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Impact assessment (SWD(2021) 601, SWD(2021) 602 (summary)) accompanying a Commission proposal for a 
Directive of the European Parliament and of the Council amending Directive 2003/87/EC establishing a 

system for greenhouse gas emission allowance trading within the Union, Decision (EU) 2015/1814 
concerning the establishment and operation of a market stability reserve for the Union greenhouse gas 

emission trading scheme and Regulation (EU) 2015/757, COM(2021) 551 

This briefing provides an initial analysis of the strengths and weaknesses of the European 
Commission’s impact assessment (IA) accompanying the above-mentioned proposal, adopted on 
14 July 2021 and referred to Parliament’s Committee on the Environment, Public Health and Food 
Safety (ENVI). The proposal, which is included in the 2021 Commission work programme and the EU 
legislative priorities for 2021 and 2022, aims to amend Directive 2003/87/EC on the EU emissions 
trading system (EU ETS) and Decision 2015/1814 on its market stability reserve (MSR).1  

With the 2018 revision, the EU ETS cap, i.e. the limit on the volume of greenhouse gas (GHG) that 
can be emitted each year, was aligned with the previous 2030 EU emissions reduction target of at 
least 40 % net GHG emission reductions (i.e. after deduction of removals) compared to 1990. The 
purpose of this new revision of the EU ETS is to align it with the EU’s increased climate ambition, set 
out in the European Green Deal and made legally binding by the European Climate Law, ensuring 
that all sectors contribute to achieving the target of reducing EU net domestic GHG emissions by at 
least 55 % by 2030, compared to 1990 levels, and climate neutrality (i.e. net-zero GHG) by 2050. In 
addition, pursuant to Article 3 of Decision 2015/1814, the IA includes the first review of the MSR.  

The proposal is an integral part of the ‘Fit for 55’ package, under which the Commission proposes 
new and revised climate and energy instruments to achieve the increased climate ambition. The 
package includes three other EU ETS-related proposals regarding the number of allowances to be 
placed in the MSR, the implementation of a carbon border adjustment mechanism and the revision 
of the EU ETS for aviation, the latter two being assessed in separate IAs.  

Problem definition 
The IA identifies five problems:  

1. The ‘current ETS legislation is not optimal for a balanced path towards a -55 % 2030 
target’ (IA, pp. 14-15). While the current ETS sectors2 are predicted, overall, to overachieve 
their legally mandated target, the IA argues that their emissions reductions are insufficient 
in the light of the new target. 

2. The ‘continued risk of supply/demand imbalances of the carbon market and the 
review of the Market Stability Reserve’ (IA, pp. 15-17). According to the IA, there is still 
an allowance surplus in the ETS. In addition, the risk of future demand and supply shocks, 
including those resulting from changes to the cap, may warrant a revision of the MSR. 

3. ’There is potential for a higher risk of carbon leakage due to the EU’s increased 
climate ambition’ (IA, pp. 17-18). According to the IA, an increased ETS ambition requires 
setting a lower cap, which can affect the amount of allowances available for free allocation3 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52021SC0601&qid=1627709000423
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0551
https://ec.europa.eu/info/publications/2021-commission-work-programme-key-documents_en
https://ec.europa.eu/info/sites/default/files/joint-declaration-legislative-priorities-2021.pdf
https://ec.europa.eu/info/sites/default/files/joint_declaration_2022.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32003L0087
https://ec.europa.eu/clima/eu-action/eu-emissions-trading-system-eu-ets_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?toc=OJ:L:2015:264:TOC&uri=uriserv:OJ.L_.2015.264.01.0001.01.ENG
https://ec.europa.eu/clima/eu-action/eu-emissions-trading-system-eu-ets/market-stability-reserve_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32018L0410
https://ec.europa.eu/clima/eu-action/eu-emissions-trading-system-eu-ets/emissions-cap-and-allowances_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52014DC0015&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2019:640:FIN
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32021R1119
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0571
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0571
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0564
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0552
https://ec.europa.eu/clima/eu-action/eu-emissions-trading-system-eu-ets/free-allocation/carbon-leakage_en
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and increase the carbon price. This, in turn, might increase compliance costs and the risk 
of relocating production to avoid/reduce the costs related to climate regulation. 

