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The European Roundtable on Climate Change and Sustainable Transition (ERCST) welcomes 

the opportunity to provide feedback on the European Commission’s public consultation for 

the Revision of the EU Emissions Trading System (EU ETS).  

In its feedback to the Inception Impact Assessment for the review, ERCST put forward 6 issues 

that are important to be assessed and addressed in the upcoming review: 

1. Write a story for the decarbonisation of industry, incl. carbon leakage protection; 

2. Address EU ETS policy overlap and supply-demand imbalance, incl. through the MSR 

and cap review; 

3. Assess how to price carbon in other sectors and assess the articulation between ETS, 

ETD, CBAM and other instruments; 

4. Assess the use of flexibility mechanisms such as domestic and international offsets; 

5. Assess division and use of auctioning revenues; and  

6. Ensure long-term visibility and predictability for market participants. 

In light of these 6 elements, ERCST wishes to highlight a few key messages for each part of 

the questionnaire. Attached to this position paper are ERCST’s responses to the 

questionnaire, including a short ‘rationale’ for some of the answers given.  

 

A. The Contribution of the EU ETS to the overall climate ambition for 2030  

ERCST supports the European Green Deal and the overall ambition of an at least 55% GHG 

reduction target by 2030. In principle, we are supportive of setting targets based on cost-

efficiency considerations, and using cost-efficient policy tools to reach these targets. While 

the Impact Assessment is a good basis for an informed discussion on the target, transparency 

on the cost assumptions and data used should be increased.  

Other considerations next to cost-efficiency also need to be considered, including the 

sustainability of the speed of decarbonisation, carbon leakage concerns and distributional 

impact considerations. For example, a -63% target would result in a Linear Reduction Factor 

leading to a net-zero target for the current ETS sectors by the late 2030s / early 2040s 

(depending on other design elements) - well ahead of the EUs net-zero target of 2050.  

ERCST also believes that the level of ambition in any carbon market should be set through the 

overall target and through the yearly decreasing cap on emissions, the Linear Reduction 

Factor (LRF). This approach is the most transparent for both market participants and other 

stakeholders, and allows for a clear public debate.  

http://www.ercst.org/
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A one-off reduction in combination with a strengthened LRF could also be considered. A well-

designed rebase has the potential to improve other elements of the EU ETS (e.g. allowing for 

a more gradual reduction in emissions and slowing the build-up of oversupply in the market 

throughout Phase 4). However, interactions with other issues such as the availability of free 

allocation and the intake of the MSR should be carefully considered and assessed.  

While the combination of the functioning of the MSR with the automatic invalidation 

mechanism can de facto decrease the overall ambition (reduce the overall budget) of the EU 

ETS, ERCST does not think this to be a good way forward as it would increase ambition in a 

non-transparent way ‘through the backdoor’, and through playing with the parameters of a 

mechanism that was never intended to increase the ambition of the EU ETS. Indeed, the MSR 

was created, as outlined in its objectives, to manage structural existing market imbalances, 

as well as future imbalances. 

 

B. Addressing the risk of carbon leakage  

Protecting European industry that is facing a genuine risk of carbon leakage should be a core 

objective of the EU ETS review. However, ERCST recognises that the current system of free 

allocation and indirect costs compensation is not sustainable in the long-term, as there will 

not be sufficient free allocation available to cover the needs of industry, and thus welcomes 

the Commission’s work in searching for alternatives, including through carbon adjustments 

at the border, such as designing a Carbon Border Adjustment Measure. A comparison of the 

effectiveness of the current measures vs. a CBAM should be assessed, as well as the 

implications of a potential transition from one measure to the other. 

In the meantime, assurance of protection through free allocation and indirect costs 

compensation is necessary and might even need to be continued depending on the design of 

a CBAM. The application of the Cross-Sectoral Correction Factor (CSCF) should be avoided or 

a least minimized.  

ERCST believes that support should be as targeted as possible and amounts of free allocation 

received by installations should mirror their activity level changes as close as possible.   

