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Directive 2003/87/EC – EU Emissions Trading System (ETS) Directive – establishing a scheme for 

greenhouse gas emission allowance trading, and Directive 2009/29/EC amending Directive 2003/87/EC so 
as to improve and extend the greenhouse gas emission allowance trading scheme 

 
This briefing is one in a series of 'Implementation Appraisals' on the operation of existing EU legislation in practice. 
Each such briefing focuses on a specific EU law which is likely to be amended or reviewed as set out in the European 
Commission’s Annual Work Programme. The Implementation Appraisals aim to provide a succinct overview of material 
publicly available on the implementation, application and effectiveness of an EU law to date – drawing on available 
input from the EU institutions and external organisations. They are provided to assist parliamentary committees in 
their consideration of the new proposals, once tabled. 
 

EP committee responsible at time of adoption of the EU legislation: Committee on the Environment, Public Health 
and Consumer Policy (ENVI). 

Date of adoption of original legislation in plenary: The ETS Directive (2003/87) was adopted in plenary on 2 July 2003. 
The revised ETS Directive (2009/29) was adopted in plenary on 17 December 2008. 

Date of transposition: The ETS Directive (2003/87) had a transposition date of 31 December 2003 (Article 31). The 
revised ETS Directive (2009/29) had a transposition date of 31 December 2012 (Article 2). 

Date planned for review of legislation:  
- Article 30 of the ETS Directive (2003/87) established that the Commission was required to submit a report to 

Parliament and the Council on the application of the ETS Directive (2003/87) by 30 June 2006, accompanied 
by proposals as appropriate 1. 

 
Article 1 of the revised ETS Directive (2009/29) introduces amendments to Directive 2003/87 and stipulates several 
dates for review:  

- By 30 June 2010, the Commission was required to submit a report on the situation of energy-intensive 
sectors exposed to significant risks of carbon leakage, accompanied by any appropriate proposals 2. 

- By 31 December 2010, the Commission was required to examine whether the market for emissions 
allowances was sufficiently protected from insider dealing or market manipulation and, if appropriate, to 
bring forward proposals to ensure such protection 3.  

- By 31 March 2011, the Commission was required to assess whether the proportions of free allowances were 
likely to significantly affect the quantity of allowances to be auctioned by Member States, and to submit 
suitable proposals if necessary 4.  

                                                           
1 In 2006, the Commission submitted an impact assessment and a proposal to amend the ETS Directive so as to include aviation 
activities in the trading scheme. 
2 On 24 December 2009, the Commission adopted a decision, accompanied by an impact assessment, listing sectors and subsectors 
deemed to be exposed to a significant risk of carbon leakage on the basis of qualitative assessments. 
3 On 8 February 2010, the Commission issued an impact assessment accompanying a proposal on the timing, administration and 
other aspects of auctioning with a view to ensuring that that it is conducted in an open, transparent, harmonised and 
non-discriminatory manner. 

http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2001/0245(COD)&l=en
http://www.oeil.ep.parl.union.eu/oeil/popups/ficheprocedure.do?reference=2008/0013(COD)&l=en
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fTEXT%2bTA%2bP5-TA-2003-0319%2b0%2bDOC%2bXML%2bV0%2f%2fEN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P6-TA-2008-610
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2006/sec_2006_1685_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52006PC0818
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2009/c_2009_10251_en.pdf
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2009/sec_2009_1710_en.pdf
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2010/sec_2010_1369_en.pdf
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2010/c_2010_7744_en.pdf
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- The Commission is required to review the linear factor, and submit a proposal if appropriate, as from 2020 5.  
- The Commission is required to submit a report each year on the functioning of the European carbon market 6, 

accompanied by any appropriate proposals aimed at increasing transparency and improving its functioning.  
- Within three months of the signing of a possible international agreement on climate change, leading to 

mandatory reductions in greenhouse gas emissions that exceed 20 % compared with 1990 levels by 2020, the 
Commission is required to submit a report accompanied by a legislative proposal 7. 

Timeline for new amending legislation:  
On 22 January 2014, the Commission adopted a communication entitled  ‘A policy framework for climate and energy 
in the period from 2020 to 2030’ (COM(2014)0015), which indicated the need to reform the EU ETS. In parallel to this 
communication, it presented a legislative proposal (COM(2014)0020) concerning the establishment of a market 
stability reserve (MSR) to mitigate the effects of the accumulated surplus of allowances. Parliament adopted the MSR 
on 8 July 2015. 
In addition, further proposals for a structural reform of the EU ETS are expected in 2015, as stated in the Roadmap for 
the Revision of the EU ETS of January 2015. 
On 15 July 2015, the European Commission published a legislative proposal for a structural reform of the EU ETS 
amending Directive 2003/87/EC to enhance cost-effective emission reductions and low-carbon investments 
(COM(2015)337), as announced in the Roadmap for the Revision of the EU ETS of January 2015. 

 
 
1. Background 
There is a broad consensus among the scientific community that greenhouse gases (GHGs), particularly CO 2 , emitted 
by human activity are causing or at least contributing to climate change. Under the 1992 United Nations Framework 
Convention on Climate Change (UNFCCC), there was a general agreement to limit the increase in global warming to 
below 2 degrees Celsius compared with the average temperature in pre-industrial times, in order to prevent the worst 
impacts of climate change. Following on from the UNFCCC, the Kyoto Protocol set internationally binding emission 
reduction targets. The total emissions of developed countries were to be reduced by at least 5 % over the first 
commitment period (2008-2012) compared with 1990 levels. The Protocol defines flexibility mechanisms that can be 
used by the Parties in meeting their emission limitation commitments. These mechanisms include international 
emissions trading arrangements such as the EU ETS. On the basis of the greenhouse gas inventories submitted in 
April-May 2014 under the UNFCCC, the Commission, in its report ‘Progress towards achieving the Kyoto and EU 2020 
Objectives’, concluded that the EU-28 had overreached their targets for the first commitment period of the Protocol 
(see Figure 1). The European Environment Agency (EEA) considers that the emissions reductions observed across the 
EU depend on the combined effects of various factors, including the economic recession, improved energy efficiency, 
the increasing share of renewables, and the allocation of allowances under the EU ETS. 
 
