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Abstract

In this article, we explain why the current climate policy mix of the European Union (EU), consisting of the EU Emissions
Trading System (ETS) and overlapping policies, is incoherent with respect to emission abatement and cost-effectiveness.
The concept of policy coherence guides our analysis in identifying the EU ETS’ current dynamic supply adjustment mech-
anism, the Market Stability Reserve (MSR), to be at the heart of the shortcomings of current market design. Incoherence
emerges due to the MSR’s quantity-based indicator for scarcity. It only works well for current and past demand fluctuations,
but not for anticipated changes in demand, e.g., caused by a member state’s fossil-fuel phase-out. As a result, instead of
fostering synergies as intended, the MSR undermines coherence by creating backfiring interactions and making precise
predictions of overlapping policies’ impacts close to impossible. Considering the European Commission’s reform proposal
of July 2021, we argue that a change in the MSR’s parametrisation leaves the fundamental cause of incoherence unad-
dressed. Based on recent findings in the economics literature, we propose introducing a price-based indicator for scarcity
as a solution to substantially reduce the current incoherence of the policy mix.
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1. Introduction in 30 countries and Northern Ireland, covering about

36% of the EU’s CO,-equivalent emissions (European

Following the United Nations Conference on Environ-
ment and Development in Rio de Janeiro in 1992 and the
Kyoto Protocol of 1997, the need arose for the European
Union (EU) to create a policy infrastructure to achieve its
greenhouse gas (GHG) abatement targets. A Union-wide
carbon tax was politically infeasible due to the una-
nimity requirement of fiscal measures. Instead, the EU
went for the quantity-based approach of a cap-and-trade
scheme that only required a qualified majority (Ellerman
& Buchner, 2007). As of 2021, the European Union
Emissions Trading System (EU ETS) regulates roughly
11,000 installations in the energy and heavy industry sec-
tors as well as 600 airlines (European Union, 2003, 2015).
Its market mechanism sets a price for GHG emissions

Commission, 2021d). Until recently, it was the world’s
largest carbon market in terms of regulated emissions
(1.38 billion tons in 2020), now being surpassed only by
the newly launched Chinese ETS (European Environment
Agency, 2021; International Carbon Action Partnership,
2021). Despite several obstacles, the system’s cap and
thus regulated emissions have decreased by roughly 43%
since 2005, substantially contributing to the EU’s climate
track record (Bayer & Aklin, 2020; European Environment
Agency, 2020, 2021).

The EU ETS is not a standalone instrument; it inter-
acts with other instruments, which lead to a direct
or indirect change in emissions. The overlap in scope
constitutes a policy mix mirroring the EU’s multi-level
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governance structure. Member states (MS) have inter-
fered with the carbon market by implementing domestic
carbon price floors or unilaterally cancelling allowances.
Both MS and the EU have passed policies that directly
target market participants, e.g., by phasing out coal
or setting performance standards. Moreover, overlap-
ping policies target the product markets of industries
subject to the EU ETS. Examples are renewable sup-
port schemes, energy efficiency standards, and labels for
appliances. In short, intended and unintended interac-
tions with other climate and energy policies impacting
the system’s market outcome are the rule as they affect
the demand (and in case of cancellations, the supply) for
emission allowances.

We are interested in the coherence of the result-
ing policy mix, i.e., whether the individual instruments
align and work in the same direction, not hampering
or even improving performance with regard to the total
amount of emissions abated and cost-effectiveness of
achieving preset abatement targets. Several previous
analyses have focused on which policies overlapping
with a fixed-cap ETS lead to a coherent policy mix and
how they should be designed (see del Rio et al., 2013;
van den Bergh et al., 2021). We add to this by focusing on
the EU ETS, which no longer features a fixed cap, and its
capability to coordinate overlapping policies to promote
policy coherence.

For further elicitation, it is important to note the dual
role of the EU ETS: As an instrument for putting a price
on carbon and regulating emissions, it is an element of
the policy mix in its own right. Yet, it also connects all
market participants by the shared cap, which implies that
any other climate policy affecting any regulated partici-
pant changes the availability of allowances for all others
as well. If the overall cap on emissions does not respond
to the introduction or adjustment of policies overlapping
the EU ETS, they do not affect system-wide emissions
but merely relocate them in space and time (Eichner &
Pethig, 2019). The impact of this so-called “waterbed
effect” on coherence is ambiguous. By taking the climate
externality out of the picture for all other policies, regula-
tors are able to focus on further objectives such as energy
security, the under-provision of research and devel-
opment, escaping technological lock-ins, or addressing
information asymmetries. The pre-2019 EU ETS that fea-
tured a fixed cap could hence be seen as a breakthrough
for climate policy coherence. However, as other policies
continued to target emission reductions, the waterbed
has been perceived as an obstacle rather than a facilita-
tor of coherence because it prevented said climate poli-
cies from reducing total emissions.

