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5 October 2026

Joint open letter to EU Environment Ministers on the revision
of the EU Emissions Trading System (ETS1)

Dear Environment Ministers,

Europe’s industrial challenge is real. But the answer cannot be to weaken one of the EU’s
most important tools for cutting emissions and driving the clean transition. Ahead of the
Environment Council on October 12th, we, the undersigned, representing more than 200
organisations, urge you to keep sight of what is at stake as you consider the revision of the
EU Emissions Trading System (ETS): maintaining a strong and predictable carbon price
while ensuring European industry can thrive in a rapidly changing global economy.

The real risk Europe faces today is not carbon leakage, but decarbonisation leakage.
Weakening the EU carbon price and other climate policies risks shifting investment in
clean industrial production towards regions moving faster' on the transition, leaving
Europe behind in the technologies and industries that will underpin its future resilience and
prosperity.

A strong and predictable carbon price is essential to building the business case in Europe for
clean steel, green chemicals, circular materials and electrified industrial production. The EU
ETS is the only instrument capable of delivering this economy-wide, predictable carbon price
signal at the scale and pace needed to drive this transformation. Without it, investment in
these sectors will become harder to secure and revenues will tumble, while the effectiveness
and funding of future industrial policy instruments designed to support their scale-up,
including the Industrial Accelerator Act, will also be undermined.

Calls to fundamentally dilute the EU ETS come from yesterday’s fossil-based incumbents,
while_investors and industries positioning for the future are calling for a clear and predictable
direction of travel. Diluting the ETS would risk freezing investment decisions, penalising first
movers and locking Europe into its existing industrial model just as a crucial investment
cycle for Europe’s basic industries is getting underway.

The urgency is clear. Recent extreme heat has once again highlighted the growing human
and economic costs of climate disruption, with extreme summer weather alone estimated to
reduce EU GDP by around 1% in 2026.

' Project data shows China is widening its lead in clean industry development, closing 13 FIDs in the last six months, compared
with three in Europe and one in the US. MPP-Global-Project-Tracker-report-June-2026.pdf
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https://caneurope.org/publications/can-europe-position-on-ets/
https://www.iigcc.org/hubfs/2026%20resources/IIGCC%2009%202026%20EU%20ETS%20Position%20paper.pdf
https://www.wwf.eu/?21513216/business-survey
https://www.wwf.eu/?21513216/business-survey
https://www.theguardian.com/environment/2026/aug/25/at-least-35000-excess-deaths-europe-back-to-back-heatwaves
https://www.triodos.com/en/press-releases/2026/europes-extreme-heat-could-wipe-out-eu-growth-in-2026
https://missionpossiblepartnership.org/wp-content/uploads/2026/06/MPP-Global-Project-Tracker-report-June-2026.pdf

Therefore, what Europe needs is to accelerate investment, not retreat from it. At a time of
fiscal constraints, ETS revenues are all the more important to help close Europe’s
investment gap and accelerate industrial decarbonisation. Weakening the carbon price while
failing to mobilise these revenues would leave Europe with neither the incentives nor the
financial resources needed for the transition.

This is why it is urgent to:
1. Keep the ETS on an ambitious and predictable trajectory in line with the 2040 target

The linear factor should remain at 4.4% from 2031 to 2035 and lowered to 2.7% from
2036. Analysis by the Oko-Institut confirms that maintaining a 4.4% LRF until 2035 aligns the
ETS cap with the EU’s 2040 climate target. Weakening the ETS trajectory risks delaying
industrial decarbonisation, undermining the carbon-price signal needed to drive investment.

Moreover, evidence from the Duich Central Planbureau, commissioned by the Dutch Ministry
of Finance, estimates that the Commission’s proposed ETS adjustments could result in 2.9
Gt of additional emissions by 2050, a 33% increase, while delivering only limited reductions
in allowance prices. Maintaining ambitious and predictable emissions reductions, particularly
in the early 2030s, is essential to keep the Union on track towards its 2040 climate target
rather than relying on steeper and more uncertain reductions at a later stage.

On the other hand, if the ETS allows extra emissions not aligned with the EU’s 2040 climate
target, these will need to be reduced elsewhere to ensure that our objectives are met - and
the sectors that would need to compensate are already struggling to deliver emissions
reductions (such as LULUCF, transport or agriculture). According to calculations from
Climact, emissions reductions in the ESR sectors would need to go at least 7 to 8
times faster than currently as a consequence of the ETS Commission proposal to achieve
the EU 2040 climate target.

