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Delaying the phase-out
of free EU ETS allowances

Main messages
Delaying the phase-out of free allowances reduces cumulative ETS-revenues up to € 3,4 billion for the
Netherlands, and up to € 90 billion for the EU27 over 2026-2040.
Delaying the phase-out, in combination with the introduction of CBAM, may lead to additional windfall
profits for firms.
Delaying the phase-out is unlikely to have a significant effect on the ETS price, decarbonisation
incentives and CO; emissions.
Free allocation functions as an untargeted subsidy without decarbonisation requirements and limited

climate benefits.

Under current EU legislation, free ETS emission allowances provided to sectors that fall
under CBAM will be fully phased out by 2034. Calls have emerged to delay this phase-out.
CE Delft has analysed the value of free allowances allocated to Dutch companies up to
2034 and assessed the impacts of the following phase-out pathways on CO emissions,
ETS prices and ETS revenues:

* Reference case: full phase-out by 2034;
*  Scenario 1: full phase-out by 2036;
*  Scenario 2: full phase-out by 2038;
*  Scenario 3: full phase-out by 2040.

Total value of free allowances provided to Dutch companies in CBAM sectors is
estimated to nearly double if full phase-out is delayed to 2040

Even though the companies receive the allowances for free, they represent real value,
since each allowance, irrespective of how it was obtained, has a market value equal to the
ETS price.

In 2024 and 2025, free allocation exceeded total emissions for CBAM sectors in the
Netherlands, meaning that no additional EU ETS allowances were required for
compliance.
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Figure 1 — Cumulative value of free allowances provided to Dutch companies in CBAM sectors,
2026-2040 (2025 prices)
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Source: CE Delft own calculations based on EU ETS data viewer (EEA, 2025)

Assumptions used to calculate the value of free allowances

. The scenarios only vary in the phase-out rate for CBAM sectors. The classification is based on the

current CBAM scope, which covers imports of cement, iron and steel, aluminium, fertilisers, hydrogen

and electricity. For sectors not covered by CBAM, free allocation reduces at the same rate as the cap

on allowances (reaching zero by 2039/2040), which is the same for each scenario.

. In the reference case, we apply the CBAM factor that is established in Directive (EU) 2023/959 (EU,

2023). The assumed phase-out of free allowances over time for Scenarios 1-3 is shown in Figure 3 in

the Annex.

Delaying the full phase-out by two years reduces cumulative ETS revenues for the

Netherlands by € 1,1 billion, delaying six years reduces revenues by € 3,4 billion

Allowances that are not allocated for free are being auctioned, with the auction revenues
being partly used for EU level funds and partly redirected towards Member States’
budgets. At EU level, delaying phase out by two years reduces cumulative ETS revenues
over 2026-2040 by € 30 billion, and reaching € 90 billion if delayed six years.
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Figure 2 — Cumulative ETS revenues compared to reference case (excl. EU-funds), 2026-2040
(2025 prices)
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Source: CE Delft own calculations based on EU ETS data viewer.

Assumptions used to calculate ETS-revenues

. ETS price projections are based on ABN Amro (2025) for the short and medium term and on Pahle et
al. (2024) for the long term. ABN Amro (2025), using Bloomberg’s EUCPM model, projects ETS prices
to increase to € 145/ton CO, by 2030 and € 200/ton CO, by 2035 under its baseline scenario. Pahle et
al. (2024) estimate an ETS price of € 456/ton CO, in 2050. Adjusted for inflation, this corresponds to
approximately € 480/ton CO, in 2050 expressed in 2025 prices.

. ETS revenues are reported only for the share of auction revenues allocated to the Netherlands and

EU27, and excludes revenues allocated to EU-level funds.

Free allowances have the same economic value as allowances purchased at auction
The reason for this is that a firm using a free allowance to emit one ton of COg, gives up
the opportunity to sell it on the market (CE Delft & Oko-Institut, 2015). Empirical evidence
supports this logic: Firms treat free allowances as valuable assets that carry an opportunity
cost, and internalise the opportunity cost of allowances regardless of whether they are
received for free or purchased on the market. This evidence is summarised in the next
textbox.
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Empirical evidence on opportunity costs and cost pass-through

. Sijm et al. (2006) analysed electricity markets in Germany and the Netherlands and found that electricity
producers passed the value of freely allocated allowances through into electricity prices.

U Reguant and Ellerman (2008) found no systematic relationship between the amount of free allocation
and production decisions in Spanish coal power plants.

U Zaklan (2016) exploited the transition from free allocation to full auctioning in the European power
sector as a natural experiment. The study finds no evidence that switching from free allocation to
auctioning changed the (pricing) behaviour of power producers overall. Only small emitters show limited
evidence of an endowment effect, possibly because they are less active in emissions trading and
therefore less likely to fully internalise opportunity costs.