 

C. An increasing role for emissions trading 

ERCST believes that putting a price on carbon can be an important part of the toolbox to 

decarbonise any sector. It is however not the only tool, and other supply- and demand-side 

policy tools need to be developed or maintained to address other barriers to the 
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decarbonisation of these sectors, as well as address concerns regarding distributional 

impacts.  

While ERCST recognises the benefits of the inclusion of additional sectors to the EU ETS, such 

as increased economic efficiency, reduction of overall costs and increased liquidity, we 

believe that the risks of immediately integrating these sectors in the current EU ETS would 

outweigh the potential benefits.  

If the EU wants to accelerate emission reductions in other sectors, ERCST would support a 

cautious and stepwise approach in which a separate ETS is first developed for other sectors, 

ensuring similarities in key design elements such as MRV and required pace of emission 

reductions, followed by a phase where flexibilities are gradually introduced between both 

systems, ultimately striving for an integration of both systems.  

 

D. Extension to Maritime greenhouse gas emissions  

Similar to aviation, maritime emissions are a complex issue given the international nature of 

both the activity itself, as well current efforts to reduce emissions. While ERCST is an advocate 

of an international mechanism to address maritime emissions, we support its integration in 

the EU ETS given the lack of action and progress currently observed at the international level.  

ERCST supports the full-scope integration of maritime GHG emissions in line with the current 

EU MRV system, including non-CO2 emissions, which are becoming increasingly important. 

Given the international sensitivity of the issue, and potential for international repercussions 

similar to what happened to the inclusion of international aviation, limiting the application of 

the EU ETS to 50% of both the incoming and the outgoing journeys would seem a possible 

solution. 

 

E. Market stability 

The main objectives of the MSR are outlined in the Decision, and ERCST understands the goals 

to be the following:  

 Eliminate the historical structural supply-demand imbalance within a reasonable 

amount of time;  

 Bring the TNAC within range of the MSR thresholds in case of new events within a 

reasonable amount of time. 

http://www.ercst.org/
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ERCST believes that MSR has worked well so far but that improvements are necessary. For 

example, the current intake rate is insufficient to ensure a balanced market within a 

reasonable amount of time. At the same time, thresholds should be made dynamic and 

dependent on changing hedging behaviour of all market participants.  

It has to be noted that both the backloading decision and MSR were initially presented by the 

regulators as a measure that would initially take out, but ultimately return allowances to the 

market. However, the 2018 review introduced the invalidation mechanism, permanently 

invalidating allowances, and thus contradicting this initial presentation. 

In ERCST’s view, the MSR is wrongfully being seen by some stakeholders as a tool to increase 

ambition. 

However, a case could certainly be made that when a significant number of allowances 

accumulate in the MSR over time, together with a consistent increase in the TNAC, should the 

absorption power of the MSR not match the decrease in demand. This is certainly a legitimate 

reason to examine the amounts in the TNAC and in the MSR and potentially take action. 

However, such an examination should not be undertaken without understanding its origins 

and causes, as well as determine how to best treat it. A regular, qualitative assessment is 

emerging as an appropriate approach. 

Lastly, ERCST supports the inclusion of aviation in the calculation of the TNAC. Aviation is a 

source of demand for EUAs which impacts the actual availability of allowances on the market. 

Given that aviation has consistently been ‘short’ and is expected to remain so in the future, 

the TNAC as it is currently defined will increasingly be a less accurate indicator of the actual 

surplus of the market.  

 

F. Revenues  

Though economic theory indicates that using auctioning revenues to lowering labour taxation 

would have the best GDP impacts, ERCST believes that ETS revenues should be recycled in 

order to speed up the transition and help alleviate the distributional impacts associated with 

its functioning, in order to ensure a sustainable transition and increase support for the policy 

instrument. This can either be done through increasing the funding available for dedicated 

funds or by ensuring that Member States spend their revenues in line with these objectives. 
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G. Low-carbon support mechanics  

In order to help EU industry decarbonise, a coherent ‘story’ needs to be written outlining the 

policies and supporting tools that will be introduced to ensure this, and what role the EU ETS 

has to play in this story. Low-carbon support mechanisms can be an important element in the 

toolbox to reach this objective and help create a market for low-carbon products.  