2. Unlock urgent productive investment in decarbonised industrial assets in Europe

Free allocations must be rapidly phased out, according to the original timeline of 2034 for
sectors covered by the CBAM and soon thereafter for remaining installations. Until then, free
allocations must come with credible obligations to invest in decarbonisation in Europe. After
two decades of free allocations, progress has been too slow: the effective carbon price faced
by industry was just €1.65/tCQO. in 2021-2024, while around €30 billion per year in potential
auction revenues is forgone. In sectors such as steel, major companies have invested only a
small fraction of the value of the free allocations they received in decarbonisation, despite
commercially available transition technologies.

The Commission estimates that its proposed conditionality mechanism, without the current
exemptions, could unlock €140bn worth of investments between 2031-2040. Conditionality is
therefore a crucial step in the right direction to ensure that industry concretely commits to
future decarbonised production in Europe. However, it must translate into real investment
and changes on the ground. Under the current Commission’s proposal, 80% of free
allocations would still be granted on the basis of investment plans, with only 20% conditional
on tangible implementation steps. We therefore call for:
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https://www.oeko.de/en/news/press-releases/getting-the-balance-right-reforming-the-european-unions-emissions-trading-system-in-an-even-way/
https://www.pbl.nl/en/publications/adjusting-supply-in-the-eu-ets
https://my.climact.com/tools/ets-simulator
https://www.e3g.org/wp-content/uploads/E3G-Briefing-Facts-over-Fiction-Why-the-EU-ETS-is-key-for-a-competitive-secure-Europe.pdf
https://steelwatch.org/reports/free-allocation-is-not-driving-investment-in-steel-decarbonisation/
https://steelwatch.org/reports/free-allocation-is-not-driving-investment-in-steel-decarbonisation/

e Strengthening conditionality by reversing this balance: 80% of free allocations should
be conditional on tangible implementation, with 20% available at the planning stage.

e Limiting exemptions to the planning requirement, especially for installations among
the 10% best performers under a benchmark.

e Allowing for greater flexibility on timing to account for technology availability, project
development pace and investment cycles, while maintaining the principle that
receiving the full amount of free allocations remains conditional on planned and
implemented investments that match the value of free allocations.

3. Reject integration of international credits and permanent carbon dioxide removals
(CDR)

The introduction of international credits and large-scale carbon dioxide removals risk
weakening incentives to cut emissions at source while shifting costs onto public budgets.The
ETS should not become a mechanism for delaying the industrial emissions reductions that
can and must take place within Europe. As such, international credits and CDR should not
be integrated in the ETS.

Purchasing 260 Mt of international credits would hamper the EU’s competitiveness by
ultimately having the perverse effect of financing the EU’s industrial competitors abroad
instead of pursuing domestic decarbonisation. Credits should not enter the ETS, even
indirectly.

For permanent CDR, their planned integration will delay emissions reductions today, raising
costs for society in the future. The additional 250 million EUAs auctioned on top the cap will
correspond to 250 million tons of additional CO2 emissions in the atmosphere, but not
necessarily to an equivalent amount of removals, as their delivery remains uncertain. There
is also no need for integration as there is no scarcity of allowances in the current system.

Crucially, BioCSS (and biochar) installations do not generally remove CO2 from the
atmosphere unless a full life-cycle assessment is strictly enforced, but only transfer a
proportion of the original biogenic carbon stored in biomass to a more durable storage form,
while the rest is re-emitted to the atmosphere. All the while increasing pressure on the
already struggling LULUCF sector. The CRCF permanent removals methodologies are low
quality and integrity and are not aligned with the best available science, hence they_cannot
guarantee removals.

The Commission should develop a dedicated permanent removals strategy including a
dedicated target for real permanent removals that do not damage the land sink and separate
financing framework for CDR, instead of this problematic integration as a risky offsetting
mechanism in the ETS.

