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TALKING ABOUT A 
REVOLUTION

The trialogues which will determine 

the future of the EU Emissions Trading 

System (ETS) began in April. Gathered 

round the table were the chief negotiators, 

representing the European Council, the 

European Parliament, and the European 

Commission (hence the ‘tri’ of the logue).

 

The process is formal and although the 

room was full at the first meeting (there 

were 35 souls around the table), only 

four individuals were entitled to speak: 

Ambassador Neil Kerr, the Deputy 

Permanent Representative of Malta 

which holds the rotating presidency of 

the Council; Climate Action and Energy 

Commissioner Miguel Arias Cañete; and, 

representing the Parliament, the new 

environment committee chairwoman Adina-

Ioana Valean, and me, the Parliament’s 

rapporteur on the Phase IV reform of the 

EU ETS. Except I wasn’t there. My flight to 

Strasbourg had been cancelled.

 

REFORM HAS BEEN 
LONG COMING
At its birth, the EU ETS looked like the 

polluter pays principle would actually 

drive decarbonisation. A steady rise in 

the price of emissions allowances (EUAs) 

looked like it would do the job, no heavy 

handed regulation or tax required. Then 

came the financial crash, and with it 

a thumping decline in EU production. 

Suddenly EUAs were ten a penny 

(almost literally). 

By the time I was appointed the 

Parliament’s Rapporteur in September 

2015, it was abundantly clear that 

the EU ETS was broken. The carbon 

price was only €5 ($5.44), and the 

system was awash with excess 

allowances, conservatively estimated 

at 2 billion. Parliament and Council 

had just agreed to introduce a Market 

Stability Reserve to mop up the 

surplus, but it wasn’t scheduled to 

start until 2019. Industry wasn’t 

happy. Environmentalists weren’t happy. 

Policymakers weren’t happy. 

 

At the outset, I spoke of balancing the 

need to protect European industry and 

jobs, with the necessity of driving an 

ambitious programme of decarbonisation. 

The carbon market had to work in its 

own terms, not through constant tinkering 

and shoving. We had to deliver a reform 

that would work for the ages, not just for 

the moment.

 

My fellow shadow rapporteurs took 

554 days to discuss, debate and negotiate 

the Parliament’s position. We secured 

our parliamentary mandate on 15 February, 

just after my birthday, with a majority of 

379 MEPs supporting our endeavours. 

Unexpectedly, the Council didn’t take long 

to agree their position; they were done 

and dusted by 28 February.

WHAT ARE WE GOING 
TO TALK ABOUT?
The trialogues will centre mostly around 

architecture, ambition and protection.

Architecture. In terms of architecture the 

questions are, how do we soak up the 

glut of allowances depressing the carbon 

price (currently scudding around €5 

a tonne), and how do we stop the system 

flooding again in the future. Real change 

comes when the price hits about €30. 

The Parliament advocated a significant 

upfront cancellation (800 million 

allowances) with further conditional 

cancellation. The Council, advocating 

a ‘jam tomorrow’ strategy, would like to 

cancel more allowances (up to 3 billion 

by 2030) but not now and only when 

certain conditions are met.

 

For a market-based instrument like the 

ETS, certainty and conditionality matter. 

Upfront cancellation of allowances 

provides certainty (and credibility) to 

markets in a way that conditional measures 

simply can’t. The debate will be interesting. 

Jam today or jam tomorrow?

 

How we address future gluts remains a 

thorny challenge. I have argued from the 

outset that the EU has been very successful 

at decarbonising, it just hasn’t used the 

ETS to deliver its objectives. Each success 

wrought by the Renewable Directive, 

each coal-fired power station closed as a 

result of the medium Combustion Plants 

Directive, each saving through energy 

efficiency, reduces the need for allowances. 

That is why a regular stock check is 

required to ensure that the ETS stays on 

track. Voluntary retiral of allowances should 

also remain available to member states.
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Ambition. How can the ETS be brought 

into line with the Paris Agreement? The 

Market Stability Reserve, and cancellation 

will do much to drive the carbon price in 

the right direction. Initial focus (and initial 

disappointment) centred around the Linear 

Reduction Factor, the rate at which the 

cap on allowances is reduced. Parliament 

wants to keep the cap at 2.2% from the 

beginning of the phase, rising to 2.4% by 

the end. The Council wants to keep the 

Commission’s 2.2% throughout.

 

Protection. Another area where Parliament 

arguably came out more strongly than 

the Council was the protection of energy 

intensive industries from short-term rises 

in the carbon price. Whilst I am a staunch 

supporter of action to increase efficiency 

and reduce emissions, I, and many of my 

fellow MEPs, remain mindful of the global 

context in which our industries operate.

 

Both the Parliament and Council 

recognised that a higher carbon price could 

place additional burdens on industry in 

the near-term and, for that reason, both 

institutions have taken steps to ensure that 

the most efficient industrial installations are 

protected from the carbon price.

Through our negotiations in the Parliament 

we established the so called ‘Duncan 

Mechanism’ (I always wanted a mechanism 

named after me) – a way of reducing the 

total number of allowances auctioned 

between 2021 and 2030, and increasing 

the share of free allowances available to the 

best-performing industrial installations.

 

The Parliament agreed a Duncan 

Mechanism of 5%, the Council position 

is 2%.

 

Alongside the protections offered 

by the Duncan Mechanism, the 

Parliament has pushed for a larger pot 

of funding for the proposed Innovation 

Fund, increasing the initial endowment 

put forward by the Commission by 50% 

to 600 million allowances.

NEARING THE END
The trialogues will likely stretch through 

into the autumn. Malta, despite its dream 

of delivering the EU ETS reform on its 

watch, has only managed to find time in 

its busy diary for two meetings before the 

end of their Presidency. Not enough time to 

steer the reform home to port, I fear.

 

STILL, THE CLOCK IS NOW 
TICKING, AND WE HAVEN’T 
A MOMENT TO LOSE.

Ian Duncan is a Conservative MEP 

for Scotland and is the European 

Parliament’s lead negotiator for the EU 

ETS reform discussion
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EU ETS ALLOWANCE BALANCE

Source: ICIS FUNDAMENTAL BALANCE CUMULATIVE MARKET SURPLUS
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