ERCST fully supports an increase in the resources available in the Innovation Fund, and 

believes that using part of the revenues from a future CBAM to achieve this may be a solution. 

The large interest of project developers during the first call for proposals for the Innovation 

Fund shows that the willingness and capabilities are there, but support is necessary. 

Additional support mechanisms and innovative financing tools, such as carbon contracts for 

difference, should be explored as well.  

At the same time, the amount of support available to finance investments in lower-income 

Member States should be enhanced as well. Additional investment needs will rise as the EU 

increases its ambition, and it is important to show solidarity and help those Member States 

with lower capabilities and different starting points in their energy systems to decarbonise.  

 

Lastly, ERCST wants to highlight two elements that are missing from the public 

consultation:  

1. Flexibility and negative emissions 

It is a missed opportunity that the public consultation (as well as the IIA) does not look into 

the possibility of using flexibility mechanisms in the EU ETS, nor assess the role of EU ETS 

sectors to drive the deployment of negative emissions technologies.  

ERCST supports an assessment of the possible benefits and limitations to the use of flexibility 

mechanisms, both through international and domestic offsets. Several motives in favour of 

introducing such flexibility exist, including increasing overall efficiency, addressing 

competitive concerns due to increasing EUA prices, or increasing liquidity as the cap continues 

to tighten, thus ensuring proper market functioning.  

The use of international offsets is a contentious issue with some given the mixed views about 

the Clean Development Mechanism. However, the Paris Agreement world is a new world. 

Article 6, which is still being negotiated, could be a game changer, potentially alleviating many 

of the concerns stakeholders currently have.  

The EU should develop a clear vision, strategy as well as a clear roadmap on future linkages 

with other ETS schemes.  

http://www.ercst.org/
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Lastly, the potential benefits from allowing for domestic offsets, as is captured in Article 24a 

of the Directive, should also be assessed. Domestic offsets’ have similar benefits as 

international, while not being detrimental to achieving the EU’s overall GHG reduction 

targets, which are entirely domestic. Moreover, they can create demand for deploying vital 

technologies such as negative emissions. 

Domestic offsets need to be also seen in the context decarbonising companies’ value chains, 

as we witness increasing demands for reduction of Scope 3 emissions, as well as the 

management of the relationship between regulatory and voluntary obligations, regulatory 

and voluntary markets as well as the repartition of efforts between ETS and ESR. 

A long-term vision is necessary for the use of flexibilities in the ETS, and ERCST calls upon the 

European Commission to assess their potential benefits in the upcoming impact assessment.  

 

2. Long term considerations  

Nothing in the public consultations seems to point to that the revision will take into 

consideration the post-2030 time-period, includes assessing the long-term supply-demand 

balance. Compliance actors and other market participants have little information as to the 

post-2030 cap and envisaged role of the EU ETS in decarbonising the EU’s economy, 

hampering their ability to make long-term investment decisions.  

On the short term there also exists a lot of uncertainty and lack of predictability for market 

participants. As a case in point, while it was recently announced that free allocation for 2021 

will be delayed due to the fact that the update of the benchmarks was not yet finalised, the 

IIA raises the possibility to have another revision of those benchmarks in Phase 4.  

This uncertainty for compliance actors caused by continuous regulatory changes should be 

addressed. Taking a longer-term perspective in the revision of the EU ETS, including an explicit 

target beyond 2030, could be part of the solution.   

  

http://www.ercst.org/
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A. The Contribution of the EU ETS to the overall climate ambition 

for 2030  

 

Rationale/comments  

 In principle, ERCST is supportive of setting targets using cost-efficiency considerations, and 

using cost-efficient policy tools to reach these targets.  

 While the Impact Assessment is a good basis for an informed discussion on the target, 

transparency on the cost assumptions and data used should be increased.  

