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The scale of the climate challenge

“This generation has altered the composition 
of the atmosphere on a global scale through 
... a steady increase in carbon dioxide from 
the burning of fossil fuels”                                                

Lyndon Johnson, 1965

Atmospheric concentrations of CO2 at Mauna Loa were 414ppm in November 
2021 (compared to 390ppm in November 10 years ago)

1992 UN Convention on 
Climate Change (UNFCCC)
All act, with developed countries 
agreeing to reduce emissions to 
1990 levels by 2000

1997 Kyoto Protocol
Developed country commitments 
to reduce by <5% below 1990 
levels by 2008-12 (with -8% 
met by EU)

“Notre maison brûle et nous regardons ailleurs 
… il est temps, je crois, d’ouvrir les yeux. ” 

Jacques Chirac, 2002

“Our house is on fire. I am here to say, our 
house is on fire.” 

Greta Thunberg, 2019

2012 Doha amendment to the 
Kyoto Protocol
Entered into force on 31 December 
2020, quantified country reduction 
commitments for EU and others for 
2013-20

IPCC 6th Assessment report on physical science, 2021

http://icestories.exploratorium.edu/dispatches/wp-content/uploads/2008/05/keeling_graph.jpg


Harnessing market forces to reduce 
emissions

“The key is to change incentives for the marketplace… If it’s free to 

pollute then you’re never going to have companies making all the 

myriad decisions that are required in order for the entire system to 

move in a better direction… What you have to do is have a market 

mechanism to make it work more efficiently”                                             

(former US President, Barack Obama)

“Carbon emissions must have a price. Every person and every sector 

will have to contribute.” 

(EU Commission President, Ursula Von der Leyen)

Extensive experience gained in other sectors: 

books on 20 years of the EU's experience available 

for free at https://ec.europa.eu/clima/publications

(in English, French, Spanish, Chinese and Korean)

https://ec.europa.eu/clima/publications


EU ETS operating since 2005

• Environmental outcome: caps emissions from >10,000 installations across EU and from all 
airlines’ flights within Europe. 30+ countries, around half Europe's greenhouse gas emissions

• Market-based approach: Companies can emit and buy, or reduce emissions and benefit

• Shift to auctioning for electricity generation, >€80bn funds for low carbon innovation

• Power and industry sector: emissions have been reduced by more than one-third (and by 9% 
in 2019 alone, pre-Coronavirus)

• Aviation: included in ETS during 2006-8 (following ICAO 2004 support 

to include aviation in ETSs) & US economy-wide climate bills covering 

international aviation 

• More than 75% revenues reported by Member States as being used 

to tackle climate change (ref. Climate Progress Report of 26/10/2021)

• EU ETS-funded Innovation Fund supporting economy-wide 

commercial deployment of breakthrough technologies



Delivering the European Green Deal

The EU Climate Law 

2050 economy-wide 

climate-neutrality 

2030 target of at least 55% 

net greenhouse gas 

emissions reduction 

Urgency to act

Paris Agreement, Art 4: “developed 

countries should continue taking the lead 

by undertaking economy-wide absolute 

emission reduction targets…”, developing 

countries should move to economy-wide 

action over time

Need for a fair, competitive and green 

transition that leaves no one behind, 

solidarity framework

All sectors need to contribute, 

including maritime transport (3-4% of 

EU-related emissions) 

Progress achieved at UN fora  is 

welcome, more action is clearly needed



‘Cap-and-trade’ system:

 Puts a quantity limit (cap) on emissions for installations and activities under the ETS.

 This overall cap is reduced each year.

 A fixed number of ETS allowances is issued.

 ETS participants monitor emissions and surrender allowances to cover all their annual emissions.

Key benefits: Capping and reducing GHG emissions, price signal, flexibility and cost-effectiveness, 

generating revenues to tackle climate change

One part of an economy-wide approach: “Given the need for urgent economy-wide emissions 

reductions, Member States should be act to reduce greenhouse gas emissions… through other policies” 

(recital 9)

EU ETS
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EU ETS (maritime) 

• Equal treatment on routes, flag neutrality

• Build on EU MRV system (adopted in 2015 as a first step):

• Responsible entities: same companies as the ones implementing the EU MRV maritime

transport regulation/IMO DCS

• Covered ships: only covering large ships (above 5000 gross tonnage) regardless of the

flag they fly (same as EU MRV maritime transport regulation/IMO DCS)

• Greenhouse gases covered by Regulation (EU) 2015/757 (co-decision underway on this)

• Geographical scope: 50% of the emissions from voyages starting or ending at EU ports

(including) emissions when ships are at berth in EU ports, and all emissions from voyages within

the EU. Consistent with Common But Differentiated Responsibilities and the Paris

Agreement (recital 17).
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EU ETS (maritime) 