Partly to address this perceived downside, the EU ETS
has been complemented by a dynamic supply adjustment
mechanism, the Market Stability Reserve (MSR). First leg-
islated in 2015, reformed in 2018, and operative since
2019, the MSR is meant to promote investment in low-
carbon technologies, dampen allowance price volatility,
and reduce the number of unused allowances that had

accumulated in previous years (European Union, 2015;
Perino & Willner, 2016, 2017). Most importantly, for the
purpose of this article, it is the explicit aim of the MSR
to increase synergies with other climate and energy poli-
cies (see preamble of European Union, 2015). The idea
is to adapt supply based on the quantity of banked
allowances held by market participants, officially called
the “Total Number of Allowances in Circulation” (TNAC;
see European Commission, 2021c), which is used as the
indicator for the scarcity of allowances in the system.

The MSR leads to a “puncture” in the waterbed.
The supply now responds to changes in demand for
allowances and hence to changes caused by other instru-
ments (Perino, 2018). Total abatement achieved by the
climate policy mix can therefore add up to more than the
reduction prescribed by the baseline trajectory of the sys-
tem’s cap. An overlapping policy that reduces demand
in any given year increases the number of allowances
banked by firms at the end of that year and hence trig-
gers additional cancellations by the MSR in future years.
However, the recent literature has also shown that the
flexibility of the cap can backfire, i.e., result in less over-
all abatement and thereby put the coherence of the pol-
icy mix at even greater risk (Gerlagh et al., 2021; Perino
et al.,, 2020; Rosendahl, 2019).

In the following, we investigate the current design of
the EU ETS with the MSR and how the latter impacts the
coherence of the EU’s climate policy mix within the ETS
sectors. Moreover, we consider the proposed changes to
the MSR published by the European Commission (EC) in
the “Fit for 55 Package” as of July 2021. By focusing on
the concept of policy coherence, we offer a new perspec-
tive towards the current EU climate policy infrastructure
and make the key findings of the past three years of eco-
nomic research on this matter accessible.

2. Policy Coherence and Carbon Markets

The concept of policy coherence, e.g., enshrined in
Art. 208 of the Treaty of the Functioning of the European
Union (European Union, 2012) originates from the devel-
opment policy and sustainability debate of the 1980s
(de Jong & Vijge, 2021; Verschaeve et al., 2016). While
there is no universally agreed definition of policy coher-
ence and the concept undergoes constant change, it is
based on the idea that overlapping policies can interact
with each other’s objectives and performance. The inter-
connectedness of socio-economic systems calls for an
alignment of governance systems and their policies to
work in the same direction to minimise the cost of policy
goal attainment (Sandstrom et al., 2020; Sianes, 2013).
Since the 1990s, the concept has proliferated from devel-
opment policy to various other policy domains, espe-
cially in the EU, where policy-making emanates on dif-
ferent levels of governance. In particular, a distinction
can be made between horizontal policy overlap at the
EU level and vertical overlap between policies at the EU
and MS level (Sandstrom et al., 2020; Soderberg, 2016).

Politics and Governance, 2022, Volume 10, Issue 1, Pages 256-264

257


https://www.cogitatiopress.com

& COGITATIO

Current EU legislation undergoes codified procedures
to analyse and minimise detrimental effects on the per-
formance of the existing policy infrastructure. The Impact
Assessment Procedure and monitoring as part of the
Better Regulation Agenda of 2015 are meant to avoid con-
flict among interacting policies and to create synergies
where possible (European Commission, 2021e). To this
end, the “Better Regulation Toolbox” defines coher-
ence as a common principle (European Commission,
2021f, p. 9) so that the choice of policy instruments
should involve consideration of ways “to exploit syner-
gies and to avoid undermining the effectiveness of exist-
ing instruments or raising compliance costs” (European
Commission, 2021f, p. 120). Moreover, the European
Commission established the REFIT-Program to reduce
redundancies within the EU’s policy infrastructure by
rephrasing, discarding, or complementing legislation to
align it with the legislative environment and reduce
the latter’s complexity (European Commission, 2019).
This shall increase targeted policies’ adaptability to each
other and their comprehensibility for regulated entities
(del Rio & Cerda, 2017). From this perspective, incoher-
ence also describes a state of policy (inter)action from dif-
ferent levels of governance where at least one side, but
likely multiple legislators and affected entities, cannot or
do not fully consider the link between their choices and
outcomes within the policy mix. Effects of deliberately
designed policies amending a given policy mix are then
beyond the control of the respective legislator.