 Other considerations next to cost-efficiency also need to be considered, including the 

sustainability of the speed of decarbonisation, carbon leakage concerns and distributional 

impact considerations.  

o For example, a -63% target would result in a Linear Reduction Factor leading to a net-

zero target for the current ETS sectors by the late 2030s / early 2040s (depending on 

other design elements) - well ahead of the EUs net-zero target of 2050.  

http://www.ercst.org/
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Rationale/comments  

 ERCST believes that the level of ambition in any carbon market should be set through the 

overall target and through the yearly decreasing cap on emissions: the Linear Reduction 

Factor. This approach is the most transparent for both market participants and other 

stakeholders, and allows for a clear public debate.  

 ERCST supports an early application of a strengthened cap, as it would both allow for early 

visibility of the increase in ambition to market participants and a more gradual pathway 

towards net-zero emissions beyond 2030. 

 Other policy options can indeed result in lowering the cumulative amount of emissions 

(budget) that may be emitted in the EU ETS. A one-off reduction or rebase would be a valid 

option as it is one way to transparently adjust the cap.  

o Given the fact that verified emissions have been consistently well-below the cap is 

another argument in favour of a rebase. This would also lower the pressure on the 

Market Stability Reserve to balance the market.  

o A well-designed combination of a rebase and increased LRF could be a good solution, 

addressing multiple issues at once.  

o However, the interplay with other ETS design elements needs to be kept in mind: the 

combination of a one-off reduction and the MSR intake will lead to a very tight market 

that year; the automatic invalidation mechanism will lead to a larger than expected 

amount of allowances being invalidated; a rebase of the cap will also reduce the 

availability of Free Allocation compared to a higher ambition that is achieved solely 

through adapting the LRF.  

http://www.ercst.org/
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 While the combination of the functioning of the MSR with the automatic invalidation 

mechanism can de facto decrease the overall ambition (= reduce the budget) of the EU ETS, 

ERCST does not support this approach as it would increase ambition in a non-transparent way, 

‘through the backdoor’.  

o The MSR was never intended to increase the ambition of the ETS - it was created, as 

outlined in its objectives, to manage structural existing market imbalances, as well as 

future imbalances. 

 

 

Rationale/comments  

 ERCST recognises that the current system of free allocation compensation is not sustainable 

in the long-term (as it will start to ‘run out’ in the near- to mid-term with the current rules, 

and might even surpass the cap in the longer-term), and thus supports the Commission’s work 

in searching for alternatives, including through carbon adjustments at the border, such as 

designing a Carbon Border Adjustment Measure. A comparison of the effectiveness of the 

current measures vs. a CBAM should be assessed, as well as the implications of a potential 

transition from one measure to the other. 

 In the meantime, assurance of protection through free allocation is necessary, and the 

application of the CSCF should be avoided. 

 If alternative approaches are operationalised to ensure protection against carbon leakage, 

ERCST supports the phase-out of free allocation and gradual increase in the auction share. 

However, if alternatives which are currently being considered fail to materialise and the risk 

of carbon leakage due to asymmetrical climate policies persists, the amount of free allocation 

available might even need to be increased.. 

  

http://www.ercst.org/
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B. Addressing the risk of carbon leakage  

 

Rationale/comments  

 ERCST recognises that the current system of free allocation compensation is not sustainable 

in the long-term (as it will start to ‘run out’ in the near- to mid-term with the current rules, 

and might even surpass the cap in the longer-term), and thus the Commission’s work in 

searching for alternatives, including through carbon adjustments at the border, such as 

designing a Carbon Border Adjustment Measure. A comparison of the effectiveness of the 

current measures vs. a CBAM should be assessed, as well as the implications of a potential 

transition from one measure to the other. 

 ERCST believes that support should be as targeted as possible: 

o Changes in activity levels from installations should better be reflected in the amount 

free allocation received. While progress has been made compared to Phase 3 in the 

2018 review, more can be done as current rules will still result in some levels of over- 

and under-allocation to installations.   

o The ability for certain industries to pass-through carbon costs should be taken into 

account when assessing the risk of carbon leakage.  

o The current approach of applying a cross-sectoral correction factor (CSCF) when not 

sufficient free allocation is available is not a good approach. If policymakers decide to 

continue the application of a hard ceiling on the amount of free allocation, a uniform 

cut in free allocation over all sectors would not be fit for purpose as the risk of carbon 

leakage is not equal in different sectors. This risk should be taken into account.  

