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ETS2 will enter into effect in 2027 and will apply a
price on the carbon content of the fuel
combusted in buildings, such as to heat and cool
our homes, as well as the fuel used in our road
vehicles. The ETS2 will also apply to small
industrial installations below 20 megawatts
thermal input.

Energy bills already reflect the cost of carbon
from fossil fuels used for electricity generation to
an extent due to the inclusion of electricity under
ETS1. However, with the advent of ETS2, carbon
pricing will become more noticeable in the lives
of citizens who will have to pay for considerably
more of their pollution. Although it is the fuel
supplier that is regulated by ETS2 carbon pricing,
citizens will incur the costs passed down from
upstream through higher prices at the pump or in
energy bills.

As the ETS2 price is applied uniformly across all
member states it will have a disproportionate
impact on lower income earners who spend a
higher proportion of their earnings on energy.
Furthermore, in countries without an existing
carbon tax, ETS2 will lead to a more notable
increase in fuel prices, therefore member states
must take into account the potential social
impacts of ETS2 to ensure the policy is
implemented as fairly as possible to ensure that
nobody will be left behind.

This guide will outline that although ETS2 is
integral to EU decarbonisation efforts, it is not a
silver bullet and additional measures and
investments are urgently needed at both EU and
member state level to achieve essential
emissions reductions. Every additional measure
to reduce buildings and road transport emissions
will lower the ETS2 price as explored in section 3.
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Many market analysts are predicting a wide
variety of price expectations highlighting the
difficulty in accurately predicting the future ETS2
price as clear by the table below:

The great variation in expected prices can be
attributed to the difference in the underlying
assumptions within the models, predominantly
around the levels of ambition foreseen for the
implementation of complementary measures to
strengthen emissions reductions beyond the
reach of the carbon price, such as Energy
Performance of Buildings Directive or CO. and
cars standards. The more emissions are reduced
in European homes and road transport, the lower
the ETS2 price will be. Implementing these
complementary measures is both feasible and
necessary.

A price of €45 per tonne of CO; translates into
€0.01 per kWh of fossil gas heating. While the
concerns over the potential social impact of a
volatile ETS2 price are valid, they should not
serve as justification for a premature weakening
of the ETS2 or to distract from the necessary
work that member states must do to improve the
fairness of the system. The ETS2 should be
allowed to function in its initial years to allow
price discovery to take place, incentivise
decarbonisation and to raise much needed
resources for the energy transition.

As evidenced by Figure 7 from Transport and
Environment the fluctuating price of fossil fuels
in recent years remains far higher than the effect
of an ETS2 price of €100 per tonne of CO,. This
highlights that the real danger and threat to the
cost of living is not a carbon price but continued
dependency on dirty fuels as fossil fuel
companies have proven that they are willing to
extract windfall profits.

Any attempt to control the price through
increasing the supply of EUAs means more
carbon emissions. In order to meet the European
climate targets, any weakening of the ETS2 would
need to be matched by increasing ambition in
either ETS1 sectors or the remaining ESR sectors;
agriculture - which remains politically difficult, or
land use sectors where the effectiveness of
carbon sinks is already at risk.

Ultimately, the most effective way to manage
ETS2 price dynamics without undermining
ambition is through strong implementation of
complementary measures. By reducing emissions
in homes and road transport, these measures
lower demand for EUAs, which in turn helps to
moderate ETS2 price while accelerating
decarbonisation.
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Levels of energy poverty are already
unacceptably high across the EU. The European
Commission estimates that 9.2% of the EU
population are unable to sufficiently heat their
homes, with the figure likely much higher due to
the difficulty in collecting accurate data. With
rising global temperatures, the number of people
unable to keep their homes cool is also an
increasingly dangerous concern.

While less data exists on the topic, there is a
growing understanding of the levels of transport
poverty experienced in Europe, impacting the
lives of up to 25 million citizens. Overall, both
energy and transport poverty are complex issues,
interlinked with social vulnerabilities such as low
income, old age, disability, health and regional
disadvantages.

At the same time, there are clear inequalities in
carbon footprints across the EU: the richest 10%
emit about four times more than the median
person and up to 16 times more than the poorest
decile. For road transport and buildings, higher
incomes usually mean more or bigger homes to
heat and cars on the road. Wealthier households
not only cause more emissions, but also have the
money to absorb higher carbon prices or to
switch to cleaner heating systems and vehicles.
This makes it essential to protect vulnerable
groups, while ensuring those most responsible
for pollution pay their fair share.