4. ’Sectors not covered by emissions trading face stronger challenges to contribute 
sufficiently to reduce emissions’ (IA, pp. 18-23). The IA states that certain sectors not 
covered in the ETS, including maritime transport, buildings and road transport, would not 
decrease emissions as much as required by the -55 % 2030 target. According to the IA, this 
is due to a range of barriers to decarbonisation (market, economic and technological), as 
well as a regulatory framework with limited sectoral coverage. 

5. ’Reaching the -55 % target will require increased investment and greater capacity to 
address the distribution of impacts of emissions reduction measures, while funds will 
remain limited’ (IA, pp. 24-26). According to the IA, the increased climate ambition 
requires an additional investment of €90 billion per year compared to the previous target. 
In addition, investments would be required from Member States that already lag behind 
in terms of modernising energy systems and industrial processes (identified in Annex 12). 
Distributional issues within Member States can also be expected, with low-income 
households facing a relatively higher burden. At the same time, an extension of emissions 
trading to other sectors would bring additional revenues (quantified in Annex 13, p. 72). 

When examining the likely evolution of the problems without any EU intervention, the IA argues 
that problems 1, 2, 4 and 5 would persist. In particular, the IA states that there would be an ambition 
gap of more than 10 percentage points in the current ETS sectors. Moreover, maritime transport 
emissions would grow, and buildings emissions would decrease by 33 %, less than the required 60 % 
(according to the findings of the IA accompanying the 2030 Climate Target Plan (2030 CTP)). The IA 
does not indicate how emissions from road transport and other fossil fuel combustion would evolve 
without intervention. Concurrently, it states that the allowances surplus would likely increase 
significantly and that the necessary investments would not be achieved by carbon pricing alone. 
The evolution of problem 3 is somewhat uncertain, as the risk of carbon leakage is impacted by the 
ETS ambition (cap). Without a revised cap, the IA assumes (Annex 9, p. 9) that the risk of carbon 
leakage would decrease as carbon pricing expands its geographic reach.  

While the IA does not formally identify the underlying drivers for each problem, based on the report 
they seem to be related to market failures, including negative externalities and split incentives, and 
regulatory failures; the necessary strengthening of the ETS cap also seems to be a driver for 
problems 2, 3 and 5. The IA’s analysis of the identified problems appears to be generally satisfactory 
and supported by quality sources (e.g. modelling work, dedicated studies), with adequate evidence 
regarding the scale of some of the problems and a description of their evolution without any EU 
intervention, also taking into account the effects of the Covid-19 pandemic. 

Subsidiarity/proportionality 
The IA includes a chapter on subsidiarity, which addresses the legal basis of the initiative (Article 192 
of the Treaty on the Functioning of the European Union) and the necessity and added value of EU 
action. Moreover, a subsidiarity grid accompanies the proposal, as recommended in the 2018 report 
of the Commission task force on subsidiarity, proportionality and ‘doing less more efficiently’. The 
IA argues convincingly that EU action is ‘indispensable and has a much bigger chance of leading to 
the necessary transformation’ (IA, p. 27); it refers, among other things, to the transboundary nature 
of climate change, while also alluding to what could be achieved by Member States acting alone, 
stressing that an EU-wide carbon market is more efficient due to its scale.  

Policy options are compared for their compliance with the proportionality principle, as required by 
the Better Regulation Guidelines (BRG), with the IA concluding that they are all proportional to what 
is necessary to achieve the objectives, as costs are kept to a minimum. Thus, the IA’s assessment of 
proportionality seems satisfactory, with a sufficient discussion of the costs for regulated entities and 
public authorities. By the deadline of 8 November 2021, the Irish Houses of the Oireachtas and the 
Czech Senate had issued reasoned opinions regarding the proposal. 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52020DC0562
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021SC0557
https://ec.europa.eu/info/sites/default/files/report-task-force-subsidiarity-proportionality-and-doing-less-more-efficiently_en.pdf
https://ec.europa.eu/info/sites/default/files/swd2021_305_en.pdf
https://secure.ipex.eu/IPEXL-WEB/document/COM-2021-551/iesea
https://secure.ipex.eu/IPEXL-WEB/document/COM-2021-0551/czsen
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Objectives of the initiative 
The general objective of the initiative is to revise the ETS Directive in a manner commensurate 
with the new 2030 climate target and with a gradual and balanced trajectory towards climate 
neutrality by 2050. According to the IA, this is to be done in a cost-effective and coherent way 
while considering the needs for a just transition and sector-wide contributions (IA, p. 27). In 
addition, the IA mentions five specific objectives: 