 ERCST supports exploring the use of further supportive measures to incentivise GHG 

reductions, including through the innovation fund and CCfDs.  

http://www.ercst.org/
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Rationale/comments  

 ERCST supports increasing transparency and making available underlying data to 

stakeholders.  

 Where possible and feasible, additional product benchmarks should be developed as this 

would result in the most targeted allocation of allowances, resulting in the lowest risk of over- 

or under-allocation. 

 While limiting the annual reduction rate for each benchmark can create an incentive for 

installations to adopt the best available technologies, ERCST recognises that the current 

maximum annual reduction rates are not in line with the targets of the European Green Deal.  

http://www.ercst.org/
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Rationale/comments  

 Indirect costs will rise in the near- to mid-future as carbon prices are expected to continue to 

increase and price setting in the electricity market is done at the margin. As industry continues 

to electrify, indirect costs will increasingly become a more potent risk for carbon leakage to 

occur. 

 The current approach of letting Member States decide is not suitable as it risks distorting the 

internal market. Although increasingly more Member States are providing compensation for 

indirect costs, experience has shown that mostly richer Member States have provided 

compensation throughout Phase 3. Moreover, Member States have to reconfirm their 

schemes for Phase 4, creating uncertainty for beneficiaries.  

 As such, ERCST supports the further harmonisation of indirect costs compensation. Ideally, an 

EU-wide scheme should be setup, financed through e.g. auctioning revenues or future 

revenues from a CBAM.  

 Moreover, putting a hard ceiling on the amount of compensation that can be given relative to 

auctioning revenues does not make sense as both are dependent on different factors  

o The magnitude of indirect costs are dependent on the electro-intensity of industry in 

a Member State, as well as the national/regional emissions factor or GHG intensity of 

power production – on the contrary, auctioning revenues are a function of the cap 

and a Member State’s verified emissions in the baseline period.  

o Thus, this rule can turn out beneficial for some Member States while being 

detrimental to others, depending on national circumstances.  
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C.  An increasing role for emissions trading 

 

 

 

 

 

 

 

 

 

 

 

Rationale/comments  

 ERCST believes that putting a price on carbon can be an important part of the toolbox to 

decarbonise any sector. It is however not the only tool, other supply- and demand-side policy 

tools need to developed or maintained.  
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Rationale/comments  

 While all positive and negative outlined above are true to some extent, in the end the 

potential benefits need to be weighed against the potential downsides and risks.  

 ERCST believes that the risks of integrating these sectors in the EU ETS currently outweigh the 

potential benefits outlined above. ERCST supports a cautious and gradual approach in which 

a separate ETS is first developed for other sectors, which can be integrated over time.   
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Rationale/comments  

 As per economic theory, two-way flexibilities will increase overall cost-efficiency, and should 

be explored especially if the ultimate goal would for both systems to integrate to one. Limits 

should be put in place to what extent these flexibilities can be utilised, which can gradually be 

removed over time.  

 However, conflicting considerations have to be taken into account: as marginal abatement 

costs are higher in the road transport and buildings sector, having access to allowances from 

the current ETS sector could reduce overall costs – this could alleviate some of the 

distributional impact and energy poverty concerns, at least in the short to medium term.  

 At the same time, as prices would converge through flexibilities, installations in the current 

ETS would face higher costs. Seeing as carbon leakage concerns are mostly limited to the 

current ETS sectors, this increase in costs has to be considered as well.  

 In the longer-term, flexibilities will become increasingly important if ultimately an integration 

of both systems is desired, and liquidity and other market functioning considerations come 

into play.  

 

http://www.ercst.org/
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Rationale/comments  

 ERCST believes that some fundamental characteristics of the market, such as MRV rules, the 

infrastructure, the market stability rules and the pace of reductions need to be similar to the 

current ETS in order to be able to integrate them eventually.  

