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EXPLANATORY STATEMENT 

 
 
1. Legal basis 
 
The proposed Directive aims at establishing an EU-wide market for GHG emissions. This 
Directive being part of the EU's climate-change policy package and being a tool for achieving an 
environmental objective (the reduction of GHG emissions), the proposed legal basis is Article 
175(1) TEC. 
 
2. Economic basis of the emissions trading scheme 
 
When the Kyoto Protocol comes into force the external costs of global warming will be reflected 
in all products. 
 
Although the emissions trading scheme does not itself reduce GHG emissions, it enables 
reductions to be made in sectors, businesses and processes in which costs are lower. This reduces 
the overall cost of meeting the environmental target. Whether they are buying or selling, 
companies benefit from the flexibility available without doing any damage to the environment. It 
may be recalled that emissions trading is one of the Kyoto Protocol's three flexible market 
mechanisms and is due to be launched in 2008. 
 
3. Directive on emission allowance trading – summary of the Commission proposal 
 
The European emissions trading scheme will be launched in 2005 and will involve nearly 5000 
European companies (large individual sources) within the industry and energy sector which 
account for over 46% of all EU carbon dioxide emissions. The scheme will serve the following 
purposes: 
 
- it will give EU companies practical experience prior to the 2008 launch of the 

international emissions trading scheme (as set out in the Kyoto Protocol); 
 
- it will speed up action to remedy, with effect from 2005, the current state of affairs in 

which most of the Member States fail to honour their commitments under the Burden 
Sharing Agreement; 

 
- it will achieve a significant reduction (in the region of billions of euros per year) in the 

cost of honouring the commitments made by the EU in Kyoto. 
 
Your rapporteur welcomes the introduction of an emissions trading scheme in the European 
Union but considers that four conditions must first be met: 
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- As the EU strives to reduce greenhouse gas emissions, a balance must be struck between 

the emissions trading scheme and other policies and measures, such as the promotion of 
renewable energy sources, of energy efficiency, of organic farming and of public 
transport, together with  the introduction of a tax on transport-related energy use and 
carbon dioxide emission and an emphasis on research into new types of engine and new 
fuels, so as to ensure consistency with the EU's pronouncements on the subject during the 
international negotiations on the Kyoto protocol; 

 
- It must be ensured that emissions reduction policies apply across the board to all sectors 

of the economy. In addition to legislation applicable to industrial installations and the 
energy production sector (which are covered by the Directive under consideration here), 
other legally binding Community instruments must be developed and implemented in 
respect of other industrial units and the services, agriculture, domestic and – above all – 
transport (in which EU emissions are forecast to increase by over 50% in the next ten 
years) sectors; 

 
- Common coordinated climate-change policies and measures must be accompanied by 

quantified reduction commitments and timetables for implementation; 
 
-  Common coordinated climate-change policies must at one and the same time serve to 

ensure that environmental targets are met and that the internal market is not distorted. 
 
4. Gases and sectors covered 
 
Under the proposal for a Directive (Annexes II and I thereof) the scheme is restricted to only one 
of the greenhouse gases – carbon dioxide – and to the energy (combustion, refineries, coke 
ovens) and industrial (ferrous metals, paper and minerals) sectors. 
 
Your rapporteur considers it important for other greenhouse gases and other industrial sectors 
(such as chemicals, non-ferrous metals and semi-conductors) to be included in the Directive at 
the earliest possible stage.  
 
However, this will occur only if and when the following two requirements are met: firstly, 
enlarging the scope for the directive must not lead to such a large increase in the number of 
installations as to jeopardise the simplicity of the scheme; secondly, other gases may be included 
only if the same guarantees regarding transparency in respect of measurement, monitoring and 
the forwarding and verification of data can be offered as the existing ones relating to carbon 
dioxide (as laid down in Annexes IV and V). 
 
In view of the fact that these conditions have not yet been met, the Commission is called upon to 
develop the methodologies necessary to ensure that other gases and other sectors can be included 
when the Directive is revised in 2004. 
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5. Allocation of emission allowances 
 
(a) Method 
 
For the 2005-2007 period the Member States shall, pursuant to the proposal for a Directive, 
allocate emission allowances to operators free of charge in the form of 'grandfather' rights based 
on an historical level of emissions to be established by each Member State. For the second period 
(2008-2012), the Commission intends to establish a harmonised method (which, however, it does 
not describe in detail). 
 