The amount available in the SCF is insufficient to
combat the systemic inequalities at the root of
energy and transport poverty, but as the first
fund of its kind specifically targeting energy
poverty, it is a positive step in reinforcing
financial support that addresses the social
impact of climate policy.
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As a result of the increased fuel and transport
costs posed by ETS2, the SCF was created as a
response to any negative socio-economic
impacts caused by ETS2 on vulnerable
households. The SCF is the first EU fund
developed with the explicit purpose of alleviating
potential energy and transport poverty occurring
from the transition away from fossil fuels. From
2026-2032, the fund will channel €65 billion in
targeted support to all EU member states. As the
SCF starts to disperse funds from 2026, one year
before ETS2 begins, the SCF is financed by 50
million EUAs from ETS1 and 150 million EUAs from
ETS2, up to the value of the cap at €65 billion.
25% of the financing of projects within the Social
Climate Plans must come from member states,
bringing available SCF funding to €86.7 billion in
total. Member states are free to co-finance the
plans using ETS2 revenue and to increase the co-
financing rate beyond 25%.

ijL-jpae L L-EVGCV L peijv
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Each member state receives an allocation of the
SCF based on an assessment of need that
considers the percentage of the population at
risk of poverty in rural areas, CO, emissions from
fuel in homes, houses at risk of poverty with
arrears on utility bills, total population, and GNI
per capita. As a result, Poland (17.6% of the SCF's
budget), France (11.2%), Italy (10.8%), Spain
(10.5%), and Romania (9.3%) will receive the
most funding. There is an inbuilt solidarity
mechanism in the SCF as member states with a
higher need will receive proportionately more
funding in comparison to the ETS2 price they pay.
For example, Bulgaria is a net beneficiary of the
fund, receiving a bigger allocation of funding
relative to their share of emissions.
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The EU must close annual investment gaps of at
least €137 billion for the building sector and
minimum €147 billion for the domestic transport
sector to meet their 2030 targets. ETS2 revenues
can play a pivotal role in closing this gap.

ETS2 is expected to generate significant revenue,
projected to be between €342 billion and €570
billion between 2027 and 2032, depending on the
carbon price. However, its success hinges partly
on how its revenues are used to offset its
impacts, by redistributing to those most affected
and funding clean, affordable alternatives to
fossil fuels.

The total revenue is distributed through several
channels. Up to €65 billion is allocated directly to
the SCF, later distributed to member states
according to GDP, population, and energy
poverty. Another €21.6 billion is allocated to
member states, which they can use towards SCF
co-financing as they need to co-finance at least
25% of their SCF projects. The largest share -
estimated between €209 billion to €448 billion,
depending on the carbon price - is returned to
member states for ‘climate and energy-related
activities’, with less constrained guidelines on
how it should be targeted, and more discretion
allowed over its spending.

This remaining revenue from the auctioning of
EUAs is allocated based on each member state’s
reference emissions from the period of 2016-
2018.° Germany will receive 23.7% of the EUAs
member states can auction, by far the largest
share, followed by France (15.6%) and Italy
(13.2%) - the only other countries with more than
10%. 17 member states will receive less than 2%
of auction quantities and revenue.

Member states will start receiving ETS2 revenues
from the auctioning of EUAs in 2027 while the
SCF will already kick in 2026. However, funding
from ETS2 is contingent on the proper
functioning of the system. Fuel suppliers are only
obliged to buy and surrender EUAs once member
states transpose the directive into national law.
Without this transposition, there is no legal basis
to require permits, monitoring, or compliance,
meaning fuel suppliers in that country would not
participate in ETS2, and that member state would
not receive ETS2 revenues. In practice, the
Commission can initiate infringement
proceedings before the European Court of Justice
against non-compliant member states, which
could result in substantial fines. The timing of
ETS2 disbursements, therefore, depends directly
on national implementation and enforcement,
ensuring that only those countries that transpose
and operate ETS2 effectively benefit from the
revenues.
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https://life-effect.org/project/why-direct-payments-are-necessary-to-make-carbon-pricing-for-households-work-in-the-eu/
https://etxtra.org/ets-revenue-use-maximising-social-and-climate-benefit/#:~:text=As%20we%20are%20currently%20faced,a%20resilient%20renewable%20energy%20system.
https://etxtra.org/ets-revenue-use-maximising-social-and-climate-benefit/#:~:text=As%20we%20are%20currently%20faced,a%20resilient%20renewable%20energy%20system.
https://energy-poverty.ec.europa.eu/epah-indicators?indicator-inability+tkphmdqt+warm-eurostat+households-total+bynts+region-nuts+2-country-all+indicators-2024
https://energy-poverty.ec.europa.eu/epah-indicators?indicator-inability+tkphmdqt+warm-eurostat+households-total+bynts+region-nuts+2-country-all+indicators-2024
https://www.eea.europa.eu/en/topics/in-depth/air-pollution/air-pollution-country-fact-sheets-2024/quick-country-facts?activeAccordion=cff1c6f1-fa24-4cd9-9685-d1951149e0e1%2C2b13e078-fb64-4391-8e8e-5a4f6df49f45%2C5d4dc6e7-2aff-49f1-a614-e0e7d759e260
https://www.eea.europa.eu/en/topics/in-depth/air-pollution/air-pollution-country-fact-sheets-2024/quick-country-facts?activeAccordion=cff1c6f1-fa24-4cd9-9685-d1951149e0e1%2C2b13e078-fb64-4391-8e8e-5a4f6df49f45%2C5d4dc6e7-2aff-49f1-a614-e0e7d759e260
https://www.bpie.eu/publication/delivering-the-epbd-a-guide-towards-better-affordable-and-more-resilient-buildings-for-all-in-europe/
https://www.transportenvironment.org/articles/europes-automotive-industry-at-a-crossroads
https://caneurope.org/content/uploads/2024/01/CAN-Europe-co-benefits-of-climate-action_REPORT.pdf










