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Preparations of Companies to EU ETS Rules from 
2013 Onwards Show Significant Deficiencies 

The Centre for European Economic Re-
search (ZEW) conducts a yearly survey 
among all German companies that fall un-
der the regulations of the EU emissions 
trading. The survey results are presented 
in the KfW/ZEW CO2 Barometer which is 
targeted at companies, politicians and the 
general public. 145 companies who run 
392 regulated installations and emitted 
192 million tonnes of CO2 in 2010 have 
participated in the current survey. Hence, 
the survey represents 24 % of all installa-
tions in Germany, or 42 % of all emissions 
within the German part of the Emissions 
Trading System. 

Since 2005, greenhouse gas emis-
sions by energy suppliers and energy-in-
tensive industrial installations are regu-
lated by the European Emission Trading 
System (EU ETS). For each tonne of CO2, 
companies that fall under this regulation 
must surrender an emission certificate to 
the regulating authorities. In this way, it 
can be guaranteed that the emissions are 
kept below the emissions cap, since the 
number of certificates issued is limited. 
The European Emission Trading System 
represents a key instrument of the Euro-

pean climate policy. Its aim is to reduce 
the greenhouse gas emissions in Europe 
by 21 % until 2020 compared with the 
average emissions from 2008 to 2012. 

Changes to the European Emission 
Trading System from 2013

From 2013 onwards, numerous chang-
es to the European Emission Trading Sys-
tem will be introduced. These plans are 
already influencing the way of thinking in 
the German companies that fall under the 
regulations. The European air traffic will 
be included in the European emission 
trading scheme as early as 2012. From 
2013, further stationary industrial instal-
lations, for example from the chemical 
industry and the non-ferrous metal indus-
try, shall follow. Apart from the green-
house gas CO2, certain sources of N2O 
emissions will be regulated from 2013  
as well. Beginning with 2013, the EU-wide 
greenhouse gas emissions cap shall 
amount to 2,039 MtCO2e (compared to 
2,299 MtCO2e between 2005 and 2007). 
This figure includes 107 MtCO2e of esti-
mated emissions by stationary industrial 

installations that will fall under the 
scheme. In addition, the EU-wide emis-
sions cap will be reduced by 1.74 % each 
year beginning with 2013, which means 
a reduction of approximately 37.4 Mt-
CO2e per year. The most important change 
will be made with regard to the free alloca-
tion of emission allowances to regulated 
installations from 2013 onwards. EU reg-
ulations included provisions for a free al-
location of at least 95 % of all emission 
allowances between 2005 and 2007, and 
a free allocation of at least 90 % between 
2008 and 2012. However, from 2013 on, 
the free allocation will be drastically re-
duced. For the calculation of the new al-
location, the so-called product bench-
marks were developed. These product 
benchmarks provide guideline values for 
CO2 emissions for a given product. Thus, 
less efficient manufacturing installations 
will receive less free permits than the 
more efficient ones. Furthermore, energy 
suppliers shall generally receive no more 
free permits. Until now, the exact amount 
of allowances for free allocation to come 
has been unknown. In September 2011, 
the responsible national authorities shall 

Figure 1: Verified Emissions und Emission Allowances in the ETS in Germany
2005 2006 2007 2008 2009 2010

Verified emissions  
(millions of  tCO2) 475.0 478.1 487.2 472.5 428.0 453.9

Percentage changes  
compared to the previous year – +0.6 +1.9 -3.0 -9.4 +6.1

Emissions (Cap)1  
(millions of  tCO2) 499.0 499.0 499.0 451.9 451.9 451.9

Source: CITL (2011), DEHSt (2011)

1 The actual numbers of available emission allowances differ from the figures given here, since a reserve for new emitters is kept aside.
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present their proposals for the free allo-
cation to installations to the EU Commis-
sion. The Commission will then check 
whether the proposals comply with EU 
directives; it may demand a review of the 
proposals by the national authorities. 
Therefore the final allocation volume for 
companies will probably not be fixed un-
til 2012. In special cases, there even may 
be delays until 2013, i.e. after the new 
trading period begins. This has already 
been the case with certain member states 
when the National Allocation Plans for the 
first trading period were developed. Some 
of the regulated companies are particu-
larly struggling with the uncertainty of 
planning that stems from the lengthy 
drafting process of the actual reforms. 

