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Background

The European Union Emissions Trading Scheme (EU ETS), which 

launched on 1 January 2005, is a pathbreaking market approach 

to dealing with climate change. One important side-effect of 

the scheme has been to raise the profile of other market-based 

approaches to tacking climate change, including Tradable Green 

Certificates, which support renewable energy, and Tradable 

White Certificates, which support energy efficiency. National 

and regional markets in these certificates exist in several 

Member States, and their use is expected to spread. Member 

States see all three of these market-based instruments as 

important components of their climate policy strategies.

The EU ETS is a cap-and-trade scheme for carbon dioxide 

(CO2) that limits the total emissions from participating facilities. 

Participants can trade allowances, which creates a market for 

CO2 emissions. In this way, the EU ETS makes CO2 emissions 

into a tradable environmental commodity and thus helps to 

minimise the cost of reducing emissions to meet the total cap.

The two other types of certificate scheme also create markets 

for tradable environmental commodities. In a green certificate 

scheme, certificates are awarded to producers of renewable 

electricity, while another party (typically an electricity supplier) 

has an obligation to purchase certificates for each unit of 

electricity that it supplies. Under white certificate schemes, 

qualifying projects receive certificates for energy they have 

saved, which they can then sell to parties with energy-saving 

targets. Both types of scheme use market incentives to reduce 

the overall costs of meeting the targets: competition between 

suppliers of certificates helps ensure that investment in 

renewable generation and energy efficiency occurs at the lowest 

cost. Although these two schemes appear to be motivated in 

large part by concerns about CO2 emissions, they have other 

aims such as improving the security of energy supplies or 

addressing fuel poverty.

NERA’s Involvement

The existence of multiple market-based environmental 

instruments to address CO2 emissions from the electricity 

sector raises complex issues of policy interaction. The European 

Commission was concerned that an unintended consequence of 

the implementation of all three types of scheme in parallel would 

be to reduce the effectiveness of one or more of the schemes. 

NERA was asked by the European Commission to analyse the 

interactions between the EU ETS and green and white certificate 

programmes to assess the implications of these interactions for 

the objectives of each policy.

NERA’s Findings

NERA conducted a comprehensive review of these interactions, 

to assist policy makers in the development of their policies. 

NERA’s study concluded that certificate programmes generally 

do not affect the volume of EU-wide CO2 emissions from sources 

covered by the EU ETS, at least in the short term. This is because 

allowance trading allows reductions from one source to be offset 

by increases in emissions by others, subject to meeting the 

overall EU cap.

While emissions volumes are constant, emissions prices are 

lower in the presence of certificate schemes. This occurs 

because of interactions in the emissions market: in effect,  

some emissions reductions are “paid for” separately through  

the certificate schemes, thus loosening the constraint of the  

EU ETS cap and reducing the allowance price. Certificate 

schemes nonetheless generally raise the total cost of meeting 

a particular CO2 emissions cap, because the costs of measures 

under certificate schemes typically are higher than those that 

would otherwise be undertaken under the EU ETS. The total  

cost of compliance under the combination of EU ETS and 

certificate schemes is therefore higher than compliance under 

the EU ETS alone.



There also exist complex interactions in electricity markets. The 

EU ETS leads to higher electricity prices, which means lower 

subsidies are required to obtain a given quantity of energy 

efficiency or renewable generation: the EU ETS therefore leads 

to lower certificate prices. There are also a number of indirect 

effects. Whereas the EU ETS leads to electricity price increases 

corresponding to the marginal cost of CO2 emissions, the 

effects of certificate schemes are less direct and averaged across 

consumers. Under some circumstances, end-users may in fact 

pay less with a Tradable Green Certificates programme in place 

than they would under the EU ETS alone, even though total costs 

(including costs to generators) are higher.

The study further concludes that, in general, it is not desirable to 

allow trading of CO2 reductions between schemes. Even apart 

from the difficulties of rigorous accounting for emissions, such 

trading poses a risk of ‘double counting’ emissions reductions, 

which could undermine the EU ETS CO2 cap.

In sum, the use of market-based policy instruments for 

renewables and energy efficiency requires careful consideration 

of interactions with the EU ETS.Without careful policy 

design, there is risk that the objectives of one scheme will be 

compromised by offsetting effects in another scheme.

Conclusion

•	 Certificate	schemes	in	the	context	of	the	EU	ETS	do	not	in	

themselves lower total CO2 emissions.

•	 A	given	amount	of	CO2	reductions	under	a	combination	of	

certificate schemes and the EU ETS typically costs more than 

the same reductions due to the EU ETS alone (although the 

certificate schemes can contribute to other objectives).

•	 Complex	interactions	in	the	electricity	markets	could	mean	

that certificate schemes blunt the impact of the EU ETS on 

electricity prices.

•	 Direct	linking	of	schemes	and	their	associated	environmental	

markets would risk undermining some of the objectives of  

the schemes.
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