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SUMMARY In its third phase (2013-20) the European Union's emissions
trading system (ETS) will issue allowances for around two billion tonnes of
€02 equivalent each year. The emission rights are valued at around €30-35
billion at current prices, between one-half and two-thirds of the amount the
EU spends on the Common Agricultural Policy. The redistributive effects of
the allocation of emission allowances are therefore potentially significant.
Quantitative indicators for the relative degree to which individual countries
will be affected by the ETS suggest that economic consequences for the
member states will be quite different. By comparing the indicators for each
country with that country's initial allocation, we find, however, that coun-
tries with less favourable initial conditions are largely compensated.

POLICY CHALLENGE

The challenge for the ETS is that distributional concerns should not out-
weigh efficiency targets and the need for transparency. Our indicators
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suggest that countries with the
highest abatement burden are
already compensated through the
allocation of free emission rights and
revenues from the auctioning of
allowances. Additional exceptions
that would challenge the efficiency of
the ETS are not generally justified.
This is particularly true for free
allowances. Thus, the shift from the
allocation of free allowances towards
the allocation of auction revenues
should be speeded up. This implies
reducing the high number of sectors
entitled to free allowances.
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5. As electricity is
responsible for about
half of ETS emissions.
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tor. Thus, from the textiles finish-
ing sector, Germany would lose
0.0003 percent of its added value
(0.02 percent times 1.6 percent).
We sum up these losses for the 20
most-affected sectors for each
country. This gives a loss of 0.15
percent of added value for Ger-
many and 0.25 percent for Spain.
Then we divide the individual coun-
try's loss by the mean loss of
added value to see which coun-
tries are more and which are less
affected due to their industrial
structure. This constitutes our vul-
nerability indicator.

Result: Due to their industrial
structures, Hungary, Poland and
Spain could lose a higher share of
their added value than France,
Italy or the UK. In Poland and
Spain, this is in part due to a high
share of cement production in the
added value. This may in part be a
consequence of our 2007 data
coinciding with a construction
boom in both countries. However,
even when ignoring the cement
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10. In this case, several
analysts predict a dou-
bling of the carbon price
which might bring the
value of the annual allo-
cation to about €60
billion, the same level as
current CAP spending.

11. For example, the
requirement to re-evalu-
ate in 2014 the vulnera-
bility of sectors deemed

to be at risk of carbon
leakage should be taken
seriously.

12. Auctioning
allowances is typically
more efficient and trans-
parent than allocating
free allowances. First,
double dividends might
arise (see section 1.5).
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and turnover in carbon-leakage
industries. Consequently, other
countries with disproportionately
high shares in these industries will
receive higher shares of free
allowances. At the same time, the
total number of allowances to be
auctioned shrinks and Spain will
obtain lower allowance auction
revenues.

3. POLICY IMPLICATIONS

The cost of pricing carbon differs
substantially throughout Europe.
Some countries, such as France,
have significantly below-average
costs; others such as Poland seem

sion have been influenced by
redistribution (and possibly trans-
fer) motives. Thus, the ETS, which
can distribute allowances worth
€30-35 billion per year, is now one
of the largest redistribution
machines in the EU, and could
become an even bigger redistribu-
tion machine if a decision is made
to tighten the cap in order to
reduce emissions by 30 percent
by 2020*. The big policy challenge
will be to speed up the shift from
the allocation of free allowances
towards the allocation of auction
revenues™. The latter is essential
to ensure the transparency of
transfers and to increase the effi-
ciency of the ETS* in the decades
to come.

Research assistance by Anta
Ndoye and Hendrik Worschech is
gratefully acknowledged.