The EU ETS is the first and largest international trading system 8 for greenhouse gas emission allowances, accounting 
for over three quarters of international carbon trading. It is part of the climate and energy package, which consists of 
four pieces of complementary legislation to deliver on the ‘20-20-20 targets’ 9: the EU ETS to cut industrial greenhouse 
gas emissions; the Effort-Sharing Decision introducing binding national targets for sectors not covered by the EU ETS; 
the Renewable Energy Directive 10; and the Geological Storage of CO 2  Directive. 
                                                                                                                                                                                                 
4 On 27 April 2011, the Commission adopted a decision, accompanied by an impact assessment, determining transitional 
Union-wide rules for the harmonised free allocation of allowances. 
5 See the summary of the Commission's Roadmap for the Revision of the EU ETS and the European Council's conclusions of 23 
October 2013 on the 2030 policy framework for climate and energy on p. 6 of this briefing. 
6 The Commission submitted its first report on the functioning of the European carbon market on 14 November 2012. See section 2 
(‘EU-level reports and evaluations to date’) on p. 8, and section 5 (‘European Court of Auditors' Special Report No 6/2015’) on p. 11.  
7 In 2013, the Commission issued a proposal, accompanied by an impact assessment, with a view to the implementation by 2020 of 
an international agreement applying a single global market-based measure to international aviation emissions. 
8 Under the Kyoto Protocol, emissions trading schemes may be established as climate policy instruments at national and regional 
level. The current existing trading systems include the Australian emission trading system, the New Zealand Emissions Trading 
Scheme, the Tokyo Metropolitan Government’s trading scheme, South Korea's national emissions trading scheme, the Indian 
trading scheme and the Montreal Protocol.  
9 A 20 % reduction in GHG emissions, a 20 % share of renewables in final energy consumption and a 20 % improvement in energy 
efficiency, by 2020. 
10 See ‘Renewable Energy’, Implementation Appraisal, DG EPRS, June 2015 (PE 558.781). 

http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014DC0015
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014DC0015
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014PC0020&qid=1434451189883
http://ec.europa.eu/smart-regulation/roadmaps/docs/2015_clima_001_ets_post-2020.en.pdf
http://ec.europa.eu/smart-regulation/roadmaps/docs/2015_clima_001_ets_post-2020.en.pdf
http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/treatiesGeneralData.do?redirect=true&treatyId=545
http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/treatiesGeneralData.do?redirect=true&treatyId=545
http://unfccc.int/kyoto_protocol/items/2830.php
http://ec.europa.eu/transparency/regdoc/rep/1/2014/EN/1-2014-689-EN-F1-1.Pdf
http://ec.europa.eu/transparency/regdoc/rep/1/2014/EN/1-2014-689-EN-F1-1.Pdf
http://www.eea.europa.eu/publications/progress-towards-2008-2012-kyoto
http://ec.europa.eu/clima/policies/ets/index_en.htm
http://ec.europa.eu/clima/policies/package/index_en.htm
http://ec.europa.eu/clima/policies/ets/index_en.htm
http://ec.europa.eu/clima/policies/effort/index_en.htm
http://ec.europa.eu/energy/en/topics/renewable-energy
http://ec.europa.eu/clima/policies/lowcarbon/ccs/directive/index_en.htm
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2011/c_2011_2772_en.pdf
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2011/sec_2011_0517_en.pdf
http://ec.europa.eu/smart-regulation/roadmaps/docs/2015_clima_001_ets_post-2020.en.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/145397.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/145397.pdf
http://ec.europa.eu/clima/policies/ets/reform/docs/com_2012_652_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52013PC0722
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52013SC0430
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Figure 1: GHG emissions in CO 2 equivalent (excluding international aviation and LULUCF 11) and Kyoto Protocol targets. 

 
 
Source: European Commission. 
 
The ETS Directive was adopted in 2003 and revised in 2009. The EU ETS took effect in 2005 and now covers all EU 
Member States plus Iceland, Liechtenstein and Norway.  
 
The EU ETS limits emissions from more than 12 000 heavy energy-using installations in the power generation and 
manufacturing industries, and from aircraft operators performing aviation activities in the EU and European Free 
Trade Association 12 states. The aim is to cut greenhouse gas emissions by 80-95 % compared with 1990 levels by 2050. 
In total, around 45 % of emissions from the EU-28 are limited by the EU ETS. 
 
 

                                                           
11 LULUCF stands for 'land use, land-use change and forestry'. It covers GHG emissions into the atmosphere and the removal of 
carbon from the atmosphere as a result of direct human-induced land use, land-use change and forestry activities (i.e. the use of 
soils, trees, plants, biomass and timber). 
12 Iceland, Liechtenstein, Norway and Switzerland. 

http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2001/0245(COD)&l=en
http://www.oeil.ep.parl.union.eu/oeil/popups/ficheprocedure.do?reference=2008/0013(COD)&l=en
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Figure 2: Total greenhouse gas emissions by sector in 28 EU countries, 2012. 
 