In complex governance systems such as the EU’s,
the use of multiple instruments for shared objectives is
the norm and suggests there is an expectation of pos-
sible synergies and complementarities (Nilsson et al.,
2012; Sorrell & Sijm, 2003). It depends on the policy
mix’s design whether an increase in interactions actu-
ally results in more incoherence, leading to a loss of per-
formance towards one or several policy goals, including
cost-effectiveness (Kern & Howlett, 2009).

Interactions of policies within a policy mix can be
neutral, synergetic, conflicting, or they can even back-
fire (see Table 1). The latter describes the situation
where the policy mix performs worse than one contain-
ing only a proper subset of the instruments of the original
(van den Bergh et al., 2021).

A close look at interactions is of particular relevance
for a climate policy mix featuring an ETS (Coscieme
et al.,, 2021; Fais et al., 2015; Fankhauser et al., 2010).
The larger the sectoral scope of an ETS and the more
fragmented legislation, implementation, and administra-
tion of the climate policy domain, the higher the amount
and interdependency of potential interactions between
the ETS and overlapping policies (van den Bergh et al.,
2021). In this situation, the coherence of the resulting
policy mix can be thought of as how well unintended
interactions can be reduced, and intended ones lead
to no adverse effects on the desired goals in question.
In relation to an ETS, this means that interactions nei-
ther cause an expansion of the cap, i.e., a loss of strin-
gency, nor a reduction in cost-effectiveness (de Perthuis
& Trotignon, 2014). In an ETS with a fixed cap, no addi-
tional policy in the mix affects total abatement, irre-
spective of the nature of the policy interaction, unless
it directly targets the supply of allowances, as in the
case of allowance cancellations. In consequence, over-
lapping policies that target emissions, i.e., the demand
for allowances, change the ranking of abatement options.
Unless this ranking was already distorted by a market fail-
ure other than the climate externality, an intervention
reduces cost-effectiveness (Sorrell & Sijm, 2003). In the
presence of other distortions, additional policies have
the potential to increase the static and dynamic effi-
ciency of the policy mix (de Perthuis & Trotignon, 2014).

In principle, the carbon neutrality of policies overlap-
ping with a fixed-cap ETS allows for a coherent policy mix.
This could be achieved if overlapping policies were exclu-
sively designed to address market failures other than
the pollution externality. A policy that addresses only
lock-in effects or innovation spillovers would then be
fully coherent. However, in practice, most climate poli-
cies such as support schemes for renewables (Boasson
et al., 2020), coal phase-outs (Keles & Yilmaz, 2020), or
energy efficiency measures (Perino & Pioch, 2017) over-
lapping the EU ETS explicitly aim to reduce carbon emis-
sions. Given the aspiration of these policies to reduce
emissions and the fixed cap in the pre-2019 EU ETS, the
EU’s climate policy mix was incoherent (see Table 1) since
it did not achieve more abatement than the EU ETS alone
but increased total costs (Bohringer et al., 2009).

Table 1. Modes of interactions between instruments in a policy mix.

Performance of the policy mix (here: abatement achieved)

instrument #1 alone: a,; instrument #2 alone: a,; with a;,a,>0;a; >a,

Mode of interaction

policy mix #1 + #2

Performance of the mix is...

synergistic  >a, +a, higher than the sum of the single instruments.
coherent
neutral a +a, equal to the sum of the single instruments.
. . I higher than for the best single instrument in the mix but
coherent if cost effective  conflicting a,<m<a, +a,

lower than the sum of the single instruments.

incoherent backfiring <a,

lower than for the best single instrument in the mix.

