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Abstract. Climate change is one of the most pressing global challenges, and carbon pricing has emerged as an essential instrument to incentivise the reduction of greenhouse gas emissions. Among the various strategies companies adopt to reduce their carbon footprint and manage climate-related risks, internal carbon pricing (ICP) stands out as a mechanism for integrating the cost of carbon into corporate decision-making. However, the existing literature reveals a gap in understanding the drivers behind ICP adoption and its impact on sustainability performance. While some studies suggest that ICP is implemented to anticipate future regulations and mitigate regulatory risk, others emphasise sectoral and geographical influences (e.g., Aldy et al., 2021; Bento and Gianfrate, 2020).
This study uses a quantitative research design to investigate the determinants of ICP adoption among European companies.
The sample consists of 376 publicly listed firms from the STOXX Europe 600 index that responded to the 2024 Carbon Disclosure Project (CDP) questionnaire, which collects information on companies’ environmental practices and performances. Firms’ sustainability and financial data relevant to the study were retrieved from the Bloomberg database. A logit regression model has been employed to estimate the probability of ICP adoption in relation to a set of predictors, including GHG emission intensity, sector classification, market capitalisation, and regulatory exposure, in alignment with the analytical framework proposed by Dao et al. (2024).
Findings suggest that, in the European context, external regulation is not a significant predictor of ICP adoption. Instead, high-emission-intensity sectors, such as energy, materials, and utilities, are more likely to adopt ICP, indicating the relevance of risk management and competitive positioning. Moreover, the study reveals that ICP is often implemented with other sustainability initiatives, such as participation in the Science-Based Targets initiative (SBTi), seeking to foster its impact on emissions reduction.
This research contributes to the literature on carbon pricing by offering new empirical evidence on the diffusion of ICP in Europe and underscores the role of proactive corporate sustainability strategies, beyond regulatory compliance, in supporting the ecological transition.
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