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The increasing penetration of renewable-based generation in the electricity sector poses challenges to
the operation of energy systems, due to the greater variability of the generation levels of some of
these technologies. A larger share of renewable-based generation in the electricity market is also
creating concern to the extent that this generation is promoted through support mechanisms which
prevent it from being exposed to market/price signals. While improvements in the design of support
mechanisms have been introduced to address this concern (e.g. by replacing feed-in tariffs with feed-
in premia and allocating the support through auctions), the fact remains that a shrinking share of
generation is fully exposed to market signals/prices.

At the same time, the continuous support for renewable-based generation, even for mature
technologies, is advocated on the basis that market prices do not currently internalise some of the
negative externalities associated with electricity generation using conventional technologies. One of
these externalities is clearly the impact on the climate of greenhouse gas (GHG) emissions from fossil
fuel-based electricity generation.

The EU Emission Trading Scheme (ETS), introduced in 2005, is supposed to address this market
failure, by creating a market for GHG emission allowances (EUAs), thus setting a price for carbon
emission reflecting their negative externalities.

However, while the fundamental design of the EU ETS seems appropriate to address the above-
mentioned market failure, its implementation has been hindered by the economic crises of the last
decade, as well as by overlapping targets for the different EU environmental policy objectives (energy
efficiency, renewables penetration and GHG emission reductions). As a result, EUAs have traded
between 4€/tCO2 and 8€/tCO2 over most of the last five years, reaching as low as 3€/tCO2 in March
2013. These levels are well below those which are believed to be necessary to promote any



fuel/technology switching.

The European Commission is currently revising the EU ETS system for the period beyond 2020. This
new system includes, among other things, a new emissions reduction target of 43% by 2030
(compared to 2005 levels) and a cap which will be reduced by a linear reduction factor of 2.2% from
2021 onwards (compared to the current 1.74%)[1]. The proposal also includes a set of rules to avoid
carbon leakage for sectors facing the highest risk of relocating their production outside the EU, with a
gradual phase-out of free allocation for the less exposed sectors after 2026. Finally, the Market
Stability Reserve (MSR) mechanism will be revised and made more systematic, doubling the
percentage of surplus EUAs to be placed in the Market Stability Reserve (MSR) each year from 12% to
24% over the period 2019-2023.

While the cost of the externalities linked to GHG emissions is difficult to estimate with any
accuracy [2], to the extent that the revision of the EU ETS will deliver higher EUA prices[3], pressure
on maintaining support for renewables-based generation may lessen. This could be particularly the
case for mature technologies, whose costs have significantly decreased over the last few years, as
demonstrated by the results of the most recent auctions.

Against this background, the Workshop will consider the way in which the EU ETS might be revised to
address the shortcomings identified in its implementation so far and to what extent this revision might
results in higher EUA prices. A fundamental step in this process relates to the need of calibrating the
EU ETS also considering the interaction with other climate and energy policies, in order to promote
possible complementarity across different instruments[4]. The Workshop will also aim at assessing
what the implications of such higher EUA prices could be for the prices on the electricity market and
to what extent at these prices renewables-based generation would be able to participate in the
electricity market without the need for further support.

[1] See https://ec.europa.eu/clima/policies/ets/revision

[2] For a survey on this topic, see Richard S.]J. Tol, 2011, The Social Cost of Carbon. Annual Review of
Resource Economics, 3:1, 419-443.

[3] For example, EUAs traded in the range 26-29€/tCO2 in the period February-April 2006 and in the
range 26-30 in May-June 2008. In its Impact Assessment, the European Commission used an expected
average EUA price in phase 4 (2021 - 2030) of € 25
(https://ec.europa.eu/clima/sites/clima/files/ets/revision/docs/impact_assessment en.pdf).

[4] I1ACE, Enerdata, IFPEn (2015). Exploring the EU ETS beyond 2020: A first assessment of the EU
Commission’s proposal for Phase IV of the EU ETS (2021-2030). COPEC Research Program: the
Coordination of EU Policies on Energy and CO2 with the EU ETS by 2030. November 2015. Available
at http://www.i4ce.org/wp-core/wp-content/uploads/2015/11/15-11-30-COPEC-FULL-REPORT.pdf
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