 
Source: European Commission. 
 
The system works by putting limits on overall emissions from the sectors reduced each year. Within these limits, 
companies can buy and sell emission allowances when needed – i.e. the ‘cap and trade’ approach. If a company 
reduces its emissions to below its cap, it can keep the spare allowances to cover future needs or sell them to another 
company. A company that is likely to go over its allocated limit can choose to reduce its emissions or buy allowances, 
either from a company with spare allowances or in state-run auctions. In addition to auctions, some allowances are 
allocated to industries for free to help them compete with industries outside the EU in which carbon trading does not 
apply. Until 2012, most allowances in all Member States were given out for free according to the ‘grandfathering’ 
approach, on the basis of historical greenhouse gas emissions. Since 2013, a benchmarking approach based on 
performance instead has been used for the free allocation of allowances. In particular, the manufacturing industry 
received 80 % of its allowances for free in 2013; this proportion will decrease in a linear manner each year, to 30 % in 
2020. The aviation sector will receive 85 % of its allowances for free over the entire 2013-2020 period. Special 
treatment is reserved for installations in sectors exposed to a significant risk of carbon leakage 13: those installations 
reaching the benchmark level receive for free all of the allowances they need, on the basis of their historical 
emissions, for the entire 2013-2020 period; installations falling short of the benchmark receive a proportionally lower 
allocation of free allowances compared with their emissions.  
 
Figure 3: How does the EU ETS work? 

 
Source: European Commission. 
 
 
                                                           
13 ‘Carbon leakage’ refers to the situation that may occur when, on account of costs related to climate policies, businesses transfer 
production to other countries where constraints on GHG emissions are laxer. The risk of carbon leakage may be higher in certain 
energy-intensive industries and could lead to an increase in their total emissions. 
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There have been three trading periods for the EU ETS so far: 
- Phase 1 (2005-2007): This was a three-year pilot which only covered CO 2  emissions from power generators 

and energy-intensive industrial sectors. 
- Phase 2 (2008-2012): Three European Economic Area states joined the scheme, and aviation 14 was included. 

Allowances were reduced by 6.5 %, as they turned out to have been excessive in the first phase. The 2008 
recession exacerbated the issue of unused allowances, and larger scale changes to the scheme were deemed 
necessary. 

- Phase 3 (2013-2020): An EU-wide cap on emissions (reduced by 1.74 % each year) was introduced, and the 
proportion of free allowances was reduced (being replaced by auctioning). It is planned that the share of 
allowances auctioned will increase continuously; more than 40 % of allowances were auctioned in 2013. 

 
At the start of Phase 3, the EU ETS had a surplus of around 2.1 billion allowances; this figure is expected to rise over 
the coming years to more than 2.6 billion allowances by 2020. This is due to a significant imbalance between the 
supply of emission allowances to be auctioned, which is established in a very rigid manner, and demand for them, 
which is flexible and is affected by economic cycles, fossil fuel prices and other drivers. The presence of a large surplus 
reduces incentives for low-carbon investment and has a negative effect on the system’s cost-efficiency. 
 
With the aim of tackling structural supply-demand imbalances, on 22 January 2014 the Commission adopted a 
proposal (COM(2014)0020) to establish a market stability reserve for the EU ETS and amending Directive 2003/87. 
This proposal is part of the 2030 policy framework for climate and energy (COM(2014)0015), adopted by the 
Commission in the same month. The market stability reserve (MSR) is intended to operate in Phase 4, starting in 2021. 
It is designed as a mechanism for adjusting auction volumes in an ‘automatic manner’ under predefined conditions. 
The MSR serves to trigger adjustments to annual auction volumes in situations where the total number of allowances 
in circulation is outside a certain predefined range. In particular: 

- if the total surplus is higher than 833 million allowances, allowances are added to the MSR by deducting them 
from future auction volumes with the aim of mitigating market instability arising from a large temporary 
surplus in the EU ETS; 

- if the total surplus is below 400 million allowances, allowances are released from the MSR and added to 
future auction volumes with the aim of mitigating market instability arising from a large temporary deficit in 
the EU ETS. 

 
As stated in the Commission proposal, the upper and lower boundaries of the allowances' range were determined 
following consultations with stakeholders and reflect a range in which experience has shown the market to be able to 
operate in an orderly manner. 
 
On 30 March 2015, the Council started negotiations with Parliament on the MSR proposal. At a meeting of 5 May 
2015, representatives of the two institutions reached an agreement. The agreement, based on a consolidated text, 
was endorsed by COREPER on 13 May 2015. Parliament adopted the text in plenary, by 495 votes to 158 with 49 
abstentions, on 8 July 2015. The main points of the text are as follows: 
 

- An MSR will be established in 2018 and will be operational from 1 January 2019. 
- 'Backloaded allowances' will be placed in the MSR (this represents the 900 million allowances whose 

auctioning was postponed from 2014-2016 until 2019-2020). 
- Unallocated allowances will be directly allocated to the MSR in 2020, with consideration being given to their 

future use as part of a wider review of the EU ETS. 
- The ’10 % solidarity component’ of allowances will be temporarily exempted from the scope of the MSR until 

the end of 2025. 
- The review of the EU ETS and the MSR will take into account carbon leakage and competitiveness aspects, 

including employment and GDP-related issues. 
- The EU ETS review will consider the possible use of a limited number of allowances before 2021 to 

supplement existing resources for promoting carbon capture and storage (CCS), renewables and low-carbon 
industrial innovation projects. 