Companies need certainty for planning

Indeed, as many as 72 % of the sur-
veyed companies in Germany have tried 
to estimate the volume of the new alloca-
tion from 2013 by march 2011. Approxi-
mately 63 % of all surveyed companies 
expect an insufficient allocation of cer-
tificates from 2013. To be compared, just 
27 % of all respondents suffered from in-
sufficient allocation in 2010. As a conse-
quence, many companies will have to ex-
pect substantial additional expenditures 
from 2013 due to emissions trading. 
While the additional expenditures for 
smaller emitters will be limited, bigger 
emitters will face additional expenditures 
of several hundreds of thousands of eu-
ros. Very large emitters even have to ex-
pect additional costs amounting to mil-
lions of euros, especially in the energy 
sector where the most reductions to the 
free allocation will be made.

Indeed, for a transformation towards a 
low greenhouse gas European economy, 
it is necessary to set clear incentives for 
CO2 reductions by means of a price signal. 
This fact is widely accepted within the  
German economy. However, given the ex-
tensive reforms, the companies must be 
sufficiently informed and need enough 
time for an adequate preparation for the 
changes to come. This is clearly a weak 
point of the European climate policy. The 
surveyed companies stated that they 
would need an average of 20 months be-
tween the announcement of the actual free 
allocation from 2013 and the enactment 
of the regulations in order to be perfectly 
prepared for the changes. This seems rea-
sonable, since many companies will have 

to plan for substantial additional costs. In 
reality, the preparation phase for the com-
panies is likely to be way shorter. It de-
pends on the assessment procedure that 
the EU commission will apply to the pro-
positions for free allocation made by the 
German Emissions Trading Authority.

CO2 emissions slightly increased

In 2010, the emission of detrimental 
CO2 in Germany has grown by at least 6 % 
compared to the previous year. The reason 
for this is the economic recovery after the 
financial and economic crisis of 2008 and 
2009 which has caused a strong reduction 
in emissions because of lower production 
in the industrial and energy sector.

For 2010, the German Emissions Trad-
ing Authority (DEHSt) has issued 396 mil-
lion of free emission allowances to com-
panies in Germany. This constitutes about 
87 % of the verified emissions in Ger many 
in 2010. In addition, 41.1 million of emis-
sion allowances were auctioned, and fur-
ther allowances kept aside as a reserve. 
Hence, almost 17 million of certificates 
from other European countries were im-
ported to Germany in emission trading 
year 2010. If the certificates are priced 
with the average price for emission allow-
ances as it was in emission trading year 
2010, they amount to a total net import 
of emission allowances worth approxi-
mately EUR 250 million.

Mitigation and trading activities 
without changes

The CO2 mitigation and trading activi-
ties of the interviewed companies have 
barely changed in the course of the emis-
sion trading year 2010 compared to the 

previous year. In total, 54 % of the re-
spondents have traded emission allow-
ances in 2010, 18 % hereof more than 
once a year and 36 % just once during the 
trading year 2010 (reaching from April 
2010 to March 2011). 53 % of respon-
dents stated that they wanted to trade 
emission allowances in 2011. Thus the 
trading activities of the regulated compa-
nies will presumably remain on the same 
level as the year before. Companies ex-
pect the EUA price to range between  
EUR 22.70 and EUR 31.90 in average in 
the third trading period.

