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Abstract:

We investigate the impact of Brexit on the EU and UK Emissions Trading Systems (ETS), high-
lighting the risk of potential carbon leakage arising from differing carbon pricing dynamics. To
analyze post-Brexit carbon market differences, we develop a novel hybrid ARIMA-LSTM ma-
chine learning model which captures both linear and nonlinear patterns, providing more accu-
rate predictions and insights into carbon pricing trends than benchmark models. Our results
reveal divergence between the two carbon markets post-Brexit underscoring the need for co-
ordinated policies to address these disparities and emphasizing the importance of effective

forecasting models to manage carbon pricing risks and promote fair competition.
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