                                                           
14 See Directive 2008/101 amending Directive 2003/87 so as to include aviation activities in the scheme for greenhouse gas 
emission allowance trading within the Community. 

http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014PC0020&qid=1434451189883
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014DC0015
http://www.consilium.europa.eu/en/press/press-releases/2015/05/13-market-stability-reserve/
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+PV+20150708+ITEM-004-07+DOC+XML+V0//EN&language=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1435065139152&uri=CELEX:32008L0101
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In addition to the proposal for the establishment of an MSR, the Commission has on various occasions referred to the 
need for a broader structural reform of the EU ETS. 
 

There has been a renewed focus on energy and climate change in the Commission’s Work Programme for 2015, which 
lists ‘a resilient Energy Union with a forward-looking climate change policy’ as one of its top 10 priorities. 
Decarbonising the economy is one of the five interrelated strands comprising the Energy Union strategy as defined in 
the communication ‘A Framework Strategy for a Resilient Energy Union with a Forward-Looking Climate Change 
Policy’ (COM(2015)0080). An ambitious EU climate policy has to be adopted as the Union’s contribution to the 
international climate negotiations with a view to achieving a binding climate agreement in 2015. This contribution is 
spelled out in the communication on the Paris Protocol (COM(2015)0081), presented at the same time as the Energy 
Union Strategic Framework. As the EU's climate policy is mostly based on a Union-wide carbon market, the 
cornerstone of Europe’s climate policy is a well-functioning EU ETS. According to the Energy Union Roadmap (Annex 1 
to the communication ‘A Framework Strategy for a Resilient Energy Union with a Forward-Looking Climate Change 
Policy’), there will be legislative proposals in 2015 to review the EU ETS post-2020, and in 2016 to review the Effort-
Sharing Decision and the inclusion of land use, land-use change and forestry. 
 

In this connection, in January 2015 the Commission issued a Roadmap for the Revision of the EU ETS. The aim of a new 
legislative proposal would be to implement the aspects relating to the EU ETS set out in the European Council's 
conclusions of 23 October 2013 on the 2030 policy framework for climate and energy. The policy framework 
presented aims to drive continued progress towards a low-carbon economy, to build a competitive and secure energy 
system, and to create new opportunities for growth and jobs. The following goals are to be achieved by 2030: 
 

- reducing EU greenhouse gas emissions by at least 40 % compared with 1990 levels;  
- increasing the share of renewable energy to at least 27 % of the EU's energy consumption; 
- increasing energy efficiency by at least 27 %; 
- reforming the EU Emissions Trading System (ETS); 
- developing a reliable and transparent governance framework based on national energy plans. 

 

According to the European Council's conclusions, the binding target of a 40 % reduction in greenhouse gas emissions 
will be delivered through 43 % and 30 % reductions in the ETS and non-ETS sectors, respectively, by 2030 compared 
with 2005 levels. 
 

The points addressed by the European Commission and by the European Council as regards the revision of the EU ETS 
are summarised in the table below. 
 

Policy options European Commission European Council 
Linear reduction 
factor 

Increase in the linear reduction factor from 
1.74 % to 2.2 % from 2021  

Increase in the linear reduction factor from 
1.74 % to 2.2 % from 2021  

Future carbon 
leakage provisions 

Free allocation rules should take into account 
a range of elements including: 
- benchmark updating 
- risk of carbon leakage  
- better alignment of allocation with 

production levels  
- incentives to innovate 

Free allocation rules should take into account 
a range of elements including: 
- risk of carbon leakage as a result of climate 

policy  
- periodic review of benchmarks for free 

allocations in line with technological 
progress in the respective industry sectors 

Existing support 
for innovation 
(NER300 
programme15) 

The NER300 programme will be renewed: 
- increase from 300 million to 400 million 

allowances  
- broader scope, also covering industry, in 

order to provide for low-carbon 
innovation incentives 

The NER300 facility will be renewed: 
- carbon capture and storage and 

renewables 
- scope extended to low-carbon innovation 

in industrial sectors 
- initial endowment increased to 400 million 

allowances (NER400) 
- eligibility extended to investment projects 

in all Member States, including small-scale 
projects 

                                                           
15 NER300 is a funding programme for innovative low-carbon energy demonstration projects, including environmentally safe carbon 
capture and storage (CCS) and innovative renewable energy (RES) technologies. It is funded from the sale of 300 million emission 
allowances (from which it takes its name), representing 5 % of the total number of allowances available in the 2013-2020 period. 

http://ec.europa.eu/atwork/pdf/cwp_2015_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2015:80:FIN
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2015:80:FIN
http://ec.europa.eu/transparency/regdoc/rep/1/2015/EN/1-2015-81-EN-F1-1.PDF
http://ec.europa.eu/priorities/energy-union/docs/energyunion-annex_en.pdf
http://ec.europa.eu/smart-regulation/roadmaps/docs/2015_clima_001_ets_post-2020.en.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/145397.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/145397.pdf
http://ec.europa.eu/clima/policies/lowcarbon/ner300/index_en.htm
http://ec.europa.eu/clima/policies/lowcarbon/ner300/index_en.htm
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Modernisation 
fund 

Creation of a fund to support low-income 
Member States in addressing their particularly 
high additional investment needs in the area 
of energy (energy efficiency and energy 
systems) 

- A new reserve of 2 % of EU ETS allowances 
to address particularly high additional 
investment needs in low-income Member 
States (GDP per capita below 60 % of EU 
average) 

- 10 % of EU ETS allowances to be auctioned 
by the Member States among those 
countries whose GDP per capita did not 
exceed 90 % of the EU average in 2013, for 
purposes of solidarity, growth and 
interconnections 

Modernisation of 
power sector 

Amendments to Article 10c 16 of the ETS 
Directive on transitional free allocation in 
order to enhance transparency and provide for 
amounts to be used between 2021 and 2030 
for specific purposes (modernisation of 
electricity generators, interconnectors, etc.) 