In terms of CO2 mitigation activities, 
there were no significant changes in the 
emission trading activities by German 
companies in 2010 either. 63 % of the re-
spondents have taken actions towards 
reducing CO2 emissions since the intro-
duction of emissions trading in 2005. Pro-
cess optimisation is still regarded as the 
most important mitigation action. It in-
volves restructuring and optimising the 
existing production processes in a way 
that leads to a CO2 reduction but does not 
require larger investments. The second 
most important type of mitigation actions 
are direct investments in energy efficiency 
technology. Switching to other fuels, e.g. 
from coal to gas in power generation, and 
the use or renewable energy sources were 
also named among mitigation actions. 
However, they still remain secondary. 

New regulation send a positive  
signal for CO2 abatement

The altered allocation regulations from 
2013 represent a notable break in the  
EU Emissions Trading Scheme. Of course, 
the change to fewer allocations is a chal-
lenge for many companies, but the re-
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forms seem to enhance the incentive 
function of the trading system. For in-
stance, almost two thirds of all respond-
ents already intend to introduce new CO2 
mitigation actions beginning with 2013. 
In the course of these actions, emissions 
abatement will become more important. 
In the past, greenhouse gas emissions 
abatement mostly was a side effect of 
process optimisations or investments 
which were made anyway. Only 5 % of all 
respondents stated that they have taken 
actions with the primary goal of reducing 
CO2 emissions in the years 2005 to 2010. 
This situation changes considerably when 
the planned abatements from 2013 are 
concerned. One fourth of all respondents 
said that from 2013, they would take ac-
tions with the primary goal of reducing 
CO2. In doing so, the most important op-
tion for reducing CO2 will be the invest-
ment in energy efficiency technologies.

There are two reasons for planning  
additional CO2 abatement actions from 
2013 onwards. Firstly, the companies ex-
pect an increase in prices for emission 
allowances. Increased prices for EU emis-
sion allowances are to expect from 2013, 
because the supply of emission allow-
ances will decrease as a consequence of 
the lowered EU-wide emissions cap for 
greenhouse gas emissions. Another rea-
son for the additional abatement initia-
tives may be seen in the reduction of free 
allocations. Until now, relatively few com-
panies were insufficiently allocated free 
certificates. Yet from 2013, the majority 
of regulated companies will have to pur-
chase additional certificates. Therefore 
the expectation of additional costs might 
increase the perception of emissions 
trading by many companies and intensify 
their search for cost reduction potentials.

One important factor influencing the 
abatement of CO2 emissions is the tech-
nical life cycle of existing installations in 
the EU emissions trading. If existing in-
stallations are replaced with new ones, 
this often leads to an abatement of green-
house gas emissions. This can be ex-
plained with the fact that nowadays, com-
panies pay more attention to energy 
ef fi ciency as a consequence of the rise in 
energy costs and the introduction of the 
EU Emissions Trading System. Further-
more, many sectors have seen technical 
innovations that facilitate energy-efficient 
production. It seems that most emissions 
in Germany come from installations with 
an average technical life cycle of 15 to 20 

years. Thus, new investments in the Ger-
man industrial sector can be expected 
from 2026 onwards. These investments 
are linked to a high potential for green-
house gas emissions abatement and an 
increase in energy efficiency. 

Incentive structures in companies 
capable of improvement

In the course of the survey among com-
panies, their internal incentive structures 
for detecting CO2 abatement potentials 
were analysed, too. In most companies  
(56 %), just one single person was respon-
sible for managing the emissions trading. 
11 % of all companies established no clear 
responsibilities for managing the emis-
sions trading at all. On the other hand,  
29 % of the companies have set up a con-
stant team of employees working on the 

issues involved in emissions trading. 
Among them are employees with technical 
and economic background. Such teams 
are probably most capable of dealing with 
the Emissions Trading System, because 
they can assess the technical options for 
CO2 abatement along with the economic 
options available for trading emission al-
lowances. Whereas 50 % of respondents 
have introduced an environmental man-
agement system, certified environmental 
management systems have a significant 
positive influence on Carbon Manage-
ment. This result was no surprise, as such 
systems create clear responsibilities and 
process sequences for environmentally 
relevant issues in companies. Neverthe-
less, a positive relation between certified 
environmental management systems and 
the management of emissions trading 
could be shown for the first time.

