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Revenues Accrued in Phase III of the EU ETS 

 
Europe’s flagship policy for the EU in meeting both its 2020 and 2050 climate 
targets, the EU Emissions Trading Scheme, will raise revenues in the range of 
€150-190bn across the EU out to 2020. This would rise to €200-310bn should 
the EU move to a 30% target, with a 34% EU ETS cap relative to 2005. 
Strategic use of such revenues could accelerate the necessary transition to a 
low carbon economy. 

 
 
A number of changes have been introduced in Phase III of the EU ETS to increase the stringency of the 
cap and increase the efficiency of this policy instrument. The most significant change in Phase III has 
been increased level of auctioning in the power sector and free allowances based on 
benchmarking in manufacturing sectors which reduces the efficiency loss associated with free 
allocation. This move towards increased auctioning will result in increased public sector revenues for 
Member State governments. The Commission has outlined that 12% of total auction revenue to be 
redistributed to Member States with lower GDP and who have made reductions beyond their Kyoto 
commitments – namely New Member States in Eastern Europe.  
 
Understanding the scale of revenue generated under different climate policy options is extremely 
important. The EU has made strong commitments to transform energy use and emissions in the 2008 
EU Climate and Energy Package, which may indeed be strengthened should the EU move beyond a 20% 
reduction target by 2020. There are also genuine concerns regarding the competitiveness impacts of a 
more stringent carbon price in the EU in particular sectors and the timely opportunity to shift towards 
low carbon production practices which will not be fully realized with a carbon pricing policy alone. In 
addition to outlined domestic ambition, the EU has expressed the commitment to assist with finance for 
climate adaptation, mitigation and developing country capacity building at the international level. 
 
Recent research by Climate Strategies (Cooper and Grubb, 2011)1 has estimated the likely scale and 
distribution of revenues associated with auctioning these allowances and also assesses how this might 
be affected should the EU move beyond a 20% emissions reduction target by 2020. The estimates have 
been made using best available information but inherent uncertainties exist regarding the carbon price 
and its trajectory over Phase III of the EU ETS, so main emphasis is upon the relative magnitude of 
auction revenues that could be generated under different allocation scenarios. The report also looks at 
the scale of revenues that might be raised by moving to auctioning in the cement and/or steel 
sectors (assumed to be in combination with border levelling to prevent carbon leakage)2.  

                                                
1 Climate Strategies, Cooper & Grubb (2011), Revenues Dimension of the EU ETS Phase III¸Cambridge, UK 

http://climatestrategies.org/research/our-reports/category/61/313.html 
2 For transparency and simplicity the paper assumes that the carbon price starts at €15/tCO2 in the first year of Phase III 

(2013) and rises linearly towards the price levels projected for 2020 in the published scenarios of the European Commission, 
and presents results in terms of the total cumulative revenues over the eight years of Phase III. Since markets are forward 
looking, this will tend to underestimate the impact of the higher price scenarios. Although €15/tCO2 is at the low end of 
current expectations, there is a chance that this estimate could be depressed further should the EU make large energy 
efficiency improvements in line with targets and/or there is significant oversupply in the market. The use of €15/tCO2 is 
therefore the best available estimate for 2013. The impact of allocation benchmarks in cement and steel are modelled 
explicitly, but not in other sectors, and for simplicity it is assumed that the overall decline in emissions corresponding to the 
cap is distributed equally across regions and sectors. For a fuller description of the approach used and the caveats to the 
approach, please see Climate Strategies, Cooper & Grubb (2011). Border levelling means charging for implied carbon in 
imports (‘Inclusion of importers’, under Art 10b of the Dec 2008 Directive), and reimbursing carbon costs upon export of these 
specific carbon intensive primary commodities.  
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The report finds that the allocation structure currently proposed by the European Commission would 
raise €150-190bn3 across the EU out to 2020. This would rise to €200-310bn should the EU move to 
a 30% target (with 34% EU ETS cap relative to 2005). Germany would receive the highest proportion 
of auction revenue by far (€37-46bn under 20%), even after redistribution of 12% of auction revenue 
to Member States with lower GDP per capita and who have significantly exceeded their Kyoto target. 
Italy, Poland, Spain and the UK would each accrue over €10bn in auction revenue from the power 
sector alone. These are not insignificant numbers, even at the lower end of the scale.  
 

Table 1: Modelling results showing revenue accrued to Member States following redistribution of 
auction rights entitlements.  

