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Abstract 

In this paper, we investigate the causal relationship between carbon pricing and air travel demand in the intercontinental market. 
Using granular demand data for one-stop routes connecting airports in Europe with Asia and North America, we estimate
regressions with multiple fixed effects to account for both time-invariant and time-varying factors that could confound the
identification of policy effects. Our approach leverages variability in carbon prices in the European Union Emissions Trading 
System by comparing changes in routes subject to the policy (i.e., those involving European hubs) with routes unaffected by the
policy (i.e., those involving non-European hubs). Our findings indicate that the carbon price variable is consistently negative and
statistically significant across all regressions. A 100 % increase in the price of EU ETS allowances reduces passenger traffic through
European hubs by 2–6 %. These results provide novel evidence of the policy’s effectiveness in the long-haul market, while also 
highlighting the phenomenon of hub carbon leakage. Additionally, we find that joint ventures between European and non-European
airlines mitigate the policy’s impact.
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