Source: adapted from van den Bergh et al. (2021).
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Policies aiming at emission reductions overlapping an
ETS with a fixed cap are fully effective if they target the
supply of allowances rather than demand, i.e., pollution
sources. Cancellation or retirement of allowances have
been used both by governments (Government Offices of
Sweden, 2016) and NGOs. Apart from such discretionary,
stand-alone interventions, cancellations can comple-
ment demand-reducing policies to ensure that total emis-
sions are reduced. This combined approach is backed by
Art. 12(4) of the EU ETS Directive and has been legis-
lated as part of the German coal phase-out (European
Union, 2003; Osorio et al., 2020). Nevertheless, abate-
ment policies supplemented by allowance cancellations
have a substantial drawback: They force society to pay
twice, first for the increase in abatement and possibly
infrastructural transformation costs, and second for the
purchase of allowances to be cancelled. Additional abate-
ment would be much cheaper if one merely cancelled
allowances and left it to market participants to decide
which plants to close down for compliance with the more
stringent cap. According to the definition above, combin-
ing abatement policies with cancellations in a fixed-cap
ETS constitutes an incoherent policy mix.

So-called flexibility mechanisms establish transpar-
ent rules for supply adjustments. Simple variants are
price floors, ceilings, and collars (de Perthuis & Trotignon,
2014; del Rio & Cerdda, 2017; van den Bergh et al.,
2021), but any monotonous relationship between the
allowance price and the number of allowances issued
could be established (Burtraw et al., 2020; Pizer, 2002;
Roberts & Spence, 1976). A hybrid system combines
aspects of a tax with an ETS allowing the regulator to
choose a bliss point between both extremes (Traeger
etal., 2020). This flexibility brings about the possibility to
stabilise price paths, control for conflicts between over-
lapping policies, and manage allowance supply in reac-
tion to unforeseen shocks. A reduction in demand can
thus be fully or partially channelled towards a reduction
of the cap or a decrease in the price for allowances. This
does not make the policy mix less cost-ineffective, but
it allows to address concerns of market participants and
policymakers who favour a reliable price signal or want
other climate policies to feature a climate benefit. A flex-
ibility mechanism does not do away with the basic trade-
off that each change in market fundamentals translates
either into a price or an emission response. However, it
does allow the policymaker to split the impact between
these channels rather than being bound to a fixed-cap
ETS (only price response) or a carbon tax (only emis-
sion response).

3. The Incoherence of the EU Emissions Trading System
in the Policy Mix

The source of policy incoherence of the EU’s current
climate policy mix stems from the modifications the
MSR made to the EU ETS, which impact the supply of
allowances by two interrelated mechanisms. Firstly, it

reduces supply by taking in allowances when the TNAC
is above an upper value and increases it by releas-
ing allowances when the TNAC falls below a lower
value. This mechanism adjusts the allocation schedule
but does itself not affect the cumulative cap (Perino &
Willner, 2016). Secondly, the MSR’s cancellation mecha-
nism keeps the number of allowances it holds for later
release below a predefined level. The cumulative cap
decreases by the number of allowances cancelled by the
MSR, and due to the reserve’s current holdings, every
allowance now entering the reserve by the first mecha-
nism will eventually be cancelled. The two mechanisms
work non-discretionary along preset parameters, and the
quantity of cancellations by the latter depends on the for-
mer’s intake over time (Perino, 2018). Because the MSR
thus reacts to changes in actual emissions, the effective-
ness of the EU ETS is now endogenously linked to over-
lapping policies and subject to substantial uncertainty
(Bruninx et al., 2020; Osorio et al., 2021). The rationale
is that this rule-based link between actual emissions and
the supply of allowances would allow overlapping poli-
cies to contribute to abatement. Meanwhile, the pub-
lic debate seems largely unperturbed by objections that
there already is a policy instrument in place that makes
sure that coal-fired power stations will become unprof-
itable and hence go out of business in the near future
(Pietzcker et al., 2021). If this argument is noticed, a typ-
ical response is that this proves that the ETS needs to be
adjusted instead of changing or discarding the overlap-
ping policy.

The MSR’s bane with regard to policy coherence lies
in its indicator for scarcity, the TNAC. To understand why,
it is crucial to see the link between the time profile of
allowance demand and how the dynamic supply adjust-
ment stipulated by the MSR reacts to it. Market partic-
ipants store allowances for future use in the expecta-
tion of scarcity, i.e., the future availability of allowances.
They store more allowances when they expect greater
scarcity in the future, e.g., by a steeper decrease of the
cap in line with new climate targets, or they store fewer
allowances when they expect less scarcity, e.g., as a
result of anticipated overlapping policies or technology
shocks and their effect on the speed of decarbonisation
(Gerlagh et al., 2021; Karp & Traeger, 2021; Perino et al.,
2020). Many circumstances determine market behaviour.
The constant adaptation of expectations and the pro-
cessing of information is reflected in the market price.
In other words, if it is perceived or expected that future
scarcity will be low, prices will be low, and vice versa. This
is the result of intertemporal arbitrage, which improves
the cost-effectiveness of the system as market partici-
pants use available information to engage in abatement
and investment at least cost to themselves. However, the
MSR responds very differently to changes in immediate
scarcity as compared to changes in expected scarcity.

