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Green Deal and EU ETS

The Linear Reduction Factor 

Next month: 2.2%. 

Phase 4 reform still insufficient for 1.5°C trajectory

The Market Stability Reserve
Current 24% intake rate scheduled to be reduced to 12% in 2024. 

Free allocation

Large majority of emissions from industry continue to be covered 

by free allocation post-2020 (indirectly subsidizing heavy polluters 

in steel, cement, chemical… sectors)



Reaching climate neutrality





The EU ETS and power sector profitability

- the MSR (sometimes) at work





https://carbonmarketwatch.org/publications/avoiding-a-carbon-crash-how-to-phase-out-coal-and-strengthen-the-eu-ets/


• Planned closures will result in 
unused allowances accumulating 
on the market:
• 2.22 billion EUAs by 2030
• 6.18 billion EUAs by 2040

• Germany would contribute 54% to 
this bubble!



The MSR is not ready

The ETS carbon price signal risks to become 
victim of its own success

Large volumes of stranded EUAs risk to 
remain on the market due to recent and 
future coal plant closures

EUA hedging demand from the power sector is in 
decline. MSR withdrawal and return thresholds ignore 
progress in power sector decarbonization



Recommendations

At EU level

• Increase the MSR intake rate to 36% from 2024 onwards

• Set an automatic cancellation for allowances held in the MSR for more than five years

• Adopt a declining withdrawal/return threshold for the MSR to improve its effectiveness

• Paris compatible one-off cap reduction + increase the Linear Reduction Factor (LRF) 

At national level

• Adopt a coal phase-out plan to stop burning coal and lignite for electricity by 2030

• Commit to cancelling allowances in line with the closure of power plants ( ETS Article 12.4)
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THANK YOU

https://carbonmarketwatch.org/publications/avoiding-a-carbon-crash-how-to-phase-out-coal-and-strengthen-the-eu-ets/