- Free allowances to the energy sector up to 
2030 for Member States with a GDP per 
capita below 60 % of the EU average 

- Maximum amount handed out for free 
after 2020 (no more than 40 % of the 
allowances allocated under section 2.9 of 
the European Council’s conclusions 17 for 
auctioning to the Member States using this 
option) 

- Improvement of the current arrangements 
in order to ensure transparency, to 
promote real investments that modernise 
the energy sector, and to avoid distortions 
of the internal energy market 

Small 
installations/SMEs 

Simplified rules or possible exclusion of small 
installations 

Simplified arrangements for small-scale 
projects 

 
During the G7 Summit on 8 June 2015, world leaders affirmed their strong determination to adopt a protocol at the 
Climate Change Conference in Paris in December 2015 (COP21), as urgent and concrete action is needed in order to 
address climate change and to follow a low-carbon and resilient development pathway in line with the global goal of 
holding the increase in global average temperature below 2 degrees Celsius. In this context, the EU has the world's 
most ambitious legally binding commitments on climate change, and the EU ETS is its principal instrument for 
reducing industrial greenhouse gas emissions. 
 
 
2. EU-level reports and evaluations to date 
 

2.1. European Commission 
 
Pursuant to Articles 14 and 15 of the revised ETS Directive (2009/29), the Commission adopted the Monitoring and 
Reporting Regulation (Commission Regulation 601/2012) and the Accreditation and Verification Regulation 
(Commission Regulation No 600/2012) for the monitoring of the implementation of the ETS directives. 
 
In addition, Article 21 of the ETS Directive 2003/87 establishes that each year Member States have to report on the 
application of the directive and that, on the basis of those reports, the Commission publishes a report on its 
application. The Commission’s report should pay particular attention to the arrangements for the allocation of 
allowances, the operation of registries, the application of the monitoring and reporting guidelines, verification and 
issues relating to compliance with the directive, and the fiscal treatment of allowances. The most recent of these 
reports, the Fourth ETS Compliance Review, published by the Commission on 20 January 2015, assesses compliance 
with the EU ETS at the beginning of the third trading period. Its findings show that operators are submitting 

                                                           
16 Article 10(c) of Directive 2009/29 - Option for transitional free allocation for the modernisation of electricity generation. 
17 ‘The rest of allowances will be distributed among all Member States on the basis of verified emissions, without reducing the 
share of allowances to be auctioned’. 

https://www.g7germany.de/Content/EN/_Anlagen/G7/2015-06-08-g7-abschluss-eng_en.pdf?__blob=publicationFile&v=1
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32012R0601
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32012R0601
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32012R0600
http://ec.europa.eu/clima/policies/ets/monitoring/docs/report_4th_ets_mrav_compliance_en.pdf
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monitoring plans to the relevant accredited verifiers for approval in all Member States. In addition, the majority of 
Member States stated that monitoring requirements had helped in obtaining more information (e.g. on risk 
assessment or internal data management) and had also led to better quality and/or consistency in the information 
obtained, although some operators appear to be resistant to the new requirements. The extent and quality of the 
checks performed during the monitoring plan approval process varies significantly between Member States, and is 
thus a potential issue for further harmonisation. However, most stakeholders perceive the robustness of the EU ETS as 
sound. 
 
In November 2012, the Commission published the first report on the state of the European carbon market in 
accordance with Articles 10(5) and 29 of the ETS Directive 2003/87. This report launched the debate on possible 
structural measures for correcting the surplus of allowances. Owing to a greater-than-anticipated reduction in 
emissions since 2008 on account of the economic crisis, since 2009 the EU ETS has experienced a growing surplus of 
allowances and international credits compared with emissions, which has significantly weakened the carbon price 
signal. As many as 40 million allowances have been traded per day. In 2012, 7.9 billion allowances were traded, with a 
total value of EUR 56 billion.  
 
Figure 4: Trading volumes in EU emission allowances (in millions of tonnes), 2012. 

  
Source: European Commission. 
 
 

2.2. European Environment Agency 
 
In April 2015 the European Environment Agency (EEA) issued a technical report on the ‘Application of the EU 
Emissions Trading Directive’, 18 providing a synthesis of the annual reports submitted by Member States in 2014 
concerning the implementation of the EU ETS. The data included in the report relate to 2013, which is the first year of 
the third trading period, and show that the size of the EU ETS decreased by approximately 1 million emission 
allowances. The EEA's analysis identifies a number of areas in which the directive is being implemented effectively: the 
verification system seems to be working well; the number of accredited verifiers appears to be sufficient; few 
infringement penalties have been imposed. On the other hand, it also identifies areas for improvement: lessening 
administrative requirements; improving the integration of different data sources; enhancing cooperation between 
national administrations; and improving the exchange of information on compliance issues between installations and 
competent authorities. The EEA's analysis also identified a number of areas in which it was difficult to assess the 
implementation of the ETS Directive because there was not enough information available to make such an 
assessment. This is the case for data on fuel consumption and on emissions. However, the EEA’s assessment is that, 
overall, the ETS Directive appears to be being implemented as intended. 
 