1. to strengthen the current ETS, increasing its environmental contribution; 
2. to review the MSR (following legal obligations) and to examine possible amendments, in 

fulfilment of the aims of the MSR (as per the MSR Decision); 
3. to review the carbon leakage framework, ensuring continued effective protection for the 

sectors exposed to a significant risk of carbon leakage, while incentivising the uptake of 
low-carbon technologies; 

4. to ensure that other sectors contribute cost-effectively to the emission reductions needed, 
in line with EU targets and Paris Agreement commitments, by considering the extension 
of emissions trading to the maritime transport, buildings and road transport sectors, while 
ensuring synergies with policies targeting these sectors; 

5. to address the distributional and social effects of the transition, by reviewing, as 
appropriate, the use of auctioning revenues and the size and functioning of the low-
carbon funding mechanisms. 

General and specific objectives are clearly formulated in the IA, which also seems to have established 
a clear intervention logic connecting the objectives to the identified problems and policy 
interventions. However, contrary to the recommendations for legislative initiatives set out in the 
BRG (#Tool 11, p. 69), the IA does not present operational objectives (which define the deliverables 
of the individual policy options).  

The objectives are specific, relevant and time-bound (as they relate to the climate targets to be 
achieved by 2030 and 2050); in addition, as the IA states in the effectiveness sub-sections, the 
objectives are also considered achievable. However, objectives 3 and 5 are somewhat imprecise as 
to what is to be attained with the revised instruments in measurable terms, which risks undermining 
their monitoring and evaluation. 

Range of options considered 
When presenting the range of options, the IA refers to three policy areas: (i) strengthening of the 
ETS; (ii) extension to maritime transport; and (iii) extension to buildings and road transport or to all 
fossil fuels (see Table 1 below). The IA describes a baseline for the initiative as a whole (the 
‘continuation of the ETS covering power, centralised heat and industry in its current design’, IA, 
p. 30), and for the core and other policy options.  

Discarded options were presented in a separate sub-chapter together with the reasons for their 
being discarded. Discarded options range across all policy areas and include, for instance, a higher 
ambition for the current ETS sectors, other alternatives to the extension of emissions trading to the 
maritime sector, and the creation of two separate systems for road transport and for buildings.  

The IA uses a sequential approach to select the preferred options, assessing each policy area 
separately. It states (p. 156) that its choice of preferred options should be considered indicative, 
without prejudice to adjustments to preserve the overall effectiveness, efficiency and coherence of 
the ‘Fit for 55’ package. Under the first area, the IA does not select a preferred option for 
strengthening the ETS target/cap (AMB), the update of MSR after 2023 (MSR), and the Innovation 
Fund (IF), as this is considered to be a ‘political decision’. On maritime transport, the IA narrows down 
the decision on geographic scope to a choice between the MINTRA and MEXTRA50 options, with 
the ultimate selection also ‘depending on political choice’ (IA, p. 158). 
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Table 1 – Range of retained options (the preferred options are marked in bold) 

Policy area 1: Strengthening the existing ETS (power and industry installations) 