It is capable of credibly reducing market imbal-
ances that resulted from the glut in allowances caused
by the economic turmoil in 2008 and numerous
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emission-reducing policies at the EU and MS levels (Koch
et al., 2014). The same is true for unforeseen shocks
leading to supply—demand imbalances in an ad-hoc fash-
ion, such as the Covid-19-induced economic recession in
2020 and 2021 (Gerlagh et al., 2020). Immediate reduc-
tions in emissions increase the TNAC and hence intake
and cancellations by the MSR. Then, the MSR reacts in
the manner of any vendor of commodities in any market
and reduces supply when faced with reduced demand.
This is a beneficial interaction with the policy mix as it
increases the system’s stability and forestalls additional
measures on either the EU or MS level.

Contrarily, if an overlapping policy induces a change
in future scarcity, the MSR’s response is likely to back-
fire. Anticipation of a reduction in the future demand for
allowances, e.g., due to a coal phase-out, reduces prices
and increases emissions already today, i.e., before actual
policy-induced abatement takes place. Hence, the TNAC
decreases, MSR intake drops, and fewer allowances are
cancelled. Everything else being equal, the additional
impact of announcing the closing down of an emission
source in the future is to increase total GHG emissions
within the EU ETS (Gerlagh et al., 2021; Perino et al.,
2020; Rosendahl, 2019). Vice versa, if market partici-
pants expect an increase in scarcity in the future, as has
been the case since the EU announced its more ambi-
tious climate goals in the autumn of 2020, prices and the
TNAC increase, emissions drop and the MSR increases
scarcity further by cancelling more allowances. The way
the MSR “punctures the waterbed” creates interactions
between the EU ETS and (future) overlapping climate
policies that are detrimental to both total abatement and
cost-effectiveness of the policy mix. Instead of fostering
synergies, the MSR reduces incoherence for short-term
measures but pushes long-term policies that are impor-
tant to create credible investment signals into the back-
firing range (Table 1). If e.g., MS wanted to avoid the
MSR backfiring, their additional climate policies would
have to mimic sudden shocks and happen unannounced
and erratically. Clearly, this cannot be prudent advice
to policymakers.

The TNAC is not fit to inform dynamic supply adjust-
ment in reaction to demand changes from expected
changes of scarcity. Changing the parameter values of
the MSR within the current design only affects how
strongly the MSR responds to changes in the TNAC.
It cannot address the problem that the MSR causes
overlapping policies to backfire. Whatever makes the
MSR less responsive to change in the TNAC brings the
EU ETS back closer to the former design with a fixed cap.
Whatever renders the cap more sensitive to change in
the TNAC increases both the emission impact of imme-
diate abatement measures but also the extent to which
pre-announced efforts backfire. The MSR adjustments
proposed by the EC as part of the “Fit for 55” package
would do the latter. As long as existing parameters are
only tweaked and the channel of interaction between
the MSR’s short-run supply adjustment mechanism in

the form of the TNAC remains, incoherence will persist
as well.

Cap adjustments that respond in the same and coher-
ent way to both immediate and pre-announced overlap-
ping climate policies need to respond to the allowance
price rather than the TNAC (Gerlagh et al., 2021; Perino
et al., 2020). Such a price-based cap adjustment would
also respond much better to technology shocks and
other sources of uncertainty (Karp & Traeger, 2021;
Traeger et al., 2020). A price-based cap adjustment is not
restricted to price floors or corridors (Flachsland et al.,
2020). It extends to all (weakly) upward-sloping supply
curves for allowances. For example, it could define that
for a particular price increase, the number of allowances
be extended or contracted by a specific amount or
percentage. This is very much in line with the mecha-
nism contained in Art. 1(7) of Decision 2015/1814 in
conjunction with Art. 29a(1) of Directive 2003/87/EC
(European Union, 2003, 2015). However, this price-based
approach serves as an emergency mechanism only, i.e.,
it is very unlikely to be triggered and activation is, unlike
the TNAC-based interventions, not automatic but condi-
tional on approval by a committee.