A previous EEA report published in October 2014 shows that the EU is well on track to achieve its commitments for 
energy and climate action by 2020, in part thanks to the contribution of the EU ETS. Between 2005 and 2012, verified 
emissions from stationary installations decreased by 16 %, taking into account the change in the scope of the EU ETS 
between 2007 and 2008 to include the aviation sector. In the first trading period, emissions increased slightly between 

                                                           
18 All figures and calculations exclude Italy and France, as they did not report in time for inclusion in this report. 

Auctions: allowances sold through 
auctioning to the highest bidder. 
OTC (over the counter): allowances 
directly traded between two parties, 
without supervision. 
Exchange: allowances traded in organised 
markets. 

http://ec.europa.eu/clima/policies/ets/reform/docs/com_2012_652_en.pdf
http://www.eea.europa.eu/publications/application-of-the-eu-emissions
http://www.eea.europa.eu/publications/application-of-the-eu-emissions
http://www.eea.europa.eu/publications/progress-towards-2008-2012-kyoto
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2005 and 2007 (see Figure 5). During the second trading period (2008-2012), they decreased significantly in 2008 and 
2009, partly as a result of the economic crisis. In 2008, emissions were 5 % below 2005 levels. They decreased to 15 % 
below 2005 levels in 2009, and stayed close to this level in 2010 (-13 %), 2011 (-14 %) and 2012 (-16 %). The four 
sectors with the largest emissions under the EU ETS (combustion installations, oil refineries, iron and steel, and 
cement clinker or lime) represent 94 % of total EU ETS emissions. Verified emissions decreased in these four sectors 
between 2005 and 2012 (see Figure 5). 
 
Figure 5: Verified emissions of stationary EU ETS installations by sectors, 2005-2012. 

 
Source: EEA. 
 
 
3. Position of the European Parliament – Members’ oral and written questions 
The European Parliament has noted in a number of documents that further improvement of the EU ETS is necessary.  
 
In its resolution of 14 March 2013 on the Energy Roadmap 2050, Parliament recognised that the EU ETS is the 
principal instrument for reducing industrial greenhouse gas emissions and promoting investment in safe and 
sustainable low-carbon technologies. However, it noted that structural improvement of the EU ETS is necessary in 
order to address the accumulating surplus of allowances. Parliament called on the Commission to adopt measures to 
correct the failings of the EU ETS and allow it to function as originally envisaged, and suggested that the following 
measures be considered: 

- amending, if appropriate, the regulation referred to in Article 10(4) of Directive 2003/87/EC in order to 
implement appropriate measures, which may include withholding the necessary amount of allowances; 

- proposing legislation at the earliest appropriate date to modify the 1.74 % annual linear reduction 
requirement so as to meet the requirements of the 2050 CO 2  reduction target; 

- undertaking and publishing an assessment of the value of establishing a reserve price for the auction of 
allowances; 

- taking steps to increase the input of relevant information and the transparency of the EU ETS registry, so as 
to enable more effective monitoring and evaluation. 

 
In its resolution of 5 February 2014 on a 2030 framework for climate and energy policies, Parliament expressed its 
agreement with the establishment of a new binding CO 2  reduction target based on a revised and well-functioning 
EU ETS. It reiterated the need for a structural improvement of the EU ETS to deal with the current oversupply of 
allowances and the mechanism's inflexibility, stressing the need for any reform of the EU ETS to ensure that it remains 
fully market-based. Parliament pointed out that free allocations do not address the economic rationale for pricing 
carbon into products.  

http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fTEXT%2bTA%2bP7-TA-2013-0088%2b0%2bDOC%2bXML%2bV0%2f%2fEN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P7-TA-2014-0094&format=XML&language=EN
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In its resolution of 26 November 2014 on the 2014 UN Climate Change Conference – COP 20 in Lima, Peru 
(1-12 December 2014), Parliament called for the EU ETS to be made more cost-effective through the promotion of 
links between it and other trading schemes 19 aiming for a global carbon market. 
 
Below is a summary of a recent parliamentary question concerning the EU ETS (in the current parliamentary term) and 
the Commission’s answer to it: 
 
Written question by MEP Luděk Niedermayer (EPP) of 19 February 2015: The Member notes that the EU ETS is facing a 
large surplus of allowances, with a very low price for allowances and stagnating verified emissions since 2009. He asks 
whether the EU ETS is still considered to be the key tool for reaching CO 2  reduction targets, and what the logic is 
behind the Commission’s proposal to establish a market stability reserve (based on the x-2 rule) no earlier than 2021. 
 
Answer from the European Commission (7 April 2015): The Commission stresses that a well-functioning, reformed EU 
ETS with an instrument to stabilise the market in line with its proposal will be the main instrument for achieving the 
greenhouse gas emissions reduction target for 2030. It proposes to establish the market stability reserve in 2021 in 
order to provide regulatory certainty during Phase 3 (2013-2020) and to give market participants lead-time before the 
rule changes apply. However, the Commission will not stand in the way if the co-legislators decide otherwise. 
 
4. European Economic and Social Committee and Committee of the Regions 
The European Economic and Social Committee (EESC) has expressed its view on the revision of the EU ETS in various 
documents. Relevant opinions include: 
 

- An EESC own-initiative opinion of 25 March 2014 on ‘Market-based instruments towards a resource efficient 
and low carbon economy in the EU’, in which the EESC called for a structural reform of the EU ETS in order to 
make it a strong incentive for low-carbon investment. The EESC argued that the surplus of allowances needs 
to be taken off the market and the remaining rights linked to future CO 2  emissions reduction targets, which 
will be necessary in order to achieve the EU's goal of a low-carbon economy in 2050. Such a reform should 
also take into account the aspects of technological feasibility and economic viability for industries, and should 
carefully consider the potential for future unintended consequences. 