. De Vivo and Martin (2018) argue that firms in internationally exposed manufacturing sectors may not
always fully pass through ETS opportunity costs into product prices. Competitive pressure from
producers outside the EU can limit the ability of firms to raise prices, meaning that the opportunity cost
of freely allocated allowances may not be fully reflected in business decisions in markets with strong

international competition.

CBAM may increase cost pass-through and windfall profits for firms receiving free
allowances

De Vivo and Martin (2018) argue that firms exposed to international competition may not
fully internalise the opportunity costs of freely allocated allowances in product prices,

as extra-EU competitors do not necessarily face comparable carbon costs. This is
particularly relevant for CBAM sectors, which are generally exposed to international
competition.

The introduction of CBAM changes this dynamic. By imposing a carbon cost on covered
imports, CBAM reduces the carbon cost asymmetry between EU producers and foreign
competitors. This may increase the ability of EU producers in CBAM sectors to pass
through carbon costs into product prices, and thereby fully internalise opportunity costs.

If these firms continue to receive free allowances while also benefiting from higher market
prices, this can result in higher windfall profits: firms receive allowances for free,

but product prices increasingly reflect the carbon cost faced by the market.

Delaying the phase-out is unlikely to have a significant effect on the ETS price,
decarbonisation incentives and CO2 emissions

As freely allocated allowances carry the same value as auctioned allowances,

and delaying the phase-out of free allocation does not affect the overall cap, it is not
expected to materially affect the ETS price. The ETS price is primarily determined by
factors such as allowance scarcity, abatement costs, energy prices and economic growth.
The EU ETS literature contains very limited empirical evidence suggesting that changes in
free allocation have materially affected ETS prices independent of changes in the cap.
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Delaying the phase-out is also unlikely to have a significant effect on decarbonisation
incentives and CO-, emissions. Economic theory predicts that firms face the same marginal
incentive to reduce emissions regardless of whether allowances are received for free or
purchased at auction, as both carry the same opportunity cost. This is broadly supported
by empirical evidence (see textbox below).

Empirical evidence on the relationship between free allocation and carbon emissions

. Reguant and Ellerman (2008) find no systematic relationship between free allocation and emission
reductions in Spanish coal-fired power plants.

. Zaklan (2016) finds no significant change in emissions after the power sector moved from free allocation
to auctioning, except for limited evidence of a temporary effect among small emitters.

. De Vivo and Martin (2018) find that manufacturing installations receiving more generous free allocation
because of carbon leakage risk, reduced emissions less than other regulated manufacturing

installations.

However, De Vivo and Martin (2018) find that manufacturing installations receiving more
generous free allocation reduced emissions less than comparable installations. This may
reflect incomplete internalisation of carbon costs in sectors exposed to international
competition. With the introduction of CBAM, this effect is expected to diminish.

Free allocation functions as an untargeted subsidy with limited climate benefits

Before the introduction of CBAM, free allocation for carbon leakage sectors could be
justified as a measure to protect the international competitiveness of EU industry.
Without comparable carbon costs for foreign competitors, EU firms could face a
competitive disadvantage when exposed to the full ETS price.

A common argument for maintaining free allocation is that it provides firms with additional
financial resources for decarbonisation investments. While it is true that phasing out free
allocation reduces firm profitability, there is no requirement that the value of free
allowances is invested in emission reductions. Free allocation therefore functions as an
untargeted subsidy: it transfers value to firms regardless of whether they undertake
decarbonisation investments.

Under a phase-out delayed until 2040, the value of the additional free allowances amounts
to approximately € 90 billion across the EU and € 3.4 billion in the Netherlands.

This represents a transfer of value from governments to regulated firms through lower
auction revenues. The introduction of CBAM further weakens the original rationale for free
allocation, as carbon costs increasingly also apply to competing imports. At the same time,
economic theory and most empirical evidence suggest that free allocation has little impact
on ETS prices, emissions or decarbonisation incentives. Delaying the phase-out therefore
provides substantial financial support to industry while delivering limited additional climate
benefits.
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Annex tables

Figure 3 — phase-out of free allocation in CBAM sectors, EU level (number of allowances x million)
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Figure 4 —Value of free allowances provided to Dutch companies in CBAM sectors (2025 prices)
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Source: CE Delft own calculations based on EU ETS data viewer.

n 260277 June 2026

- -



ETS-revenues

Table 1 — Cumulative ETS auction revenues for the Netherlands (excl. EU funds), period 2026-2040

EU27 Netherlands

€ billion, 2025 prices € billion, 2025 prices

Reference case: Full phase-out by 2034 613.7 229

|
Scenario 1: Full phase-out by 2036 583.3 21.8

|
Scenario 2: Full phase-out by 2038 554.7 20.7

|
Scenario 3: Full phase-out by 2040 523.7 19.5

Source: CE Delft own calculations based on EU ETS data viewer.
-
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