• Phase-in of allowance surrendering for a smooth transition: 20% of verified emissions

reported for 2023, 45% of verified emissions reported for 2024, 70% of verified emissions reported

for 2025, 100% of verified emissions reported for 2026 and after
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• Revenue from auctioning shall be used to tackle climate change, and more funding

of innovation

• ETS-funded Innovation Fund, one of the world’s largest funding programmes for the

demonstration of innovative low-carbon technologies is already active for ships and

ports (€122 million announcement, July 2021):

Technical Assistance to 

develop 

a Hydrogen EU Ro-Pax

First Bio-LNG to marine 

shipping

Production of  

green H2



Aviation climate contribution so far

Included in EU economy-wide action by co-decision over 2006-2008, operational from 2012

Original (full) scope: flights departing from EEA airports, and – subject to possible exemption 

- arriving flights (exercised in 2020 and 2021, CH and UK)

Scope suspension 3 times through co-decision to intra-European flights of all airlines 

covered (wider emissions liability only in April 2025, if no amendment). 

Key principle: Equal treatment of all airlines on the same routes. Over 500 airlines covered; 

full compliance after initial challenges (Aeroflot, Saudia etc)

Delivered net reduction in aviation-related CO2 emissions of 193.4 million tonnes in 2013-20 

(largely through allowances from other ETS sectors)

Effective price signal on flight routes (>€50/tonne) while total in-sector emissions increased

Only CO2 emissions, but recent report on non-CO2 impacts

* Airlines for Europe

EU ETS (aviation)



Phasing out of free allocation

Annual reductions in free allocation, full auctioning from 2027 (Article 3d)

 Costs are passed through since 2012 

 Equal treatment on routes

 Limited risk of ‘carbon leakage’

 Aviation cap fixed at current levels and the linear reduction factor is 

applied, free allocation is a decreasing part of it

 Distribution of free allocation from entry into force based on 2023 

emissions from intra-EEA flights, including outermost regions 

(currently: 2010 tonne-kilometre data) (Article 3d(1.d))

EU ETS (aviation)



In 2017, EP/Council decided on implementation of ICAO’s CORSIA scheme through the EU ETS 

Directive, as appropriate and in light of a full report (Impact Assessment):

- EU ETS for intra-European flights (including to UK and CH): no backsliding

- Proposing CORSIA application for EU-based airlines’ extra-European flights

 Maintains EU ETS ambition, general EU ETS linear reduction factor applies 

 Implementing CORSIA for EU-based airlines, for flights to/from third countries that apply 

CORSIA (Articles 11a, 25a and Annex I)

 Using units from countries participating in CORSIA (applied from 2027), party to the Paris 

Agreement and adjustments and avoidance of double counting

 Ensuring level playing field and maintaining competitiveness of EU airlines: same conditions 

on same routes

EU ETS revision (aviation)



Supporting innovation and deployment

• EU ETS today gives incentives e.g. >€200 for every tonne of sustainable or synthetic fuel 

used for flights within Europe, and a longer term expectation of commercial viability

• EU27 Member State auction revenues reported as being used >75% for tackling climate 

change and adapting to its impacts  

• EU ETS Innovation Fund, supporting commercial deployment of breakthrough technologies 

now: >€1.5 billion ETS revenues in course of being deployed, including at airports, ports, 

refineries, carbon capture and storage. Potential for >€30 billion for commercial deployment 

this decade 

• Future support through ETS funded Contracts for Difference through its Innovation Fund, 

with funding “including for the production of low- and zero-carbon fuels in aviation, rail and 

road transport”

• Increased EU ETS Modernisation Fund, over €20 billion for generation and use of electricity 

from renewables, improved energy efficiency including in transport etc



Economy-wide emission reductions

Separate upstream emissions trading system 
proposed for buildings and road transport

• Direct emissions of buildings and road transport are responsible 

for 30% of total greenhouse gas and more than half of emissions 

under the Effort Sharing Regulation (ESR). Emissions have 

increased between 2014-2019 (buildings 2% and road by 7%)

• Existing ETS covers electricity production or use in buildings and 

road transport as well as much district heating (e.g. around 30% 

of heating emissions in EU ETS currently)

• Carbon pricing is cost-effective, however it does not address all 

barriers. Need intensified renewable, energy efficiency and 

transport policies and important to maintain related national 

policies. Addition funding (Social Climate Fund) to address 

social impacts from the new ETS, all Member State revenues to 

be spent for climate- and energy-related purposes
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Making a green recovery from coronavirus important

"Sooner or later, our scientists and researchers will 

develop a vaccine against coronavirus. For climate 

change, however, there is no vaccine. This is why Europe 

must now invest in a clean future."

Learning from experience and accelerating 
action

Urgent that States, regions, companies and individuals 

take action to reduce GHG emissions

Effective action always sought by the EU with third 

countries and through UN organisations, as well as 

cooperation and sharing of experience 
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