€ million in revenues during Phase III of the EU ETS 
20% (a) 
scenario 

(€17/tCO2) 

20% (b) 
scenario 

(€25/tCO2) 

30% (a) 
scenario 

(€30/tCO2) 

30% (b) 
scenario 

(€55/tCO2) 
  

Country 

  
Final 

auction 
rights 

entitlement 
(%) Power & manufacturing not at risk 

Austria 88 1,040 1,294 1,346 2,069 
Belgium 96.8 2,194 2,737 2,844 4,379 
Bulgaria 150.3 3,562 4,623 4,823 7,808 
Cyprus 105.6 312 404 422 684 

Czech Republic 117.4 5,878 7,632 7,962 12,889 
Denmark 88 2,242 2,790 2,901 4,457 
Estonia 145.2 1,567 2,033 2,120 3,431 
Finland 88 2,554 3,179 3,304 5,071 
France 88 4,299 5,357 5,570 8,569 

Germany 88 36,591 45,551 47,354 72,740 
Greece 103 6,530 8,125 8,444 12,959 

Hungary  120.7 1,067 1,386 1,446 2,340 
Ireland 88 1,335 1,668 1,734 2,673 
Italy 89.8 14,365 17,888 18,599 28,580 

Latvia 196.9 181 236 246 400 
Lithuania 173.6 399 519 545 882 

Luxembourg 95 5 7 7 11 
Netherlands 88 4,869 6,062 6,301 9,682 

Poland 128 16,878 21,907 22,857 36,998 
Portugal 102.1 2,121 2,640 2,744 4,214 
Romania 152 3,972 5,157 5,379 8,707 
Slovakia 129.2 775 1,006 1,050 1,700 
Slovenia 105.6 427 553 578 936 

Spain 99.4 13,300 16,563 17,217 26,461 
Sweden 96.8 684 852 892 1,371 

UK 88 18,537 23,077 23,987 36,847 
Totals4 n/a 145,684 183,246 190,672 296,858 

Source: CITL & Ellerman et al (Eds) “Pricing Carbon”5 
 
An alternative scenario; including cement and steel in auctions from 2013 coupled with border 
levelling, may in fact address some of the risks associated with free allocation, A number of 

                                                
3 We offer a range of estimates because for each of the emissions reduction targets (20% & 30%), we consider different 

permissible levels of offsets which leads to corresponding high and low carbon price estimates for 2020 as outlined by the 
European Commission.	  	  

4 Malta is not included in the calculations due to insufficient data in the CITL database. Only two power sector installations are 
recorded and there is no data on emissions in 2008. 

5	  Ellerman et al. (Eds), “Pricing Carbon” use the European Commission’s provisions to calculate the revenues accrued by each 
Member States following the 12% redistribution. Table 8 outlines what these percentages would be based on the authors’ 
calculations and then assigns an absolute amount based on our calculations. We advise that the numbers should be 
interpreted as an approximation for the reasons already outlined. 
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distortionary incentives, relating to plant life and operation, energy efficiency investments and demand 
substitution could arise from free allocation if it is not correctly linked to production and investment 
decisions. Even though in the short term the incentives to relocate, leading to carbon leakage, are often 
reduced with free allocation, the incentives to improve production efficiencies are dampened in the 
longer term.   
 
In the cement sector, the alternative scenario of full auctioning (with border levelling6) would raise €20-
25bn across the EU under 20% target, rising to €26-€40bn under the 30% target. Cement production 
and revenues are distributed across Member States, but with relatively higher proportion in the 
former ‘cohesion countries’ (Portugal, Spain, Italy, Greece and Ireland) where auctioning in cement 
would raise €7.5–15bn across the various scenarios. Steel production is more concentrated in a limited 
number of Member States, the corresponding revenues from auctioning would be similar to cement at 
€13-25bn (20% target) or €17-41bn (30%). However the baseline for ‘current policies’ revenues from 
steel would be higher (due to the nature of benchmarked free allocation), so the additional revenues 
from moving to auctioning would be less and the complexities of border leveling greater, as identified in 
our previous work.  
 
In the implementation of the 20% energy efficiency target, the Commission will have to monitor the 
impact of new measures on the ETS in order to maintain the incentives in the ETS rewarding low carbon 
investments and accelerating innovations in ETS sectors needed in the future. The European Commision 
has explicitly outlined the option of setting aside a number of allowances from the overall cap to be 
auctioned during the period 2013 to 2020 in order to maintain strong carbon price signals. The amount 
to be set aside will rise if the EU chooses to move to a 30% target, raising the price of EUAs further. 
These actions would aim to ensure the contribution to the energy efficiency target would be made in a 
more cost efficient manner in both, the ETS and non-ETS sectors. The exact amount of allowances from 
the EU ETS that will be set aside is unknown but would be additional to the calculations in the 
paper. 
 