Baseline: ETS as currently legislated, partly assessed in a -55 % context (MSR0+ and IF0). 
Core options (strengthening of the ETS target/cap): 
Baseline: The current ETS phase 4 framework, including a linear reduction factor (LRF) of 2.2 %. 
AMB1: LRF of 2.2 % in 2021-2025 and 6.24 % from 2026. 
AMB2: LRF of 2.2 % in 2021-2023 and, as of 2024, the cap trajectory is updated: 
- AMB2a: No rebasing (i.e. no one-off reduction of the cap) and an LRF of 5.09 %. 
- AMB2b: Rebasing and an LRF of 3.90 %. 
- AMB2c: An LRF of 4.22 % from 2021, but with delayed implementation, resulting in de facto rebasing in 2024. 
AMB3: LRF of 2.2 % in 2021-2025 and, as of 2026, there is rebasing and a new LRF applies: 
- AMB3a: An LRF of 4.22 % from 2021, but with delayed implementation, resulting in de facto rebasing in 2026. 
- AMB3b: An LRF of 5.09 % from 2024, but with delayed implementation, resulting in de facto rebasing in 2026. 
- AMB3c: Rebasing in 2026 and a new LRF of 4.57 %. 
AMB options are aligned with the MIX scenario’s cost-effective emission reductions, and thus share the same 2030 cap. 
Other policy options regarding the update of the market stability reserve (MSR) after 2023: 
MSR0+: MSR as currently legislated, but with aviation included when calculating the total number of allowances in circulation (TNAC). 
Intake rate: 12 % of TNAC; injection: 100 million allowances; upper threshold: 833 million allowances; lower threshold: 400 million  
allowances; invalidation of the allowances held in the MSR above the prior year’s auction volume. 
MSR1: Same as MSR0+, but with an intake rate of 24 % and upper threshold of 700 million allowances. 
MSR2: Aviation is included when calculating the TNAC and more dynamic parameters. Intake rate: 33 % of TNAC minus the upper 
threshold; injection: 25 % of lower threshold; upper threshold: 700 million allowances, declining with the cap after 2025; lower 
threshold: unchanged, but declining with the cap after 2025; invalidation of the allowances held in the MSR above the lower threshold. 
MSR3: Same as MSR2, but with a short-term response mechanism (auction reserve price of €25). The upper and lower thresholds can 
be either fixed or decline with the cap after 2025. 
Other policy options regarding the framework to address the risk of carbon leakage (CL):  
CL0: Current free allocation rules, combined with the new climate target. 
CL1: More targeted free allocation with tiered approach from 2026 onwards, i.e. more differentiated carbon leakage exposure factors. 
CL2: More targeted free allocation with strengthened benchmarks, by increasing the maximum annual update rate to 2.5 %. 
Free allocation can be made conditional on decarbonisation efforts and the scope of free allocation can be broadened. 
Other policy options regarding the Innovation Fund (IF): 
IF0: No change to current size of the Innovation Fund (450 million allowances) or its design features. 
IF1: Increase the size of the IF to 550 million allowances, with additional allowances from the extended scope of emissions trading. 
IF2: Increase the size of the IF to 700 million allowances, with additional allowances from the extended scope of emissions trading and 
free allocation. 
All options can be combined with an increased funding rate and carbon contracts for differences. 

Policy area 2: Extension of emissions trading to maritime transport and alternatives 

Baseline: No new EU or global mitigation measures for maritime transport emissions. 
Core options: 
MAR1: Inclusion of maritime transport emissions in the existing ETS. 
MAR2: A separate ETS for maritime transport emissions with a possible linkage with the existing ETS in the future. 
MAR3: Levy on ship GHG emissions. 
MAR4: MAR1 complemented with an operational carbon intensity standard. 
All options apply to companies liable under the Monitoring, Reporting and Verification (MRV) Regulation, excluding ships below 5 000 
tonnage. For MAR1, MAR2 and MAR4, the emission cap can be determined using historical emissions and applying the same LRF as 
to stationary installations and aviation, commensurate with the 2030 target level. Allowances would be auctioned and a phase-in 
period could be envisaged. 
Other policy options regarding geographic scope:  
MINTRA: Cover 100 % of emissions from intra-EEA voyages and all emissions at berth in the EEA. 
MEXTRA50: MINTRA plus 50 % of all incoming and outgoing extra-EEA voyages. 
MEXTRA100: MINTRA plus 100 % of all incoming and outgoing extra-EEA voyages. 

Policy area 3: Extension of emissions trading to the buildings and road transport sectors or to all combustion fuels 
outside the existing ETS 

Baseline (EXT0): No extension. 

