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Shaping EU climateand energypolicy:

Insightsfrom and questionsfor the Ariadne project

Who is in the room?

15 sec           -intro each
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WELCOME!



EU ETS 1 & 2

present& future

nitty gritty bits and pieces:

MSR-1 & MSR-2

Art. 29a & 30h

political processand constraints

future research
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CRITERIA FOR FUNCTIONING MARKETS



prices as scarcity signals

prices reflect current and expected future fundamentals

marginal abatement costs

expected long-run scarcity of allowances

üimportant for abatement and investment decisions

intertemporal arbitrage

market participants trade off value of emitting today vs. emitting at a future point in time (several years)

expectations matter!

üimportant for investment decisions
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MARKETS, EXPECTATIONS, PRICES I



absence of market power

no individual market participant is able to strategically affect prices

absence of cartels and collusion

üimportant for market efficiency

liquidity

at any point in time, the number of potential buyers and sellers and the number of potential allowances to be bought and sold

is sufficient to avoid (short-term) market power

üimportant for avoiding price volatility

transaction costs

the costs of trading should be small.

üimportant for finding cheapest abatement opportunity
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MARKETS, EXPECTATIONS, PRICES II



requires credible scarcity signal Ą price stability

short-term abatement decisions

low-carbon investments

requires predictable interaction with other climate initiatives ĄƳŀƴŀƎŜ ΨǿŀǘŜǊōŜŘ ŜŦŦŜŎǘΩ

EU (energy efficiency, renewable targets, vehicle standards)

Member States (coal phase-outs, renewable support)

subnational policies and private initiatives
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STRUCTURAL MARKET BALANCE (MSR)
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MSR-1 & MSR-2 COM EP Council

MSR-1 intake if TNAC >1,096 mio. EUAs, intake of 24 %, 
then 12 % from 2031 
over 12 months

same asCOM same asCOM

MSR-1 threshold corridor 1,096 mio. to 833 mio. EUAs
intake then difference ofʼºq"2-̱̬̬ ũłŻʵ >Â"Ɵʹ

921 mio. to 700 mio. EUAs
adjusted by LRF from 2025

same asCOM

MSR-1 release if TNAC <400 mio. EUAs, 
releaseof 100 mio. EUAs over 12 months

same asCOM

adjusted by LRF from 2025
same asCOM

if Art. 29a triggered, releaseover 3 
months no later than 2 months after 
trigger date

MSR-1 max. holdings 400 mio. EUAs, excessto be cancelled same asCOM same asCOM

MSR-2 first TNAC publication in 5/2027
start of operation from 9/2027

starting one yearearlier starting one year later

MSR-2 intake if TNAC >440 mio., -100 mio.
taken in over 12 months

same asCOM same asCOM

MSR-2 release if TNAC <210 mio., +100 Mio.
releasedover 12-months period
if Art. 30h triggered, releaseover 3 months

same asCOM same asCOM

MSR-2 holdings seedingwith 600 mio., 
any l̓eft -oveŕ  allowancesto be cancelledby 1/1/2031

same asCOM same asCOM
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EU ETS-1 EUA PRICES2008 - 2022

MSR 1.0 
legislated

MSR 2.0 
operational

MSR 2.0 
legislated

MSR 2.1 
proposal



Concepts, Crises & Compromises: Reforming the EU ETS in turbulent times| 11

CONFLICTINGSCARCITYSIGNALS

Source: Perino, Willner, Quemin & Pahle (2022)

ÁMSR was tasked to reduce historic 
surplus (TNAC)

Áin principle, suitable

Áin practice, limited effect

ÁTNAC misguided scarcity indicator



examples

COVID
business cycle

status quo

MSR helpful

impact decreasing over time

stops once TNAC < 833 Mt

Fit-for-55 (COM)

increases impact

ability to respond ends earlier
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MSR DAMPENSUNANTICIPATEDSHOCKS

