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Carbon markets and the EU ETS
• Cap-and-trade: regulatory authority sets a cap (maximum amount of pollution allowances) and 

allocates them among polluting companies

• Trade of allowances leads to a market price for the polluting emissions

• EU ETS: 40% of European emissions, >10,000 installations, 30 countries

• Four phases: 2005-07, 2008-12, 2013-20, 2021-30

• Increasingly stringent over time: cap decreasing faster and faster

• EU emissions from European power and industry plants: -47.6% by 2023 compared to 2005 
levels (target: -62% by 2030)

Relatore
Note di presentazione
Carbon markets are gaining increasing importance as an instrument to fight CC.
The 1st and most prominent ETS is the EU one which covers.. 
ETS emissions from stationary installations in 2023 accounted for 34% of total GHG emissions from the European Economic Area.Oct 31, 2024
ETS regulated plants..With a record decline of 16.5 per cent in 2023 and are on track to meet the 2030 target of -62 per cent.
A reduction factor of 1.74% per year applied until 2020. Starting in 2021, the factor increased to 2.2% per year.
the reduction factor has been increased to 4.3% per year over the period 2024-2027 and to 4.4% per year from 2028.



The EU ETS 2

• Directive 2023/959: extension of EU 
ETS to transports and buildings 
(residential, commercial and 
institutional).

• Operational since 2027, postponed to 
2028 in case of exceptionally high gas 
and oil prices in 2026

• Stability reserve mechanism to reduce 
price fluctuations

• If price above €45 (ETS price in 2020) 
for 3 years, new allowances released

Fonte: European Environment Agency (2019)

Relatore
Note di presentazione
Responsabilità a monte: saranno i fornitori di energia e carburante, e non i consumatori finali, a dover monitorare, riportare e compensare le proprie emissioni acquistando quote all’asta.
Fondo Sociale per il Clima (SCF): parte dei ricavi sarà destinata a famiglie vulnerabili e microimprese; il resto servirà per misure climatiche e sociali a livello nazionale => 25% dei ricavi dell’asta EU ETS 2 previsti per il periodo 2026-2032, ovvero 65 miliardi di euro, sono destinati al SCF (Commissione Europea, 2025). 
Per il periodo 2026–2032, l'allocazione massima per l’Italia è € 7.02 miliardi (10,81% del totale) (Regulation (EU) 2023/955).
Espansione biomassa causata dall’utilizzo di queste fonti per riscaldamento (es. pellet).
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Relatore
Note di presentazione
55% of global GDP, 1/3 of the global population, 18% of global GHG emissions (more than tripled from 5% in 2005)



Carbon markets: 
a companion of LIFE

• LIFE SIDE (Supporting Implementation and 
Development of EU ETS)

Sept 2016 – Dec 2018

• LIFE DICET (Deepening International 
Cooperation on Emissions Trading)

Sept 2019 – Dec 2022

• LIFE COASE (Collaborative Observatory for 
ASsessment of the EU ETS)

Jan 2023 – Dec 2025
ETSs: EU, California, China, New Zealand, 
Québec and Switzerland + Brasil, Canada, UK
Observatory on the dynamics of the market: 
size, composition, price, investments etc....
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Relatore
Note di presentazione
Not only a companion of LIFE but also a LIVING creature, as I defined it in some of my seminars
Within COASE observatory on dynamics of the mkt: entry and exits, price, expected evolution etc..

https://fsr.eui.eu/life-coase-project/
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https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.homaio.com%2Fpost%2Fare-politicans-commited-to-the-eu-ets&data=05%7C02%7CSimone.Borghesi%40eui.eu%7Cfa585672992f44b9154608dd5fbc36c4%7Cd3f434ee643c409f94aa6db2f23545ce%7C0%7C0%7C638771984155195134%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=riPdGmJe0a1TE1PXebSVHkjGezUDnJVnMcmajTXXWf4%3D&reserved=0


«The EU ETS and its followers»

Relatore
Note di presentazione
Nz drop end of 2022 due to lack of trust over gov actions which released a not ambitious P ctrl setting for inflation concerns and ignored recommendations of a more stringent cap by the CC Commission of July 2022



15

The EU ETS: research questions

• Decarbonisation effects → perceived barriers (EIBIS)

• Distributional effects → policy acceptability 

• Competitiveness effects → carbon leakage and CBAM

• The future of the (EU) ETS: Negative Emissions & CDR (Agritech)

Relatore
Note di presentazione
emissions from fuels used in road transport and building will be covered by a new, separate emissions trading system.
This new upstream system will regulate fuel suppliers rather than households and car drivers. It will become operational as of 2027, with a cap on emissions set from 2028, based on data collected under the Effort Sharing Regulation. During the first year, fuel suppliers will be required to hold a greenhouse gas emissions permit and to report their emissions for 2024 and 2025 (NB: it has been delayed!!). 
Target building and transport: The cap in the new ETS will be reduced annually to yield emissions reductions of 43% in 2030 compared to 2005. 