While the current MSR makes it practically impossi-
ble to reliably predict the emission and price impacts of
overlapping climate policies, a price-based supply adjust-
ment would transparently specify these impacts, as they
are determined by the slope of the allowance supply
function—which is the same regardless of the source of
the change in allowance demand. The latter is very much
in contrast to today’s MSR, where the size and direction
of the cap adjustment depends primarily on the timing of
the overlapping policy (Perino et al., 2020). Importantly,
such a price-based cap adjustment can be designed to be
consistent with the requirements for qualified majorities
in the EU legislative process (Perino et al., 2021).

4. Conclusion

Until the end of 2022, the EU will decide how to
reform the European carbon market in accordance with
the broader legislative agenda under the Green Deal.
Credible and stable pricing is needed to sustainably steer
socio-economic transformation towards a decarbonised
future, yet the MSR both destabilises the market and
obscures participants’ and MS’ elicitation of causal links
between a change in demand and market outcomes
(Perino et al., in press). Instead, well-intended unilat-
eral action by MS to increase abatement is weakened
or even backfires, leading to higher than optimal com-
pliance costs (Perino et al., 2020; Zaklan et al., 2021).

As the historically amassed TNAC dwindles over the
next few years and an increasing number of overlapping
policies enter the policy mix, expectations about future
scarcity will dominate price and TNAC movements ever
more strongly. Then, the incoherence of the climate pol-
icy mix in the ETS sector caused by the MSR will also
become more prominent. A first glimpse of this was seen
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in May 2021 when allowance prices defied the Covid-
induced recession and exceeded 50€ for the first time,
after having roughly doubled in the previous months.
At the same time, the Commission announced the most
recent TNAC value that triggered a substantial further
reduction in the supply of almost 380 million allowances,
second only to the figure of 397 million announced in
May 2019. Cancelling allowances in response to a reces-
sion is fine in principle; however, if this is done at a time
when other events dominate the allowance market, as
reflected in the price rally, additional cancellations desta-
bilise it. It will become even more important to guaran-
tee that climate and related policies passed by MS do
not impede the cost-effectiveness of the EU ETS, that the
EU ETS does not impede on the abatement effectiveness
of MS’ policies, and that the latter do not impede each
other through their connection through the shared cap
and price mechanism of the carbon market.

However, changes to the EU ETS proposed by the EC
in the “Fit for 55 Package” on 14 July 2021 are confined
to tweaks of parameters leading to minor improvements
in the functioning of the market but do not address
the underlying problem of structural incoherence ema-
nating from the MSR. On the contrary, the same flaw
in the design is bound to impair the second ETS envi-
sioned for the transport and housing sectors, as the
EC proposes a slightly different yet equally incoherent
TNAC-triggered reserve (European Commission, 2021a,
2021b). Taking a deeper look into the Impact Assessment
Report to observe the EU’s Better Regulation Toolbox
in action, one learns about coherence with horizontally
overlapping policies, such as looking at complementari-
ties between extending the scope of the carbon market
and energy efficiency measures, yet the more prevalent
vertical aspects are left out of the discussion (European
Commission, 2021a, p. 11). Then again, the MSR is sup-
posed to generally enhance coherence with overlapping
policies by mitigating demand fluctuations (European
Commission, 2021a, p. 144). What becomes clear by this
reading is the disparity between aspiration and result,
and the lack of insight into the structural flaw of the
system’s current design, which afflicts overlapping poli-
cies no matter whether they interact horizontally or ver-
tically with the EU ETS. What is needed is the replace-
ment of the TNAC as the indicator for scarcity. As pro-
posed in Section 3, a price-based supply adjustment
mechanism would not dismantle the fundamental logic
of the carbon market and cap-and-trade but rather turn
currently backfiring interactions into conflicting to neu-
tral ones with the degree open to choice by the regu-
lator. As a possible obstacle, it would require the EU
to transparently specify how to trade off reductions in
total emissions against reductions in the financial burden
borne by firms and households, which is exactly what the
price-responsiveness of the cap determines. If Wettestad
and Jevnaker (2019) are correct in their assessment that
the recent rules are a result of “smokescreen politics”
aiming at obscuring key trade-offs, chances for such a

move towards an EU ETS design that enables rather than
undermines the coherence of the EU climate policy mix
seem dim.
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