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Review of the EU ETS: Fit for 55 
On 14 July 2021, as part of the 'Fit for 55' package, the Commission presented a legislative proposal for a revision 
of the EU Emissions Trading System (ETS), to align it with the target set in the European Climate Law of a 55 % 
reduction of EU net greenhouse gas (GHG) emissions by 2030, compared to 1990 levels. The report of the 
Committee on Environment, Public Health and Food Safety (ENVI) was rejected in the June I plenary session, but 
has been re-tabled for the June II session, including those amendments carried in June I. A new set of 
compromise amendments was tabled on 15 June 2022, aimed at overcoming the impasse. 

Background 
The EU ETS was launched in 2005 and covers about 40 % of EU GHG emissions. The latest revision of the 
EU ETS Directive, adopted in 2018, sets the total quantity of emissions allowances for phase 4 (2021-2030), 
in line with the previous EU emissions reduction target (40 % reduction below 1990 levels by 2030). 

European Commission proposal 
The Commission proposal to amend Directive 2003/87/EC concerns the ongoing phase 4 of the ETS (2021-
2030). Its main elements are a reduced cap and more ambitious linear reduction factor (4.2 % per year) for 
GHG emissions, revised rules for free allocation of allowances and the market stability reserve, extension of 
the ETS to maritime transport, a separate new ETS for buildings and road transport, an increase of the 
Innovation and Modernisation Funds, and new rules on use of ETS revenues.  
A separate self-standing emissions trading system for road transport and buildings (ETS II) would be 
established, starting from 2025. Because the GHGs are emitted by small entities such as households and car 
drivers, the regulated entities will be the fuel distributors. From 2026, they would have to surrender 
allowances, based on the volume and carbon intensity of the fuels released for consumption. All allowances 
would be auctioned and none provided for free. A parallel legislative proposal for a Social Climate Fund 
would address indirect social impacts from rising prices of road transport and heating fuels. 

European Parliament position 
On 17 May 2022, the ENVI committee adopted its report on the proposal. It proposes to accelerate the 
emission reductions year after year and introduces a 'bonus-malus' system from 2025 to reward best 
performers and innovation. The ETS would include municipal waste incineration from 2026, and the 
ambition for the maritime transport sector would be raised. To stabilise ETS II prices, 10 million allowances 
should be released from the Market Stability Reserve if the average price of ETS II allowances exceeds €50 
before 1 January 2030. Private buildings and private transport would not be included in ETS II until 2029, 
and only after a thorough assessment by the Commission, followed by a new legislative proposal.  
In June I, the plenary rejected the ENVI report with 340 to 265 votes and 34 abstentions, and referred it back 
to the committee. On 13 June 2022, the ENVI committee decided to place the report back on the June II 
part-session agenda, and to re-table a set of amendments corresponding to the amendments carried by 
the June I plenary. On 15 June 2022, EPP, S&D and Renew tabled compromise amendments related to the 
linear reduction factor and the timing of phasing out free allowances in the ETS, and the corresponding 
phase-in of the carbon border adjustment mechanism. 

First-reading report: 2021/0211(COD); Committee 
responsible: ENVI; Rapporteur: Peter Liese (EPP, 
Germany). For further information, see our 'EU 
Legislation in progress' briefing.  
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