- An EESC opinion of 4 June 2014 on the proposal to establish a market stability reserve, in which the EESC 
considered it crucial to maintain a strong EU ETS as the keystone of EU climate and energy policy. It 
welcomed the proposal to establish a market stability reserve at the beginning of the next EU ETS trading 
period in 2021 as a possible measure to deal with post-2020 EU ETS price volatility. 

 
The Committee of the Regions (CoR) expressed its views on the revision of the EU ETS in its opinion of 8 October 2014 
on ‘A policy framework for climate and energy in the period from 2020 to 2030’. The CoR welcomed the adoption of 
‘backloading’ in order to improve the functioning of the EU ETS, but considered it necessary to carry out a structural 
reform of the emissions trading system. It supported the Commission's proposal for the establishment and operation 
of a market stability reserve, but took the view that such a measure should enter into force well before 2020 and 
should be accompanied by other measures, including the permanent removal of surplus emission permits, the 
creation of a floor price, and other joint instruments for mitigating the impact of climate change. Moreover, the CoR 
called on the Commission to restrict the use of purchases of international carbon compensation credits and 
considered that a portion of revenues from emissions trading should be earmarked for measures at local and regional 
level. 
 
5. European Court of Auditors' Special Report No 6/2015 
On 2 July 2015, the European Court of Auditors (ECA) published its special report ‘The integrity and implementation of 
the EU ETS’. This audit does not examine the overall effectiveness of the EU ETS and the market stability reserve 
reform, but, rather, focuses on the issues of the system’s integrity and implementation during Phase 2 of the EU ETS 
(2008-2012). The Court noted that there have been significant improvements in the framework for protecting the 
integrity of the system, such as the qualification of emission allowances as financial instruments in the Markets in 
                                                           
19 For instance, the Commission and Australia have agreed that the EU ETS and the Australian emissions trading scheme should be 
fully linked by mid-2018. Negotiations are also under way with Switzerland on linking the EU ETS with the Swiss ETS. 

http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P8-TA-2014-0063&format=XML&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P8-TA-2014-0063&format=XML&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fTEXT%2bWQ%2bE-2015-002580%2b0%2bDOC%2bXML%2bV0%2f%2fEN&language=EN
http://www.europarl.europa.eu/sides/getAllAnswers.do?reference=E-2015-002580&language=EN
https://dm.eesc.europa.eu/eesc/2013/_layouts/download.aspx?SourceURL=60006999/6638/eesc-2013-06638-00-00-ac-tra/eesc-2013-06638-00-00-ac-tra-en.doc
https://dm.eesc.europa.eu/eesc/2013/_layouts/download.aspx?SourceURL=60006999/6638/eesc-2013-06638-00-00-ac-tra/eesc-2013-06638-00-00-ac-tra-en.doc
https://dm.eesc.europa.eu/EESCDocumentSearch/Pages/opinionsresults.aspx?k=eu%20ets&r=documentlanguage%3D%22AQJFThABZG9jdW1lbnRsYW5ndWFnZQEBXgEk%22%20adoptiondate%3D%22AQlKdW5lIDIwMTQMYWRvcHRpb25kYXRlABsCWzIwMTQtMDYtMDFUMDA6MDA6MDBaOzIwMTQtMDYtMzBUMjM6NTk6NTlaXQ%3D%3D%22%20rapporteur%3D%22AQdQRVpaSU5JCnJhcHBvcnRldXIBAV4BJA%3D%3D%22
http://www.toad.cor.europa.eu/ViewDoc.aspx?doc=cdr%5cenve-v%5cdossiers%5cenve-v-047%5cEN%5cCOR-2014-02691-00-00-AC-TRA_EN.doc
http://www.toad.cor.europa.eu/ViewDoc.aspx?doc=cdr%5cenve-v%5cdossiers%5cenve-v-047%5cEN%5cCOR-2014-02691-00-00-AC-TRA_EN.doc
http://www.eca.europa.eu/Lists/ECADocuments/SR15_06/SR15_06_EN.pdf
http://www.eca.europa.eu/Lists/ECADocuments/SR15_06/SR15_06_EN.pdf
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Financial Instruments Directive and in the Market Abuse Directive. Nonetheless, issues remain regarding the 
regulation of the market, the lack of EU-level oversight of emissions, and the unclear legal status of allowances. 
Moreover, the ECA's report highlights significant weaknesses in the implementation of the EU ETS control framework 
in Phase 2. In particular, systems for monitoring and reporting on emissions were insufficiently implemented and 
harmonised, exposing gaps in the Commission's guidance and monitoring of Member States and a lack of 
transparency in the assessment of national allocation plans. In addition, some Member States showed low levels of 
participation and did not provide all the required reports, while the Commission did not always publish the required 
annual implementation report. The Commission, in its reply, stressed that the existence of these weaknesses had 
resulted in the careful consideration given to the new developments and improvements now being implemented in 
Phase 3. 
 
6. (Ex ante) impact assessments 
The Commission announced in the Roadmap for the revision of the EU ETS that an impact assessment (IA) of the 
policy options for a legislative proposal to review the ETS Directive would start in early 2015. For the time being, 
relevant existing IAs concerning the EU ETS include the following: 
 

- Impact Assessment accompanying the proposal to amend Directive 2003/87 to enhance cost-effective 
emission reductions and low-carbon investments 

 
The European Commission carried out this IA for the structural reform of the EU ETS to improve the system post-2020. 
Following the guiding principles of the October 2014 European Council conclusions, the IA assesses policy options for 
the free allocation of allowances and the risk of carbon leakage as well as for low-carbon funding mechanisms and 
further improvements to the current set of rules. 
 