 The other elements included are less important as they do have less impact on the functioning 

of the market and behaviour of market participants.  
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D. Extension to Maritime greenhouse gas emissions  

 

Rationale/comments  

 While ERCST is an advocate of an international mechanism to address maritime emissions, we 

support its integration in the EU ETS given the lack of action and progress currently observed 

at the international level. 
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Rationale/comments  

 While ERCST is an advocate of an international mechanism to address maritime emissions, we 

support its integration in the EU ETS given the lack of action and progress currently observed 

at the international level.  

 As long as no international mechanism exists, extra-EU voyages should be addressed through 

carbon pricing.  
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Rationale/comments  

 Given the international sensitivity of the issue, and potential for international repercussions 

similar to what happened to the inclusion of international aviation, limiting the application of 

the EU ETS to 50% of both the incoming and the outgoing journeys would seem a possible 

solution. 

 This would also allow for other countries to put in place similar policy tools for ‘their’ share of 

the journeys.  
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E. Market stability 

 

 

Rationale/comments  

 The main objectives of the MSR are outlined in the Decision, and ERCST understands the goals 

to be the following:  

o Eliminate the historical structural supply-demand imbalance within a reasonable 

amount of time;  

o Bring the TNAC within range of the MSR thresholds in case of new events within a 

reasonable amount of time. 

 What exactly is meant by ‘stability’ is unclear.  

 Having said that, we believe that MSR has worked well so far but that improvements are 

necessary. For example, the current intake rate is insufficient to ensure a balanced market 

within a reasonable amount of time. At the same time, thresholds should be made dynamic 

and dependent on changing hedging behaviour of market participants.  
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Rationale/comments  

 The system of thresholds should be kept, as they are supposed to give an indication to what 

level of surplus the market ‘needs’ to properly function (e.g. ensure liquidity, allow for 

hedging, allow for some speculation). 

 Both the options to increase/decrease have been selected here as the thresholds should be 

set following a transparent assessment to determine whether the current thresholds are fit 

for purpose or not, taking into account the changes in hedging behaviour/needs of the power 

sector, as it has been decarbonising, as well as hedging behaviour of industrial players, which 

has started to emerge. While it can be generally expected that the hedging needs will decrease 

as covered entities decarbonise, the behaviour of market participants can also change over 

time (e.g. emerging hedging behaviour from industry)  

 

Rationale/comments  

 The intake rate should be sufficiently high, as to ensure that the MSR can bring the TNAC back 

within the thresholds in a reasonable amount of time.  

 Given current dynamics, and known sources of expected surplus in the years to come (e.g. 

coal phase-outs) the intake rate might need to be kept considerably high in order to cope.  

 At the same time, a very high intake rate might reduce the short-term availability of 

allowances (as auctioning is reduced considerably) and put more market power in the hands 

of those entities that are holding on to allowances currently. These considerations should also 

be taken into account. 

 In the longer term, it would make more sense to make the intake rate as a percentage of the 

‘bad’ surplus (the amount above the upper threshold) rather than a percentage of the total 

surplus/TNAC 

 Periodic reviews (more frequent than currently) should be introduced to ensure the 

right/necessary intake rate is set based on the outlook of the market. 

http://www.ercst.org/
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Rationale/comments  

 It has to be noted that both the backloading decision and MSR were initially presented by the 

regulators as a measure that would initially take out, but ultimately return allowances to the 

market. However, the 2018 review introduced the invalidation mechanism, permanently 

invalidating allowances, and thus contradicting this initial presentation. 

 In ERCST’s view, the MSR is wrongfully being seen by some stakeholders as a tool to increase 

ambition. 

 However, a case could certainly be made that a significant number of allowances may 

accumulate in the MSR over time, together with an increase in the TNAC, should the 

absorption power of the MSR not match the decrease in demand. This is certainly a legitimate 

reason to examine the amounts in the TNAC and in the MSR and potentially take action. 

However, such an examination should not be undertaken without understanding its origins 

and causes, as well as determine how to best treat it. A regular, qualitative assessment is 

emerging as an appropriate approach. 