Core options: 

EXT1: A separate EU-wide upstream ETS for CO2 emissions from buildings and road transport. The new and current ETSs run 
in parallel at least until 2030. Allowances are auctioned. 
EXT2: A separate EU-wide upstream ETS for all GHG emissions from the combustion of fossil fuels that are currently not covered by 
the ETS. The new and current ETSs run in parallel at least until 2030. The method of allocation would be a combination of free allocation  
(or another compensation mechanism to address the risk of carbon leakage) and auctioning. 



‘Fit for 55’: Revision of the EU Emissions Trading System 

5 

The cap and LRF are set in line with cost-effective emission reductions in 2030 resulting from a mix of carbon pricing and other policies 
in the sectors concerned. Moreover, a rules-based market stability instrument similar to the MSR could be introduced. 

Other policy options regarding the link with the current ETS: 
ELINK1: Review to determine a merging of the two systems in 2030 (as part of the review clause at the end of phase 4). 
ELINK2: One-way or two-way flexibility with the existing ETS that could increase over time to eventually lead to full integration. 

Source: Authors’ own table, based on the information provided in the IA (pp. 32-60). 

The baseline for policy area 1 is formulated in a way that seems to anticipate a revision of the ETS 
cap, without corresponding to an actual no-change option. Similarly, the baseline for AMB options 
is not identified separately from the initiative’s overall baseline (unlike the baselines for the other 
options) and thus seems merely to serve as a ‘comparison reference’, as it is not in line with the cost-
effective 2030 ambition (IA, p. 138). Notably, the ‘other options’ presented under policy area 1 also 
seem to be triggered by a lower ETS cap, since this affects the ETS’s other elements, particularly 
protection against the risk of carbon leakage. Thus, the IA appears to favour, prematurely, a revision 
of the ETS cap; this can be seen as a product of the political determination laid out in the 2030 CTP, 
which already underscores that ‘increasing the EU’s 2030 climate ambition will also require a 
strengthened cap of the EU ETS’ (2030 CTP, p. 15). The IA also mentions that some elements can be 
added to the CL options; these were briefly assessed in Annex 9, but it is not clear why their impacts 
were not assessed in the main text. While most policy options are described clearly and in detail, the 
decision to designate policy options as ‘core’ or ‘other’ is not justified by the IA. Particularly for policy 
area 1, this terminology raises questions as to whether ‘other policy options’ can be implemented 
without a revision of the ETS cap. It should also be noted that an additional MSR option (‘hybrid 
MSR’), although presented in Annex 8, was not considered among the IA’s retained (or discarded) 
options, and the IA was not clear on why it did not assess it together with the other MSR options. In 
comparing the options, the IA reflects on their key impacts, along with their effectiveness, efficiency/ 
cost-effectiveness, coherence and proportionality, in line with the BRG. The comparison is also 
illustrated by summary tables which highlight the key impacts of each option individually, scoring 
them from -- to ++. In addition, the IA compares four policy packages consisting of possible 
combinations of the AMB, MSR, CL and IF options; while they are not meant to be exhaustive, they 
help the reader understand the existing interlinkages and trade-offs under policy area 1. In light of 
the above, the choice of preferred policy options is sufficiently addressed and explained by the IA.  

