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Four good reasons for a price floor
In emissions trading

A new study highlights the need for action on the part of the new EU Commission and explains why the
recent reforms are not sufficient.

04/11/2019 Berlin. When the new EU Commission starts in December under Ursula von der Leyen, climate
policy will be high on the agenda. About half of greenhouse gas emissions have been limited by the
European Emissions Trading System (EU ETS) since 2005 - and after prices for emission allowances have
been extremely low for a very long time, they are finally at a significantly higher level since 2018. However,
if the EU ETS is to provide effective incentives for investment in carbon-free technologies, it needs a
minimum price as soon as possible. This was demonstrated by a new study carried out with the
participation of the Berlin climate research institute MCC (Mercator Research Institute on Global Commons
and Climate Change). The study has now been published in the renowned journal Climate Policy.

The team of authors from five countries analysed the scientific literature on the effectiveness of emissions
trading systems and discussed it in several workshops with experts from science, politics, industry, and
NGOs. According to the study, it cannot be ruled out that the current price of 25 to 30 euros per tonne of
CO2 might merely reflect a speculative bubble. Thus, the price could collapse again— for example, if
individual governments decide on additional measures to reduce carbon emissions and thus the demand for
emission allowances.

“We are demonstrating that the reforms to date, and in particular the instrument of the Market Stability
Reserve, are not sufficient to make European emissions trading truly effective”, explains MCC Director
Ottmar Edenhofer, one of the authors of the study. “For example, due to the way the instrument has been
structured so far, the German coal phase-out could have the absurd consequence that it does not reduce
carbon emissions on a European scale, but instead increases them.”

The study systematically deals with possible objections to a minimum price and provides the new EU
Commission with four arguments for immediate action. First, certificate prices might fall significantly even
again after the introduction of the Market Stability Reserve, the mechanism cannot reliably stabilise price
expectations. Second, according to the latest scientific research, a hybrid instrument consisting of quantity
control and a price floor is superior to pure quantity control. Third, despite frequent claims, the principle of
unanimity in the EU Council, which applies for tax issues, does not apply to a minimum price in the
emissions trading system. Fourth, even an initial price floor below the current market level would be an
important signal for investment decisions.
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“The next opportunity for action is the review of the Market Stability Reserve in 2021", says Edenhofer.
“After France, the Netherlands, Sweden, Portugal and Spain, Germany has also recently come out in favour
of such a reform. It's important that Brussels addresses this issue now.”

About the MCC

The MCC explores sustainable management as well as the use of common goods such as global
environmental systems and social infrastructures against the background of climate change. Our seven
working groups are active in the fields of economic growth and development, resources and international
trade, cities and infrastructure, governance and scientific policy advice. The MCC was co-founded by the
Mercator Foundation and the Potsdam Institute for Climate Impact Research (PIK).
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