 

Rationale/comments  

 Aviation is a source of demand for EUAs which impacts the actual availability of allowances on 

the market. Given that aviation has consistently been ‘short’ and is expected to remain so, the 
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TNAC as it is currently defined will increasingly be a less accurate indicator of the actual surplus 

of the market.   

 

Rationale/comments  

 While ERCST does not believe that voluntary cancellation should become mandatory, as it 

might hamper Member State’s willingness to introduce additional policies, we also think that 

the current system leads to too much uncertainty for stakeholders.  

 ERCST supports that cancellation should take place in order to mitigate the impact of 

overlapping policies, but that this would better be carried out at EU-level based on regular 

assessments. Moreover, rather than immediately cancelling these allowances, ERCST would 

support placing them in the MSR.  
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F. Revenues  

 

Rationale/comments  

 Though economic theory indicates that lowering labour taxation would have the best GDP 

impacts, ERCST believes that ETS revenues should be recycled in order to speed up the 

transition and help alleviate the distributional impacts associated with the ETS, in order to 

ensure a sustainable transition and increase support for the policy instrument.  

 

Rationale/comments  

 Based on Member State’s reports we can conclude that so far during Phase 4 of the EU ETS, 

around 80% of revenues has been spent on climate and energy purposes. At the same time, 
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this percentage has been decreasing recently as auctioning revenues have risen considerably, 

and large differences exist between different Member States. 

 As was outlined earlier, ERCST supports to recycle ETS revenues to further investments in ETS 

covered sectors and address distributional impacts caused by the ETS. This can either be done 

through increasing the funding available for dedicated funds or by ensuring that Member 

States spend their revenues in line with these objectives.  
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G. Low-carbon support mechanics  

 

Rationale/comments  

 The first call for proposals has shown that the interest from project developers for the 

Innovation Fund is high:  311 proposals were submitted, requesting in total €21.7 billion while 

the entire Innovating Fund is only expected to provide around €10 billion over Phase 4 at 

current market prices.  

 As ERCST considers the Innovation Fund to be a vital tool in helping industry decarbonise, we 

believe that its size should at least be doubled, with the option to increase further if the 

interest from project developers persists or increases.  

 If a CBAM is implemented, ERCST proposes that (part of) the revenues should be used to 

finance the increase in size of the Innovation Fund  
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Rationale/comments  

 CCfDs offer an assurance about the future trajectory of carbon prices in the form of a fixed 

price for certain emissions reductions. Current prices are too low to make carbon-neutral 

technologies for many EITE industries economically viable, a CCfD will serve to guarantee the 

substantially higher carbon price needed to enable investments in technologies producing 

low- and ultra-low carbon materials.  

 ERCST believes that CCfDs, among other support mechanisms, should be part of the ‘toolbox’ 

to help industry decarbonise and will help create a market for low-carbon products 

 ERCST would support some kind of competitive bidding process, such as reverse auctioning, 

to ensure a market element is included  

 

Rationale/comments  

 ERCST believes that the size of the Modernisation Fund should increase.  

 It was set up to help finance energy investments needs in the 10 beneficiaries, and was initially 

estimated (based on the Commission’s 2014 impact assessment) to cover between 3-9% of 

the additional investment needs associated with the 2030 climate and energy framework. 

 ERCST believes a similar discussion is warranted to determine what size the Modernisation 

Fund should be increased to. First, an impact assessment is necessary to estimate the 

additional investment needs associated with the European Green Deal in these Member 

States. Next, an informed decision can be made as to what percentage of these investments 

are to be covered through the Modernisation Fund. Given the likely scale of necessary 

investments, and increase in absolute terms, ERCST believes 15% to be a fair amount.  
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Rationale/comments  

 ERCST believes that, based on the work it has undertaken previously on the Modernisation 

Fund and interactions with policymakers and stakeholders, the large majority of the 

Modernisation Fund will be used to finance the so-called ‘priority projects’. As such, we do 

not see the need to revise the investment rules at this stage, especially since a revision is 

already scheduled to take place by the end of 2024.  

 At the same time, gas is still considered as a transitional technology which could be vital to 

ensure a sustainable transition and ensure security of supply in some of the Member States 

that benefit from the Modernisation Fund.  
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