Assessment of impacts 
The IA analyses the economic, environmental and social impacts of the policy options and, in some 
cases, of combinations of policy options. On the economic level, the IA assesses (mostly 
quantitatively) the impacts on market balance and resilience (e.g. market surplus, carbon prices), 
firms’ costs, auction/tax revenues, energy security, and competitiveness (see the section on ‘SMEs/ 
Competitiveness’ below). Moreover, the IA reinforces the findings of the 2030 CTP, highlighting that 
the increased climate ambition would require significant additional private and public investment, 
particularly in the buildings sector. Concerning the environmental impacts, the focus is on the 
positive effects of the different options on emissions. In this respect, the IA also refers to the resulting 
improvements in air quality, health and well-being and to the positive effects on marine biodiversity. 
For instance, the MIX scenario, with a strengthened and extended ETS, is expected to deliver 
benefits of €18-35 billion due to lower healthcare costs. The most significant social impacts seem to 
concern higher household energy expenditure, which would mainly affect lower-income 
households. Besides the redistribution of revenues, the IA mentions other support measures that 
can be taken at EU and national levels to lessen the impacts on vulnerable, energy-poor or low-
income households. While the IA largely shows how the different sectors will be affected, the 
impacts are mostly presented in aggregated format for the EU. Moreover, impacts at national level 
mostly concern the social implications of policy area 3. While this means that impacts at national 
level are generally lacking, they do seem to be presented when most relevant, considering the IA’s 
problem definition (particularly problem 5). Impacts on third countries are assessed in the particular 
case of maritime transport.  
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The IA appears to have covered the key impacts of the policy options, while also taking into account 
the different national contexts (such as taxation) and largely providing quantitative estimates of the 
impacts. It also seems to have provided an adequate account of the distributional and social 
concerns, differentiating between low-, medium- and high-income households within Member 
States and suggesting measures to address them. However, not all policy options were assessed 
individually. Moreover, while the linkages between the policy options under area 1 are recognised 
and generally taken into account, the interplay between policy areas is somewhat overlooked. 
Similarly, the impacts of a scenario more reliant on carbon pricing are not systematically assessed. 

SMEs/Competitiveness 

While the IA does take into account the impacts on SMEs, this is only done with regard to fuel supply 
and shipping. This choice appears to be led by the relatively higher proportion of SMEs in the 
shipping sector (compared to current ETS sectors) and by the limited regulation that has so far been 
placed on very small coal suppliers. The analysis is also performed with a different degree of detail 
in the two cases. Indeed, while for policy area 2 the IA has explored the characteristics of the firms 
in the maritime transport sector, distinguishing between micro-, small and medium-sized 
enterprises, and has conducted a targeted consultation with SMEs, for policy area 3 the assessment 
is more superficial. In addition, the exact magnitude of the impacts on SMEs is never presented. On 
a positive note, in both cases, the IA does explore measures to curtail the (disproportionally higher) 
costs on SMEs. The impacts on competitiveness seem to be most significant for the options under 
policy area 1; the IA states that these impacts would arise mainly from the tightening of the cap, 
being mediated by firms’ ability to pass on costs to consumers, their GHG efficiency in production 
and by the carbon leakage framework. Indeed, firms are expected to face higher carbon costs 
(€20-35 billion in 2021-2030, depending on the cap trajectory). The IA has provided a systematic 
assessment of the impacts on competition, discussing the possible effects in the internal and 
external market, and has quantified these impacts (limited to policy area 1).  

Simplification and other regulatory implications 

Specific sections in the IA (pp. 114-115, 148-150 and 153) assess the coherence of the options with 
existing EU legislation and other policy proposals, including those under the ‘Fit for 55’ package. 
Most notably, the IA stresses that carbon pricing alone is not enough to address the various barriers 
that hinder emission cuts, and thus that it would work together with other EU policies and funding 
mechanisms to incentivise investment and deployment of clean energy solutions and tackle 
innovation and social challenges. The IA also argues that the initiative is fit to withstand the impact 
of, and to adjust to, other polices; at the same time, it acknowledges possible interference with other 
EU legislation and initiatives taken at global level (e.g. by the International Maritime Organization), 
and signals revisions that will possibly be needed. Thus, the IA seems to have taken due account of 
the policy environment in which the initiative is set, highlighting the positive synergies of the 
proposal with the EU’s climate, energy and transport legislation. Additionally, the IA has assessed 
the administrative and compliance costs for regulated entities and national authorities, providing 
some quantification and exploring possible options to limit the regulatory burden.   

Monitoring and evaluation 
The IA makes no changes to the monitoring, reporting and evaluation system for the EU ETS and 
MSR, and extends the current monitoring instruments to the new sectors. It states that data will be 
gathered from the MRV system for maritime transport (Regulation (EU) 2015/757, as amended), and 
from the new MRV systems for buildings and transport (devised in the proposal), to evaluate 
progress in those sectors. Furthermore, it is worth noting that the initiative builds on the integrated 
governance and monitoring process for GHG emissions set out by Regulation (EU) 2018/1999. 
However, the proposal states that the Regulation may need to be updated to take account of the 
changes made to the EU ETS Directive, and includes provisions for revising the application of 
emissions trading to the new sectors and for more frequent reviews of the MSR (every 3 years). 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32015R0757
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2019/0017(COD)&l=en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.L_.2018.328.01.0001.01.ENG
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Moreover, review clauses are included to allow for possible implementation of an IMO GHG 
measure, and for integration of the separate ETSs. The envisaged framework appears to be 
adequate, building on existing instruments and taking into account possible future developments. 

