





Five-point plan for a realistic and economically viable
EU 2040 climate target

legislation related to the 2040 target.
e Ensure that all post-2030 climate policy proposals are subject to robust impact assessments
and a strong focus on implementation.

2. Strengthen the role of international carbon credits

The Commission’s proposal foresees the possible limited use of high-quality international
carbon credits under Article 6 of the Paris Agreement from 2036, capped at 3% of 1990
emissions. While Eurochambres welcomes this step, its implementation depends entirely on
future EU legislation, creating uncertainty for long-term investment planning. The proposal also
excludes the use of international carbon credits within the EU ETS, despite the fact that similar
credits from the Clean Development Mechanism (CDM) and Joint Implementation (JI) under the
Kyoto Protocol were permitted under the Effort Sharing Decision and in the early phases of the
EU ETS.

Eurochambres therefore urges policymakers to:

e Ensure that the use of international carbon credits is clearly backed in the proposal by adding
a timeline for the necessary legislative proposal.

e Consider increasing the 3% limit to provide greater flexibility, while ensuring a level playing
field across member states.

o Assess the potential use of international carbon credits within the EU ETS Il as a tool to
mitigate the impact on fuel prices.

¢ Accelerate the development of international carbon markets under Article 6 to ensure they
are fully operational and fit for purpose well before 2036.

¢ Examine whether the 2036 start date for the use of credits set out in the proposal can be
brought forward, particularly for enlargement candidates already from 2031 onwards, as
such credits would directly support their EU accession path.

e Promote the use of European technologies in the generation of high-integrity international
credits.

3. Unlock the potential of carbon removals

The Commission’s communication on the 2040 climate target, published on 6 February 2024,
already recognised Carbon Capture, Utilisation and Storage (CCUS) as a central pillar of future
climate action and put forward the Industrial Carbon Management Strategy (ICMS).
Eurochambres welcomes that the 2040 climate target proposal strengthens the role of carbon
removals under the EU ETS, thereby incentivising investment in CCS or other removal
technologies. However, the Commission has yet to present detailed measures and timelines to
ensure the swift construction of CO2 transport and storage infrastructure, a prerequisite for
scaling removals.

Eurochambres therefore urges policymakers to:

e Swiftly integrate carbon removals into the EU ETS.

e Accelerate the development of an EU-wide CO2 transport and storage network.

e Expand the use of carbon removals beyond “hard-to-abate” sectors so they can contribute
effectively and at scale to achieving the 2040 and 2050 targets.
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4. Reinforce carbon leakage protection

The highly ambitious 2040 climate target risks exacerbating carbon leakage, especially in
sectors facing high energy prices, complex decarbonisation pathways and uneven global
competition. A robust carbon leakage protection framework is therefore pivotal to safeguarding
Europe’s industrial competitiveness and preventing key sectors from relocating to countries with
less stringent climate policies.

The current CBAM framework offers only limited protection for European industries. Exporters
remain disadvantaged on global markets when competing with products not subject to
equivalent CO2 pricing, leaving a significant gap in carbon leakage protection, as acknowledged
in the Commission’s Steel and Metals Action Plan. Furthermore, the scheduled phase-out of
free allocation under ETS | before CBAM has proven its effectiveness will add further pressure
on Europe’s competitiveness.

Eurochambres therefore urges policymakers to:

o Swiftly develop an export compensation mechanism for CBAM-covered products exported
to third countries without equivalent CO2 pricing schemes.

¢ Maintain the free allocation of allowances in ETS | untii CBAM has demonstrated its
effectiveness in preventing carbon leakage.

¢ Prevent additional tightening of ETS | due to the 2040 target, as ETS | already foresees no
emission allowances being available from 2040 onwards.

o Ensure that the technical updates of the EU ETS indirect cost compensation mechanism
include additional sectors, such as organic chemicals or fertilisers, exposed to increased
carbon leakage risk, while ensuring a level playing field across Europe.

o Keep carbon leakage protection measures compatible with WTO rules.

5. Enhance the EU ETS architecture

The EU ETS is a central climate policy instrument to incentivise cost-effective emission
reductions, but many elements of the trading system, such as the ETS registry, reporting and
verification processes, and tight compliance periods, impose significant administrative burdens,
especially on smaller operators. Access to adequate funding for industrial decarbonisation and
the scaling-up of clean technologies also remain key challenges, making the effective use of
ETS revenues critical.

With regard to ETSII, once fully implemented the emissions currently covered by the Effort
Sharing Regulation (ESR), such as road transportation and buildings, will fall under a separate
emissions trading system. Maintaining parallel national targets under the ESR for sectors
already covered by ETS Il would create duplication and unnecessary complexity. Similar to ETS
I, price stability and predictability under ETS |l are essential to avoid excessive volatility that
could undermine investment signals for businesses.

Eurochambres therefore urges policymakers to:

e Ensure that the upcoming review of the ETS improves efficiency and reduces administrative
burdens, particularly in light of potential scope extensions.

e Ring-fence ETS revenues for industrial decarbonisation and scaling clean technologies,
while respecting technological neutrality.

¢ Eliminate national parallel ESR targets for sectors falling under ETSII once it is fully
operational.

e Strengthen safeguards in ETS Il to ensure price stability and predictability, including clear
and transparent rules for the functioning of the Market Stability Reserve.
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