Source: Perino, Willner, Quemin & Pahle (2022)



examples

technological change

overlapping policies

status quo

MSR counterproductive

impact decreasing over time

Fit-for-55

increases impact

increases likelihood of occurrence

Concepts, Crises & Compromises: Reforming the EU ETS in turbulent times| 13

MSR AMPLIFIESANTICIPATEDSHOCKS

Source: Perino, Willner, Quemin & Pahle (2022)



PREVENTING EXCESSIVE FLUCTUATIONS (ART. 29A/30H)
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Art. 29a & Art. 30h COM EP Council

Art. 29a trigger 6 consecutivemonths
avg. price > 3x than avg. price of
2 precedingyears

6 consecutivemonths
avg. price > 2x than avg. price of
2 precedingyears

6 consecutivemonths
avg. price > 2,5xthan avg. 
price
2 precedingyearsprior

Art. 29a procedure COM shall conveneArt. 9 Committee
to check if price evolution due to fundamentals

COM shall conveneArt. 9 Committee 
within 7 daysto check if price evolution
due to fundamentals

automatic

Art. 29a intervention if not, one measuremay be taken
a) MS may bring forward auction quantity
b) MS may auction up to 25% of EUAs from NER
if taken, MSR-1 releases100 mio. EUAs over 12 months
unlessit already releasesdue to TNAC < 400 mio.

if not, any measureshall be taken
same asCOM

and/ or c) releaseof 100 mio. EUAs from
MSR-1 over 6 months

MSR-1 to release75 mio. 
EUAs oncefor 12 months
unlessit already releasesdue 
to TNAC <400 mio.; then
quicker releasewithin 2 
months for 3 months

Art. 30h trigger 3 consecutivemonths
avg. price >2x (>3x) than avg. price of
6 precedingmonths

same asCOM 

but until 2030; 30h(2a):
avg. price exceeds̮̩̭̮̆̃̆˝

same as COM

Art. 30h intervention MSR-2 releases50 mio. (150 mio.)
over 12 months

same asCOM 

but until 2030; 30h(2a):
MSR-2 releases10 mio. if priceϞ ̮̩̆ 
˜Ϟ ̭̮̆ʲ 2yn àŮĂ n± shall take measures
to reduceemissionsto keepprice cap); 
only if other trigger is off

same asCOM
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discrete changes in allowance supply 

underminemarket stability

grey-shaded area indicates range of 

market fundamentals for which no

equilibriumexists ςbecause of Art 

29a/30h

interventions should be

continuous, i.e. continuously 

increasing in the price (supply 

function), to ensure that equilibrium 

exists

reversible, i.e. allowances are 

removed at the same rate if prices 

drop, to avoid strategic behaviour and 

path dependency
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Market Stability Reserve (both systems)

aims at structural imbalances, not short term fluctuations

amplifies rather than dampens price fluctuations not 

based on current fundamentals ςreform proposals 

increase this effect

Art. 29a (old & COM)

aims at price changes not explained by fundamentals

price trigger too high (3x) and discretionary procedure 

ill-designed, i.e. one-sided, discrete, not pegged to cap or 

inflation

if triggered, MSR would neutralize the effect
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MARKET (SUPPLY) MANAGEMENT 

Art. 29a (Council) and 30h (COM)

still one-sided, discrete and not pegged to cap or inflation

coupling to MSR-interventions prevents direct 

counteraction, yet expectations may lead to changes in 

MSR-activity



o EU ETS is driven by expectations

o ōȅ ŘŜǎƛƎƴΣ ǘƘŜ a{w Χ

o Χ ŜǎŎŀƭŀǘŜǎ ǇǊƛŎŜ ǊŜǎǇƻƴǎŜǎ ƛŦ ŜȄǇŜŎǘŀǘƛƻƴǎ ŎƘŀƴƎŜ

o Χ ƛƴŎǊŜŀǎŜǎ ŜƳƛǎǎƛƻƴǎ ƛƴ ǊŜǎǇƻƴǎŜ ǘƻ ŀƳōƛǘƛƻǳǎΣ ŎǊŜŘƛōƭŜ ŀƴŘ ƭƻƴƎ-term climate policies of MS

