report by European Securities and Markets
Authority (ESMA), the EU's securities market regulator - “speculative” activity only accounts for
around 4% of activity in the EU ETS market. According to the Carbon Pulse analysis, "A high carbon

price, combined with reduced volatility and more predictability and transparency, is fundamental to
drive industrial decarbonisation. Ideally, carbon prices should rise steadily, without sudden spikes.
But blaming nancial speculation, the ETS, and climate policy for spiralling energy bills is
disingenuous and unhelpful. If anything, high energy prices re ect a historic failure to decarbonise
rapidly enough, leaving us dependent on volatile fossil fuel supplies...It is of utmost importance that

the EU sets a high standard with its revision of the ETS, for a stable carbon market that encourages
and enables industry to rapidly decarbonise, and that prepares the continent for the climate
challenges ahead.1"
We believe that nancial market participation is essential to drive the true price discovery of the
carbon market. Ultimately, a stronger, more liquid carbon price incentivizes businesses to discover
more sustainable business models and encourages everyone to be part of the energy transition
solution.
No change to the fundamentals
Within the EU, the possibility of the EU pausing the emissions trading system in order to address
near term growth risks caused by the war has become a discussion point. Amid EU’s dependence of
Russian fossil fuels, Ursula von der Leyen, the President of the European Commission, reinforced the
importance of EU Green Deal in her Twitter post on March 8th - an important component of the EU
Green Deal is the strengthening of the existing emissions trading system. As the region focuses on
energy security, a delay in the talks to strengthen the emission trading system is possible, but a
cancellation is unlikely.
Figure 4: Twitter quote from Ursula von der Leyen on March 8
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Furthermore, April 30, 2022 is the EU compliance deadline for surrendering su cient carbon
allowances against 2021 veri ed emissions. At the current lower carbon price, we see compliance
buyers taking advantage to manage their compliance needs.
In North America, the long-term fundamentals remain strong. We continue to believe that an orderly
energy transition, one supported by incentives like cap-and-trade programs, will sustain Canada’s
position as an energy superpower and leader in the clean energy transition. The investment
community has an increasingly fundamental role in helping to achieve net-zero goals.
Why Ninepoint Carbon Credit ETF?
For an emerging asset class like carbon credit, volatility management is at the heart of our fund
strategy. At the moment, the Ninepoint Carbon Credit ETF invests equally in the three major ETS
markets globally with quarterly rebalancing. This strategy has demonstrated remarkable resilience in

the unprecedented carbon market volatility.
Figure 5: Performance of Major Carbon Markets (Feb 16 - Mar 10)
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Reasons for investors to consider Ninepoint Carbon Credit ETF:
Diversification - Balanced exposure to all carbon credit markets can help minimize single
jurisdiction risk by eliminating over-concentration to any single market, as recent market action
has demonstrated. Having a diversified underlying market portfolio is important for an emerging
asset class with volatile price patterns, like carbon credits.
Upside Potential - Compared to volume-weighted fund or funds that invest in one single market,
we believe that our equal-weighted fund will have better upside, over the long-term, since it has
allocations to under-represented carbon credit trading markets.
Core Value - As a Canadian fund, by overweighting the two North American markets relative to
their index weights, we are aligning our strategy with our values and our local community.
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The Ninepoint Carbon Credit ETF is generally exposed to the following risks See the prospectus of the Fund
for a description of these risks Absence of an active market for ETF Series risk, cap and trade risk, collateral
risk, commodity risk, concentration risk, cybersecurity risk, derivatives risk, foreign currency risk, foreign
investment risk, Halted trading of ETF Series risk, in ation risk, interest rate risk, liquidity risk, market risk,
regulatory risk, securities lending, repurchase and reverse repurchase transactions risk, series risk,
substantial securityholder risk, tax risk, trading price of etf series risk.
Ninepoint Partners LP is the investment manager to the Ninepoint Funds (collectively, the “Funds”). Commissions,
trailing commissions, management fees, performance fees (if any), other charges and expenses all may be
associated with mutual fund investments. Please read the prospectus carefully before investing. Mutual funds are
not guaranteed, their values change frequently and past performance may not be repeated. The information
contained herein does not constitute an o er or solicitation by anyone in the United States or in any other
jurisdiction in which such an o er or solicitation is not authorized or to any person to whom it is unlawful to make
such an o er or solicitation. Prospective investors who are not resident in Canada should contact their nancial
advisor to determine whether securities of the Fund may be lawfully sold in their jurisdiction.
The opinions, estimates and projections (“information”) contained within this report are solely those of Ninepoint
Partners LP and are subject to change without notice. Ninepoint Partners makes every e ort to ensure that the
information has been derived from sources believed to be reliable and accurate. However, Ninepoint Partners
assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this
information. Ninepoint Partners is not under any obligation to update or keep current the information contained
herein. The information should not be regarded by recipients as a substitute for the exercise of their own

judgment. Please contact your own personal advisor on your particular circumstances. Views expressed regarding
a particular company, security, industry or market sector should not be considered an indication of trading intent
of any investment funds managed by Ninepoint Partners. Any reference to a particular company is for illustrative
purposes only and should not to be considered as investment advice or a recommendation to buy or sell nor
should it be considered as an indication of how the portfolio of any investment fund managed by Ninepoint
Partners is or will be invested. Ninepoint Partners LP and/or its a liates may collectively bene cially own/control
1% or more of any class of the equity securities of the issuers mentioned in this report. Ninepoint Partners LP
and/or its a liates may hold short position in any class of the equity securities of the issuers mentioned in this
report. During the preceding 12 months, Ninepoint Partners LP and/or its a

liates may have received

remuneration other than normal course investment advisory or trade execution services from the issuers
mentioned in this report.
Ninepoint Partners LP: Toll Free: 1.866.299.9906. DEALER SERVICES: CIBC Mellon GSSC Record Keeping Services:
Toll Free: 1.877.358.0540