- Impact assessment accompanying the proposal to establish a market stability reserve  

The Commission carried out this IA in respect of structural measures to strengthen the EU ETS in such a way as to 
mitigate the effect of the surplus of 2 billion allowances that has developed since the beginning of the second trading 
period (2008-2012). As a short-term measure, the Commission proposed backloading the auctioning of 900 million 
allowances at the beginning of Phase 3, receiving favourable opinions from Member States. However, backloading 
does not affect the average size of the structural surplus. During the public consultation on structural measures to 
improve the EU ETS, the option emerged of establishing a reserve mechanism to make the auction supply of emission 
allowances more flexible. A market stability reserve could bring about a considerable continued decline in the surplus, 
correct the existing market imbalance and prevent it from recurring in the future. 
 

- Impact assessment accompanying the policy framework for climate and energy in the period 2020-2030 

The Commission carried out this IA to assess policy options for achieving the 2030 targets. Most stakeholders agree 
that the EU ETS should remain the central instrument for the transition to a low-carbon economy. The policy options 
for structural measures preferred by many stakeholders include a revision of the linear reduction factor, withdrawal of 
allowances, and a reserve mechanism. 
 

- Impact assessment regarding the implementation of the 2009 revised ETS Directive 

The Commission carried out this IA to assess policy options for the effective implementation of the basic legal text, 
rather than the formulation of the policy itself. The revised EU ETS made auctioning the main route for allocating 
allowances. It established that as from the third trading period (2013-2020) the share of allowances to be auctioned in 
2013, for example, would be at least 50 % of the quantity to be issued that year. In the first and second trading 
periods of the EU ETS, the share of allowances auctioned as a percentage of the total cap only amounted to about 1 % 
and 4 % respectively. The auctioning allocation method is supposed to strengthen the system’s efficiency by avoiding 
the distortions of the carbon signal that derive from free allocation and by reinforcing incentives for innovation. 
Moreover, revenues from allowances 20 can be used for various purposes, ranging from fighting climate change to 
lowering taxes: this increases the overall efficiency of the economy. 
                                                           
20 For instance, revenues from the sale of 300 million allowances (5 % of the total number of allowances available in the 2013-2020 
period) are being used to cofinance the construction and operation of large-scale demonstration projects in two areas of 
low-carbon technology through the NER300 programme: carbon capture and storage, and innovative renewable energy 
technologies. 

http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1437661474276&uri=CELEX:52015SC0135
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1437661474276&uri=CELEX:52015SC0135
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52014SC0017
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2014/swd_2014_0015_en.pdf
http://ec.europa.eu/clima/policies/ets/cap/auctioning/docs/ia_auctioning_final_en.pdf
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7. European Commission consultations and opinion surveys (selection)  
The Commission has launched a number of important public consultations on the EU ETS in order to foster 
participation by citizens and organisations, in particular industry stakeholders, trade unions, NGOs and public 
authorities, in the revision of legislation. 
The most recent consultations are as follows: 
 

- Consultation on revision of the ETS Directive  

This consultation was carried out between December 2014 and March 2015. It asked for stakeholders’ views on the 
2030 framework, which includes a binding national target of a reduction in greenhouse gas emissions of at least 40 %, 
and an annual decline of 2.2 % in the emissions cap from 2021. Analytical results are not yet available, but individual 
contributions can be found here. 
 

- Consultation on EU ETS post-2020 carbon leakage provisions 

This consultation was carried out between May 2014 and July 2014. Its aim was to canvass opinions on different 
options for a system to avoid carbon leakage after 2020. The results show a consensus among stakeholders that the 
EU ETS is an important instrument for reducing emissions but could be improved in certain respects. Civil society 
believed it should be improved, especially with a view to ensuring a strong price signal, addressing the surplus of 
allowances, and taking into account the ability to pass on costs. Authorities stressed that efficiency improvements 
benefit industry. Industry stakeholders expressed some concerns over the issue of the uncertain carbon price and the 
need for breakthrough technologies, linked to the view that innovation is crucial for Europe. They also stressed the 
differences between sectors and the fact that there are many other factors (such as energy and fuel costs) affecting 
companies besides the EU ETS. 
 
8. Other useful documents 
EPRS - D. Yougova, ‘ETS market stability reserve‘, January 2015. 
EPRS - G. Erbach, ‘Negotiating a new UN climate agreement: challenges on the road to Paris‘, March 2015. 
EPRS - G. Erbach, ‘Reform of the EU carbon market: from backloading to the market stability reserve‘, October 2014. 
EPRS - G. Erbach, ‘EU climate and energy policies post-2020: energy security, competitiveness and decarbonisation‘, 
March 2014. 
 
 

9. Conclusion 
 

The many assessments indicate that the EU is on track to meet its target of 20 per cent reduction in Greenhouse Gas 
emissions by 2020. This is a result of the combined effects of several factors including the economic recession, the 
improved energy efficiency, the increasing share of renewables, and the allocation of allowances under the EU ETS.  
A well-functioning EU ETS is considered a key tool for the transition to a low carbon economy. However, the cost-
effectiveness of the system has been affected by the allowances' surplus created since the beginning of the second 
trading period as well as by weaknesses in its implementation. The adoption of a Market Stability Reserve is a step in 
tackling structural supply-demand imbalances. The legislative proposal for a broader structural reform of the EU ETS 
by the European Commission of 15 July 2015 is intended to improve the system and to contribute to limiting the 
global average temperature increase to no more than 2 degrees Celsius. 
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