Stakeholder consultation 
Stakeholder consultation activities and their results are presented in Annex 2 of the IA (pp. 10-22). A 
12-week open public consultation was held between 13 November 2020 and 5 February 2021, 
which collected the views of the public on the specific content of the policy options. The 493 
responses came mostly from business associations (41 %) and companies (29 %). Other stakeholder 
consultation activities involved a targeted consultation to support the maritime initiative, (virtual) 
stakeholder meetings, and two expert workshops on the MSR revision. The IA presents a detailed 
summary of stakeholder opinions and systematically outlines the views of the different stakeholder 
groups throughout the IA. It is also transparent in those instances when the opinion of stakeholders 
was split across groups, notably regarding their preferred options, which allows the IA to assess their 
alignment with its choice of retained and preferred options. It should be noted, however, that the 
IA does not provide a detailed account of the meetings and expert workshops that were held, 
arguing that their results are in line with the responses to the public consultation. 

Supporting data and analytical methods used 
The analysis in the IA was supported by a range of sources, including modelling work, commissioned 
studies, the findings of the 2030 CTP and the accompanying IA, published reports and literature, 
and stakeholder inputs. The IA used an analytical framework common to the IAs of several ‘Fit for 
55’ initiatives, to ‘ensure consistency of the analysis across all initiatives’ (Annex 4, p. 34). This 
common analytical framework is embedded in several models which have been peer reviewed and 
have a proven track record in EU policymaking, including the PRIMES, GAINS and GEM-E3 models; 
the modelling work is supported by assumptions on socioeconomics, energy prices and technology.  

The analytical framework was used to develop a common baseline (EU Reference Scenario 2020) 
and a set of core scenarios. Moreover, the IA was supported by two external studies on the MSR and 
on the EU ETS for maritime transport (both publicly available), which conducted modelling work 
using the Vivid EU ETS model and the PRIMES-TREMOVE Maritime sub-module. However, while 
Annex 1 mentions that support work regarding the carbon leakage provisions was also carried out, 
there is no reference to a possible underlying report. Throughout its assessment of impacts, the IA 
mentions, albeit sporadically, some limitations to the analysis that mainly concern model constraints 
and lack of scientific evidence or data, while providing some indication of how they affect the results 
or their interpretation. Notably, the impacts of the Covid-19 pandemic were taken into account in 
the modelling work. Annex 4 (pp. 34-91) describes the data sources and assumptions, but the 
reporting of model uncertainties and limitations is either lacking or is superficial (the exception 
being the model used in the MSR analysis). All models are accessible in the Commission’s Modelling 
Inventory and Knowledge Management System (MIDAS), which also includes a webpage dedicated 
to the initiative. Overall, supporting sources seem to provide a reliable basis for analysis.  

Follow-up to the opinion of the Commission Regulatory Scrutiny Board 
The RSB issued a positive opinion with reservations on 19 April 2021, based on a draft version of the 
IA submitted on 10 March 2021; it recommended improving, inter alia: the presentation of the 
preferred options, making the trade-offs and open choices clear; the description of the 
consequences of deviating from the ‘optimal balance’ between regulation and carbon pricing (the 
RSB seems to be using the IA’s own reference to the MIX scenario as the ‘optimal policy mix’, IA, 
p. 19); how the views of the different stakeholder groups were considered; and referring explicitly 
to model uncertainties. The IA explains how it addressed the RSB’s comments in Annex 1 (pp. 6-9). 
Overall, it seems to have addressed most of them, although it appears still to be lacking in the 
illustration of model uncertainties and the impacts of deviating from the ‘optimal policy mix’. 