Most companies (70 %) do not include 
their employees in the detection of green-

house gas abatement potentials. Only  
14 % of the respondent companies have 
initiated financial incentives for the detec-
tion of abatement potentials through em-
ployees, for example by introducing an 
employee suggestion box. 12 % of the 
com panies rely on voluntary contributions 
from their employees, for example by ap-
plying to their environmental awareness. 
Managers of regulated installations also 
do not always have optimally designed  
incentives for CO2 abatement. Of the com-
panies with more than one regulated  
installation, 17 % (about 50 % of all re-
spondents) do not think it necessary to 
include the CO2 price in the process of 
making production decisions. Moreover, 
41 % of the respondents largely base their 
production decisions on factors other than 
the price on CO2. Thus the incentives for a 
consequent use of CO2 abatement poten-

tials are rather limited in most companies 
with more than one regulated installation.

Rising prices for emissions allowances 
in the third trading period can be expect-
ed to foster the incentives for a more con-
sequent use of mitigation potentials.

Big burden for small emitters

Transaction costs are costs that come 
not from emissions trading, but from in-
house management of emissions trading. 
This includes duties such as emission 
measurement and verification, but also 
the costs of managing the purchase and 
sale of certificates and the assessment of 
CO2 abatement options. Emission mea-
surement and verification is responsible 
for the largest part of the transaction 
costs, as not all companies trade emis-
sion allowances or search for CO2 abate-
ment options. The transition costs can be 
subdivided into two almost equal parts: 
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Figure 3: An Overview of Taken and Planned Mitigation Activities 
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the costs for external services and the 
costs for services provided by the com-
pany itself.

Especially small emitters (<25,000 
tCO2) have high transaction costs with a 
median of EUR 0.64 per tonne of CO2 
emitted. Therefore, the median trans-
action costs of small emitters are eight 
times as high as those of larger emitters 
(≥25,000 tCO2). For lager emitters, me-

dian transaction costs amount to EUR 
0.08 per tonne of CO2.

Transaction costs can substantially  
influence the behaviour of a company 
with respect to emissions trading. For  
example, the small emitters who are es-
pecially suffering from high transaction 
costs are much less active when it comes 
to emissions trading. They have a lower 
level of information, tend to assess CO2 

mitigation costs less frequently and also 
trade and abate less than larger emitters. 
The reasons for this are the relatively high 
transaction costs for Carbon Management 
per tonne CO2 emitted, but also lower po-
tential savings because of their low emis-
sion levels. Therefore many small emit-
ters refrain from Carbon Management on 
a large scale, apparently as a result of 
weighing up costs and benefits. In many 
cases, the costs of additional optimisa-
tion actions seem to outweigh the benefit 
to be expected. As a reaction to this situ-
ation, from 2013 on small emitters shall 
have the chance to “opt out” of the emis-
sions trading into another regulatory form 
that is just as efficient. There already are 
concrete proposals for this. However, it 
cannot be said yet whether these meas-
ures will really take the burden off the 
small emitters.

Time to act

In general, all companies regulated by 
the emissions trading have to adapt to the 
planned changes from 2013 onwards, and 
they also need long-term security in plan-
ning and investment if the market-based 
transformation towards a greenhouse gas 
extensive economic structure is to suc-
ceed. Conservation and innovative and 
productive economy constitute the basis 
for a sustainable development in Germa-
ny. For the functioning of the EU Emissions 
Trading System, it is crucial to clearly for-
mulate any political changes, to commu-
nicate them consequently and also to 
mitigate against the unequal burdening 
of companies with transaction costs with-
in the EU Emissions Trading Scheme.

Other 
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