Bruegel, Rue de la Charité 33, B-1210 Brussels, (+32) 2 227 4210 info@bruegel.org www.bruegel.org




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <FEFF005500740069006c0069006300650020006500730074006100200063006f006e0066006900670075007200610063006900f3006e0020007000610072006100200063007200650061007200200064006f00630075006d0065006e0074006f00730020005000440046002000640065002000410064006f0062006500200061006400650063007500600650020006 >
    /ESP <>
    /ESP < (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)500720NOR0065006372740065006f0b65006e0020096f1Fip006e05f6004100005e0300740063>
    /ESP <Fc4100005e0307200064006f0065006e0
    /ESP < <Fc41006c026f007300200075006e0064002000410064006f0062006500200052006500610064006500720065SP <Fc41006c026f0073006e05f60e06006c00640020006500720PTB0065006e002e>
    /ESP <  /ESP <Fc410e0063050066636801666366f00630063o4R01666366f00630068a6f00630068a6f0a)r068a6f0a)r068a6f0a)r06 0065002000410f2000064005/0n.06500H9VBe002e05parrrrrrra6f0063vf650a5efa7aAE5075006e006400ue90640063m0ue00630062006e006463vf600006400e06004100005e03052071650e630068a6f0a1730265056500630020006e0b61010f2000064000200c6100720020006100616e74006900650f6500040062007400206065006370640f4164610072006300410064006f006200200c6100720265056590640063m0ue0b200064016500640069017307630068a6f0a66f1Fip006500610064016c40046064016c40046002000670640605f874006f0063006f096e0b610b61006100410064046e006400ue1Fip0765SP <Fc41006c026f0073006e05f60e06006c00640020062006500200052006500 ge06006c00640020062006500200052006500 ge1Wm ge1Wm ge16500040062007400206e006Rcf0a1730UoF .l6850069017302650565006500630f0003200063006500730d7400690f2000637f6e506d0069000UoF .l6850069006c026f007300100075006e0064002000ENU (Use these sett500s to crea PD006500c70 cumentens best sullid f064high-qutelly400650072400int500.  Crea Pd0c70 cumentens ck d500geopPd0withiseerd voaptiprepress-afdrukkeaptila Poge kw>4002/Namespace [00200(prepre kwal(Commone kwal(1.0e kw]002/OtherNamespaces [00200<<0020002/Asss-afdS500ads false0020002/CropImagesToFrames true0020002/ErrorControl /WarnAndContinue0020002/Fla n terIgnoreS500adOverrides false0020002/IncludeGuidesGrids false0020002/IncludeNonP0int500 false0020002/IncludeSlu0 false0020002/Namespace [002000200(prepre kwal0200(InDesigne kwal0200(4.0e kwwwww]0020002/OmitPlacedBitmaps false0020002/OmitPlacedEPS false0020002/OmitPlacedc70 false0020002/Simula POver00int /Legacy00200>>00200<<0020002/AddBleedMarks false0020002/AddColorBars false0020002/AddCropMarks false0020002/AddPageInfo false0020002/AddRegMarks false0020002/ConvertColors2/ConvertToCMYK0020002/Dest50ationP0ofileName ()0020002/Dest50ationP0ofileSelect064/DumentenCMYK0020002/Downsample16BitImages true0020002/Fla n terP007et0<<00200020004007etSelect064/MediumResolution0020002>>0020002/FormElentens false0020002/G tera PStructure false0020002/IncludeBookmarks false0020002/IncludeHyperlinks false0020002/IncludeIn Poactive false0020002/IncludeLayers false0020002/IncludeP0ofiles false0020002/MultimediaHaptl500 /UseObjectSett500s0020002/Namespace [002000200(prepre kwal0200(Crea iveSullie kwal0200(2.0e kwwwww]0020002/c70XOutputIn PntP0ofileSelect064/DumentenCMYK0020002/4007erveEdit500 true0020002/UntaggedCMYKHaptl500 /LeaveUntagged0020002/UntaggedRGBHaptl500 /UseDumentenP0ofile0020002/UseDumentenBleed false00200>>002]
>> setdist5ller0arams
<<002/HWResolution [2730 2730]002/PageSize [612.030 792.030]
>> setpagedevice