https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12660-Climate-change-updating-the-EU-emissions-trading-system-ETS-/public-consultation_en
https://web.jrc.ec.europa.eu/policy-model-inventory/explore/models/model-primes
https://web.jrc.ec.europa.eu/policy-model-inventory/explore/models/model-gains
https://web.jrc.ec.europa.eu/policy-model-inventory/explore/models/model-gem-e3
https://ec.europa.eu/energy/data-analysis/energy-modelling/eu-reference-scenario-2020_en
https://op.europa.eu/en/publication-detail/-/publication/5fac10fc-353a-11ec-bd8e-01aa75ed71a1/language-en/format-PDF/source-246418084
https://op.europa.eu/en/publication-detail/-/publication/ba865136-353b-11ec-bd8e-01aa75ed71a1
https://web.jrc.ec.europa.eu/policy-model-inventory/explore/models/model-vivid-eu-ets-model/policy-support/#model-impact-assessments
https://web.jrc.ec.europa.eu/policy-model-inventory/explore/models/model-primes-tremove
https://web.jrc.ec.europa.eu/policy-model-inventory/
https://web.jrc.ec.europa.eu/policy-model-inventory/explore/ias/ia-2ad6e163b93dc0f7b489cbd1f706db84
https://ec.europa.eu/transparency/documents-register/detail?ref=SEC(2021)551&lang=en
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Coherence between the Commission’s legislative proposal and IA 
The proposal appears to be consistent with the preferred policy options indicated in the IA, apart 
from the provisions related to the MSR and IF, which were left to be decided politically. In both cases, 
while the proposed provisions seem to be aligned with the objectives of the revision, they do not 
correspond to any of the options assessed by the IA. In the former case, however, the option 
corresponds to the ‘hybrid MSR’ (presented only in Annex 8 of the IA, pp. 50-55), with the 
explanatory memorandum arguing that it strikes a balance between the aims of the MSR and its 
complexity. Regarding the IF, no justification was provided. In addition, while the Commission 
proposes to increase the Modernisation Fund share, the IA does not assess options for this. 

The IA identifies in a clear manner the problems, which are clearly linked to the objectives of the 
initiative, as well as their likely evolution without intervention. The range of options considered 
seems to reveal an intended path of action, namely the upward revision of the ETS ambition, in line 
with the political determination already laid out in the 2030 CTP. The IA does seem to provide a 
good account of the key impacts of the retained options, while taking into account SMEs and 
suggesting measures to address the social or distributional impacts of carbon pricing. However, not 
all policy options or supporting elements were assessed individually and the IA does not 
systematically contemplate the impacts of a scenario more reliant on carbon pricing, nor the 
interplay between policy areas. The IA’s reasoning is supported by various sources which appear to 
provide a reliable basis for analysis and which are, overall, duly referenced, with the exception of 
supporting work concerning carbon leakage; however, for most models, the uncertainties and 
limitations were only vaguely indicated. Overall, the IA does seem to have addressed most of the 
RSB’s recommendations. The proposal appears to be consistent with the IA’s analysis, although the 
Commission’s intention to increase the Modernisation Fund share is not assessed under the retained 
options. Moreover, the choices regarding the market stability reserve and the Innovation Fund (both 
left by the IA to be decided politically) do not correspond to any of the options assessed in the IA. 
 

ENDNOTES 
1  See Erbach, G. with Foukalova, N., Review of the EU ETS, EPRS, European Parliament, 2022. 
2  The ETS currently covers electricity and heat generation, energy-intensive industry, and commercial aviation within 

the European Economic Area. Excluded sectors include buildings, transport (apart from aviation), and agriculture. 
3  The amount of free allowances granted takes into consideration: the relevant benchmark values; the historical activity 

level of the installations; the carbon leakage exposure factor; and the cross-sectoral correction factor. 

 

 

This briefing, prepared for the European Parliament’s Committee on the Environment, Public Health and Food Safety (ENVI), 
analyses whether the principal criteria laid down in the Commission’s own Better Regulation Guidelines, as well as additional  
factors identified by the Parliament in its Impact Assessment Handbook, appear to be met by the IA. It does not attempt to 
deal with the substance of the proposal.  
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