Making good use of ETS revenues 
It is not credible for revenues on the scales indicated from cement to be used mainly for technology-
related measures within that sector alone. The possible needs for steel sector technology investments 
are greater, as might be the corresponding long term economic benefits, but the net fiscal gains from 
auctioning to steel overall would be more uncertain and less widely distributed.  
 
While it is the prerogative of each Member State to decide how to use the revenues accrued, in order to 
attain these broad climate related commitments, a number of policies have been suggested to galvanise 
the necessary transition to a low carbon economy such as:   
 

• Helping some major electricity consumers and vulnerable groups invest in 
improving electricity efficiency to ameliorate the cost impacts. The effect of 
carbon costs on electricity producers production costs and prices may impact downstream 
on sectors at risk of carbon leakage. In particular, heavy electricity-intensive 
manufacturing, like aluminium for example, which operates in a highly competitive 
international market and for which electricity costs is the dominant input cost and 
vulnerable domestic consumers. 

• Demonstrating CCS technology. The EU has made clear its intention to prioritize carbon 
capture and storage (CCS) as a key technology in the effort to reduce GHG emissions, and 
in particular facilitate mitigation across the power and industrial sector (e.g., steel, 
aluminium, cement, etc.). Auctioning revenue could be used in addition to the “New 
Entrants Reserve 300” (the set-aside of 300 million allowances and could raise over €5bn). 

                                                
6 The estimates are for auctioning alone even though we suggest the use of both policies simultaneously.	  
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• Doubling of other low carbon energy RD&D towards the Strategic Energy Technology 
plan aiming for €50bn over the next decade from current levels of around €2.5bn/yr. 

• Strengthening EIB project loans for renewables (currently around €3-4bn/yr) and 
transnational grid infrastructure. Combined with technology expenditures (excepting the 
direct national support schemes like feed-in tariffs), this is estimated to be lower than the 
likely scale of auction revenues7. 2050 Roadmap studies clearly point towards the need to 
greatly strengthen the EU grid infrastructure, particularly to make best use of renewable 
energy resources in the North Sea and in the Mediterranean region. Such investment would 
have multiple benefits, including in terms of enhancing energy flexibility and security in the 
EU. Financing European grid infrastructure and encouraging the uptake of renewable 
technology projects are thus obvious potential uses of revenues from ETS auctions to the 
power sector. 

 
Beyond these relatively “internal sectoral” expenditures, another level of potential use of revenues would 
be:  

• International climate expenditures – Public funds for international climate 
expenditures already exceed €1bn/yr and the EU is committed under the Copenhagen-
Cancun agreements to increase this, under the “fast start” financing to €21bn/yr over 
2010-2012, and ultimately up to €100bn/yr collectively across industrialised countries from 
all sources including private sector (e.g. offsets). Auction revenues would be an obvious 
potential source, and revenues from any border levelling measures would have particular 
relevance in this context.  

• Revenue recycling through reduction in other taxes, which touches on a long but 
still contested literature on the potential macroeconomic benefits of raising more money 
from pollution charges and less from income or corporate taxation.  
 

• Debt reduction – Total auction revenues overall would amount to only a few percent of 
the EU’s overall 2009 debt levels (about 2% at the lower level, up to 4-5% for the high 
scenarios).  At the same time, this is not trivial particularly in relation to the severe 
difficulties in key Member States.  
 

Using auction revenues for wider fiscal purposes would be controversial, and could distort the 
fundamental purpose of the EU ETS. At the same time, it is hard to envisage the likely level of revenues 
in the early years of Phase III being sensibly absorbed for sector/technology-specific, or even broader 
climate-specific purposes, as these programmes necessarily scale up over time. Also, applying auction 
revenues to these purposes displaces the drain on core national budgets. Our earlier work8 underlined 
efficiency arguments for auctioning, subject to solutions regarding carbon leakage.  
 
However, the low carbon transition is a massive challenge, and should form the primary long-term 
strategic focus of debates around the use of auction revenues which if used correctly could make a 
meaningful contribution towards helping the EU realise its climate ambitions. 
 

                                                
7	  As of 2011, the European Commission has argued that net annual investment in renewable energy projects will have to 

rapidly increase from levels of €35 billion, as seen in 2009, to €70 billion per annum in order to provide sufficient 
renewable power generation by 2020.	  	  

8 For details please refer to http://www.climatestrategies.org/research/our-reports/category/61.html and 
http://www.climatestrategies.org/research/our-reports/category/32.html 

Climate Strategies aims to assist governments in solving the collective action problem of climate change. It connects 
leading applied research on international climate change issues to the policy process and to public debate. All views 
expressed are personal. Climate Strategies does not take positions on policy issues. Further reports on the topic may be 
found on www.climatestrategies.org 