Maritime: from 2024. This will consist of all emissions from boats at berth in EU ports from intra-EU voyages and 50% of emissions from non-EU international voyages (source: Alberts’ doc x EUGD course)

Possibly also waste from 2028

Reform EU ETS under FF55: the current EU ETS sectors (including the extension to the maritime sector) be reduced by 62% by 2030, compared to 2005
Overall FF55 goal: -55% by 2030 wrt 1990



2. Distribution effects of carbon pricing

• Likely regressive effects since poor households:
• spend larger income share on carbon-intensive goods
• face higher financial constraints to adopt low-carbon 

technologies
• more likely to suffer job losses in carbon-intensive 

sectors
• Social acceptability of higher prices

• How can we increase acceptability?
• Acceptability depends on how carbon pricing 

revenues used (e.g. Carattini et al., 2017) and how 
use is communicated (Borghesi and Ferrari, 2023).

• Are carbon pricing revenues enough? 

Relatore
Note di presentazione
The EU’s coronavirus aid package is worth EUR 750 billion, of which EUR 390 billion will be transfers and the rest will be loans; the transfers could be paid for by ETS revenue.



EU ETS and EU ETS 2: public support

Fonte: Climate Policy Acceptability project (2025)

Relatore
Note di presentazione
Riguardo all’accettabilità delle principali politiche climatiche europee, ecco una revisione sistematica compiuta per il progetto europeo CAPABLE (sondaggi in 26 paesi che coprono più di 100.000 intervistati).



EU ETS auction revenues
2010-2023 (yearly data)
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Relatore
Note di presentazione
Q (AF/LH/JC) Aggiornare coi dati 2024



Expected EU ETS revenues
• Fuest and Pisani-Ferry (2020): 800-1,500 bln € by 2050 
NB: EU’s coronavirus aid package: 750 bln €

• Social Climate Fund (to start before ETS2 kicks in): expected 86.7 bln €
(65 bln€ from auctions+25% from MS) over the period 2026-32

• Auction revenues likely to increase with higher prices

Relatore
Note di presentazione
CFR. in 2021 GER 8.4 bln, UK 6 bln, CAL 4 bln, NZ 1 bln, Q 0,9 bln (*30 years)
On top of the ETS revenues, further revenues may be expected from ETS2 The actual distributional effects of the so-called ETS2 could, therefore, be much lower than those perceived by public opinion 



Unilateral policies may provoke carbon leakage, that is, 
delocalization of polluting activities
Little evidence so far but carbon prices were low. 
More carbon leakage can be expected if carbon prices are to rise 
to achieve climate neutrality by 2050 (136 countries→78% global 
emissions), 2060 (CHN) or 2070 (IND)
How to safeguard international competitiveness? 
1) Free allowance allocation
2) Linking
3) Border carbon adjustments
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3. Competitiveness effects of carbon 
pricing



3) Carbon Border Adjustment Mechanism 
(CBAM)

• Create a level playing field
• First step towards carbon coalition of like-minded countries
• How to implement it? How to avoid “green protectionism”? How to avoid “green 

colonialism”? How to avoid trade wars and retaliation policies? How to prevent a 
pollutants club?

• Make it WTO-compatible, transparent (non-protectionist), gradual, multilateral
• Possible regressive effects: Different exposure to CBAM effects across countries 

(e.g. UKR, RUS, China, Turkey; Mozambique, Zimbabwe, Cameroon, Morocco, 
Tajikistan). 

• Stick and carrot: CBAM accompanied by debt service restructuring, financial aid, 
technology transfers. Redistribute CBAM revenues outside EU to get more 
countries on board, conditional on clean investments. 

Relatore
Note di presentazione
Level playing field = condizioni di parità
In absolute terms: Russia, China, Turkey, Ukraine (Magacho et al., 2024)
In relative terms: Balkans, Mozambique, Zimbabwe, Cameroon, Morocco, Tajikistan (Smith et al., 2024)
Should not be free grants
MEMO: A transitional period will apply for EU CBAM from 1 October 2023 to 31 December 2026, with quarterly reporting obligations only; from 2026 onward, purchasing CBAM certificates will be required



Navigating the transition: 
concluding remarks

• 20 years of EU ETS: many obstacles but also remarkable achievements
• Requires continuous monitoring and fine tuning
• EU ETS generates revenues
• Can be used to increase social acceptability domestically and to enhance the 

climate coalition internationally
• Reconciling security, competitiveness and the environment
• Navigating towards climate neutrality requires adjusting the route
• Adjusting not cancelling, extending not removing (i.e. creating a climate 

coalition and progressively enlarge it)
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Relatore
Note di presentazione
 inscription above the Gate of Hell in Canto III



Thank you!

simone.borghesi@eui.eu
https://me.eui.eu/simone-borghesi/
@borghesi_simone

https://me.eui.eu/simone-borghesi/
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