Since it involves no cost, the proposed method has the virtue of not imposing on operators, at the 
time of the initial allocation, what would be regarded, in the absence of other policies, as a new 
tax. However, it does have other shortcomings which need to be remedied: (a) it does not 
incorporate the 'polluter pays' principle; (b) it is unfair to operators who initiated emission 
reductions at any early stage; (c) it makes it difficult for new companies to enter the market; (d) 
it may lead to distortions in the market as a result of the use of different reference years by 
Member States; (e) it does not enable an immediate idea to be gained of the value on the market 
of an emission allowance unit. 
 
With a view to remedying these drawbacks the rapporteur is proposing that, during the initial 
period (2005-2007), emission allowances should be allocated on the basis of a hybrid method: 
the Member States would allocate 70% of emission allowances free of charge on the basis of the 
emissions recorded in 1990 (the Kyoto Protocol reference year) and the remaining 30% would be 
allocated by means of an auction. For the second period covered by the scheme, the rapporteur 
proposes that all emission allowances should be allocated by means of an auction. 
 
In neither period should the second the allocation of allowances place any burden on the budget, 
for which reason the Member States, acting in accordance with environmental criteria, would 
redistribute the proceeds from the auction to the companies participating in the scheme. 
 
(b) Total quantity of emission allowances 
 
Article 9 of the Directive states that it is for the Member States to decide what quantity of 
emission allowances to place on the market, whilst Annex III lays down the criteria to be 
observed in the allocation of this total quantity of emission allowances to operators. 
 
Two problems stem from the Commission proposal: (a) the directive does not set quantified 
annual in-house gas reduction targets to be achieved in the Community and the Member States 
by means of the emissions trading scheme; (b) the fact that the Member States are free to choose 
the quantity of emission allowances they wish to place on the market is highly likely to distort 
competition on the internal market on account of possible over-allocation to centre sectors or 
operators in certain Member States.  
 
With a view to remedying this situation, the rapporteur has tabled amendments to Article 9 and 
Annex III, by means of which a ceiling is placed on the emission allowances to be allocated by 
each Member State. That ceiling represents 50% of the emissions forecast annually for each 
Member State on a linear curve converging with the Kyoto commitments. 
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5. Compatibility with other national greenhouse-gas reduction policies 
 
Although your rapporteur understands the difficulties which some Member States will 
experience in bringing their policies into line with the new Directive, he agrees that the 
emissions trading scheme should be legally binding (as proposed by the Commission) and he 
opposes converting the scheme into a voluntary one (by means of an opt-out clause), since such 
flexibility would: 
 
- distort the internal market; 
- reduce the amount of experience gained by European companies prior to the introduction 

of the international emissions trading scheme; 
- reduce the economies of scale made possible by the scheme and consequently increase 

the cost of EU compliance with the Kyoto Protocol (it should be borne in mind that, in a 
study1 recently published by the Commission, it was estimated that implementation of the 
Directive would have the effect of reducing the cost of compliance by half); 

- reduce the environmental benefits of the scheme;  
- require alternative means of reducing greenhouse gas emissions to be developed, such as 

a tax on energy use and carbon dioxide emission, which in economic terms would be less 
flexible than emissions trading. 

 
 
6. Interlinking with the Kyoto Protocol flexible mechanisms 
 
The proposal for a Directive is silent regarding the possibility for operators to spend their 
emission allowance credits on projects carried out under the Kyoto Protocol flexible instruments, 
in particular the Clean Development Mechanism (CDM) (involving the granting of emission 
credits to operators who develop clean projects in developing countries) and Joint 
Implementation (JI) (involving the granting of emission credits stemming from projects between 
developed countries). 
 
Your rapporteur considers that this situation needs to be clarified. Hence, during the first period 
covered by the Directive (2005-2007) prior to the launch of the international emissions trading 
scheme in 2008, there must be a complete ban on the use, under the Directive, of emission 
allowance credits, since the purpose of the Directive is to reduce emissions within the European 
Union.  
 
With effect from the second period covered by the Directive (which coincides with the launch of 
the international emissions trading scheme provided for in the Kyoto Protocol), the use of 
emission credits earned from CDM and JI projects should be allowed under the Directive, 
provided that the projects involved do not include carbon sinks or sources of energy production 
which use fossil fuels or nuclear power.  

 

                                                 
1 Economic Evaluation of Sectoral Emission Reduction Objectives for Climate Change, Kornelis Block, David de 
Jager and Chris Hendriks, 2001.  
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