4. Turn ETS revenues into a much stronger European investment engine for a clean
and just transition

The EU ETS has generated over €270 billion in auction revenues since 2013, making it a
major potential source of financing for the climate transition. These revenues should be
firmly earmarked for climate action and come on top of existing national climate expenditure.
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https://sandbag.be/wp-content/uploads/Sandbag_2025_Simulating-CDR-in-the-EU-ETS.pdf
https://www.bing.com/ck/a?!&&p=bc75dbf2f9538a26b44b8609465f130e8d1e1567db3a4a90b57ea009af4023d4JmltdHM9MTc5MDgxMjgwMA&ptn=3&ver=2&hsh=4&fclid=11bcb970-a171-6514-363a-aed6a0a364ab&psq=rir+wwf+crcf&u=a1aHR0cHM6Ly93d3cud3dmLmV1Lz8yMTA3Mjg5MS9FbnZpcm9ubWVudGFsLU5HT3MtY2hhbGxlbmdlLXRoZS1Db21taXNzaW9uLW9uLUVVLWNhcmJvbi1yZW1vdmFsLW1ldGhvZG9sb2dpZXM&ntb=1
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https://che01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcarbonmarketwatch.org%2Fwp-content%2Fuploads%2F2025%2F12%2F2025_A-co-created-proposal-for-an-EU-Permanent-Carbon-Dioxide-Removal-.pdf%3F_gl%3D1*18wbp01*_up*MQ..*_ga*MTcyMDU5OTEzMC4xNzkwMDU4MTE4*_ga_6CXHVZGKHY*czE3OTAwNTgxMTckbzEkZzAkdDE3OTAwNTgxMTckajYwJGwwJGgw&data=05%7C02%7CSGhezzi%40wwf.eu%7Cdc03d0ceced1494d83a008df1eee4895%7C843ef2e3cb2f421e9f89cf7dd13a8fdf%7C0%7C0%7C639263682371784870%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=bUXoibIH1qnOPTnP7rD7qHtD%2FR3kD0ut2ET4jruFxaQ%3D&reserved=0
https://che01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcarbonmarketwatch.org%2Fwp-content%2Fuploads%2F2025%2F12%2F2025_A-co-created-proposal-for-an-EU-Permanent-Carbon-Dioxide-Removal-.pdf%3F_gl%3D1*18wbp01*_up*MQ..*_ga*MTcyMDU5OTEzMC4xNzkwMDU4MTE4*_ga_6CXHVZGKHY*czE3OTAwNTgxMTckbzEkZzAkdDE3OTAwNTgxMTckajYwJGwwJGgw&data=05%7C02%7CSGhezzi%40wwf.eu%7Cdc03d0ceced1494d83a008df1eee4895%7C843ef2e3cb2f421e9f89cf7dd13a8fdf%7C0%7C0%7C639263682371784870%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=bUXoibIH1qnOPTnP7rD7qHtD%2FR3kD0ut2ET4jruFxaQ%3D&reserved=0
https://commission.europa.eu/topics/climate-action/eu-emissions-trading-system-eu-ets_en

They should accelerate the transition rather than subsidise continued fossil fuel use or
compensate for the costs of maintaining the status quo. We therefore call for:

e Prioritising ETS revenues for climate action. Any support to ETS sectors should be
capped at 50% of ETS revenues, including indirect cost compensation, and requiring
compliance with the Do No Significant Harm (DNSH) principle.

e Using the remaining revenues for broader climate action, with mandatory spending
lines for international climate finance and social and just-transition measures,
including reskilling and upskilling workers and support for affected communities.

Turning ETS revenues into tangible benefits for people will be crucial to building public
support for the transition: 72% of Europeans believe the biggest emitters, or those failing to
cut emissions, should pay more. This would ensure that carbon pricing delivers both the
investment needed to decarbonise industry and concrete benefits for citizens and workers.

This is why the decisions you take now will shape Europe’s industrial base for decades to
come. As Europe enters a critical investment cycle for its basic industries, it has an
opportunity to channel investment to drive the clean reindustrialisation of its economy while
ensuring that workers and communities share in the benefits. Delaying the transition by
weakening the EU ETS would only increase the environmental, economic and social costs
Europe will ultimately have to bear.

Yours sincerely,

Chiara Martinelli, Director of Climate Action Network (CAN) Europe

Patrizia Heidegger, Deputy Secretary General of the European Environmental Bureau
(EEB)

Sabine Frank, Executive Director of Carbon Market Watch

uuuuuu


https://caneurope.org/news/citizens-challenge-rollback-of-eu-ets/