o adjusting TNAC-ōŀǎŜŘ ǇŀǊŀƳŜǘŜǊǎ ŀƴŘ ǘƘǊŜǎƘƻƭŘǎ ǿƻƴΨǘ ƘŜƭǇ ōŜŎŀǳǎŜ Χ

o Χ ōƻǘƘΣ ǎǘǊŜƴƎǘƘ όǳƴŀƴǘƛŎƛǇŀǘŜŘ ŘŜƳŀƴŘ ŎƘŀƴƎŜǎύ ŀƴŘ ǿŜŀƪƴŜǎǎ όŀƴǘƛŎƛǇŀǘŜŘ ŘŜƳŀƴŘ ŎƘŀƴƎŜǎύ ŀǊŜ ǘƛŜŘ ǘƻ ƛǘ 

o Χ ŎƘŀƴƎƛƴƎ Ƙƻǿ ǘƘŜ a{w ǊŜǎǇƻƴŘǎ ǘƻ ¢b!/ ǿƛƭƭ ƻƴƭȅ ŀŦŦŜŎǘ ōƻǘƘ ŀǎǇŜŎǘǎ Ŝǉǳŀƭƭȅ

o a way out: replace TNAC by the price of allowances, e.g. as proposed in Art. 29a/30h
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WHEREAREWEHEADED? #TRILOGUE



ONE SIZE FITS ALL SOLUTION
(PRICE CONTAINMENT MECHANISM)

get the paper: LINK

https://www.cen.uni-hamburg.de/en/research/policy-briefs/eu-ets-pcm-mechanism-willner-perino.html


Art. 30h only ticks predictability and thus potentially increases volatility and destabilizes the market.

Furthermore, there are interactions with the MSR!

Å TNAC might be pushed over a threshold by intervention

Å potentially leads to a net reduction in allowances rather than an expansion in the medium run

Å price-based interventions and TNAC-based MSR are incompatible 

5 criteria for a well-designed mechanism 

continuity no threshold effects by discrete interventions

predictability clear trigger values and understandable effect of overlapping policies

symmetry contract and expand supply to avoid path-dependency of the cap

synchronism align the size of the intervention relative to the decreasing cap

adjustability correct triggers according to inflation 
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PRICE CONTAINMENTMECHANISMςEVOLUTIONOFART. 29A (COUNCIL) & 30H (COM)
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RESPONSE OF30H VS. PCM ςUPWARDSHOCK

Å/haΩǎ !ǊǘƛŎƭŜ олƘ Ƙŀǎ ƻƴƭȅ 
minor dampening effect

Åonly responds to single large 
shocks

ÅPCM responds to sequences of 
shocks as well

Åshown are PCM base rates of 
0.95% and 5% of annual cap
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RESPONSE OF30H VS. PCM ςBI-DIRECTIONALSHOCK

Å/haΩǎ !ǊǘƛŎƭŜ олƘ Ƙŀǎ ƴƻ ŜŦŦŜŎǘΣ 
because the average price 
ŘƻŜǎƴΩǘ ǘǊƛƎƎŜǊ ƛǘ ŀƴŘ ƛǘ ƻƴƭȅ 
works in one direction

ÅPCM responds to positive and
negative price shocks

Åshown are PCM base rates of 
0.95%, 5% and 15% of annual 
cap
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How does the European legislative 

process constrain design choices?

What are your experiences with the 

determinants of negotiation within and 

between EU institutions?

Which role do external stakeholders, i.e. 

associations or voters play?

How important do you consider path-

dependency?
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Policy

Concept 
& Idea Process

αtƻƭƛǘƛŎŀƭ Constraintsά


