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ABSTRACT 
 
The design of the EU ETS has been fundamentally changed by two reforms in 2015 and 2018. The market 
stability reserve (MSR) now allows the short and long-run cap to respond to market conditions. Flexibility 
in the cap, in principle, allows for a number of attractive features. However, the specific design chosen 
not only fails to tap into this potential but turns it into an outright disadvantage. We tie together key 
insights from recent research on the market stability reserve and propose a feasible way to make the 
EU’s flagship climate policy instrument fit for purpose. 

 


