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Price control mechanisms

During the political debate over the creation of the ETS2, the need for price controls and
safeguards was front and centre. As a result, the ETS directive and Market Stability Reserve

decision (MSR) already contain several price control mechanisms for ETS2:

e The early auctioning of 30% more emission EUAs in the first three years, later
deducted from future EUAs.

e |If the average EUA price for three consecutive months is more than twice the
average price for the six months prior, 50 million EUAs will be released from the
MSR2 - Article 30h(1). Within 2027/2028 the rule is more sensitive and the price
must only be 1.5 times higher than the average of the last six months for three

consecutive months to trigger the release of the 50 million EUAs.

e The average EUA price for three months in a row is more than three times the
average EUA price for six months before, 150 million EUAs will be released from the
MSR2.!

e Asoft price capisin place at an inflation adjusted rate of €45 (likely to be closer to
€60 by 2027). If the average EUA price exceeds the price of the soft cap for more
than two months, an additional 20 million EUAs are released by the MSR2.?

e Inthe case of very high oil or gas prices in mid 2026, the ETS2 will be postponed by
one year® to 2028.

e Finally, an additional clause also allows the European Commission to respond to high
ETS2 prices by issuing an implementing act if a certain low volume of EUAs is met
twice within a 12 month period.


https://www.peter-liese.de/images/Briefing_Note2_-_EU_ETS__SCF_-_provisional_agreement_20221218.pdf
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These price controls are in place until 2029 when the European Commission is required to
report on their functioning, and could propose to extend and expand price controls
following their review, if needed. In 2028, the European Commission must review the
functioning of the ETS2 to ensure proper market functioning and stable pricing. This timing
is important as many of the models predicting ETS2 prices, including that from
BloombergNEF below, show a price increase up to 2030, which can be addressed by this
review process in 2028 if needed, depending on the outlook once the market is up and
running.

€ per metric ton of CO2 (nominal)
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Source: BloombergMNEF Note: The reference price is based on €45 per
metric ton of CO2 in 2020 that is indexed to consumer price inflation.
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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:

Price Prediction

(€ per tonne of CO2in 2030)

Source

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


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52021SC0601
https://publications.pik-potsdam.de/rest/items/item_32144_1/component/file_32191/content
https://veyt.com/press-releases/starting-in-2027-europes-second-big-emission-trading-scheme-will-increase-fossil-fuel-prices/
https://about.bnef.com/insights/commodities/eu-ets-ii-pricing-scenarios/
https://www.clearbluemarkets.com/knowledge-base/the-state-of-the-eu-ets-2-europes-new-carbon-market
https://www.homaio.com/post/what-is-the-eu-ets-2-price-forecast-for-2030
https://carbon-pulse.com/416325/

is both feasible and necessary.
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transport, the lower the ETS2 price will be. Implementing these complementary measures

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.

Figure 7. Real EU average petrol price and ETS2 premium
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https://carbonmarketwatch.org/wp-content/uploads/2024/07/Joint-SCF-briefing-080724.pdf
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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.


https://www.transportenvironment.org/topics/climate-instruments/ets-2
https://www.eea.europa.eu/en/newsroom/news/europes-land-carbon-sink-declines-but-its-potential-stays-high
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Publishing information

This document was created by the LIFE Effect project (LIFE23 GIC-BE-LIFE EFFECT,

www.life-effect.org) under the lead of Carbon Market Watch with contributions from

members of the project consortium.

Main author and contact:
Eleanor Scott, EU Carbon Market Expert, Carbon Market Watch
Jeanne Marullaz, EU Policy Intern, Carbon Market Watch

Editor:

Gavin Mair, Communications Specialist, Carbon Market Watch

Disclaimer:

Co-funded by the European Union. Views and opinions expressed are however those of the
author(s) only and do not necessarily reflect those of the European Union or CINEA. Neither
the European Union nor the granting authority can be held responsible for them.

For interviews or more information on the use and dissemination of the contents of this

briefing, please contact: gavin.mair@carbonmarketwatch.org
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