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ABSTRACT

This chapter offers insight into the role of EU ETS auction revenues from the perspective of a public sec-
tor and implementation of climate change policy rules. The final part of the chapter presents a detailed
analysis of the Poland case in the years 2013-2019. The analyses conducted revealed that the revenues
acquired from emission allowances auctioning impacted the state of public finance in Poland to a lesser
degree than projected. At the same time, it was also revealed that the currently applied solution in Poland
in terms of qualifying revenues from auctioning and spending funds in accordance with the provisions
of Directive 2003/87/EC fails to be transparent and does not promote additionality of actions taken.

INTRODUCTION

Over the past two decades, the need to achieve an array of strategic environmental targets gave rise to the
establishment of special financial and market mechanisms globally, supernationally (including the EU)
and nationally. One of those mechanisms is the European Union Emission Trading System (hereinafter
the EU ETS). The establishment of the auctioning of carbon emissions allowances also triggered the
development of some other financial mechanisms in the public sector. On the one hand, the rules of the
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facility were aimed at introducing the mechanism of price competition, but on the other, they also offered
public support in the form of providing financial support in funding environmental protection projects.

This chapter offers an insight into the role of EU ETS auction revenues from the perspective of a
public sector and implementation of climate change policy rules. We use the case of Poland to illustrate
a problem.

To achieve the research goal, we examine both the EU legislation and quantitative data on Poland’s
budgetary revenues from auctioning of carbon permits and its expenditures on climate protection. We
have sourced data from the European Energy Exchange (hereinafter EEX), ICE Futures Europe, Po-
land’s Ministry of Finance, Poland’s National Fund of Environment Protection and Water Management
(hereinafter NFEP&WM), and EIONET. The time frame of our analysis is 2013-2019.

We organise our discussion as follows. The next section provides a review of previous studies on al-
location of EU ETS auction revenues. The subsequent sections introduce our research methodology and
examine rules governing auctioning allowances under the EU ETS and present auctioning in practice. We
then turn attention to the role of auction revenues within a state budget. We examine different models of
auction revenues allocation. The final part of the chapter discusses the Poland case. We analyse amounts
of auction revenues forecasted at the beginning of the third trading period, thus the expected effect of
auction revenues on the state budget. The final part of the chapter offers a detailed analysis of Poland’s
auction revenues allocation model and the extent to which Poland meets the obligation to spend 50% of
auction revenues on pro-climate actions.

LITERATURE REVIEW

The debate over the use of auction revenues started at the very beginning of the EU ETS operations.
Miiller (2008) summarised the first rounds of negotiations between EU member states and EU bodies
over the extent to which auction revenues should be earmarked for climate change purposes and discussed
points highlighted by both followers and opponents of earmarking as well as presented some countries’
experience with earmarking in public finance.

Marchewka-Bartkowiak (2012) focused on possible allocation models of auction revenues and dif-
ferentiates between directing auction revenues to the state budget and channelling them into a specially
dedicated environmental fund.

Lofgren et al. (2018) compared auction revenues across EU member states and investigated the direc-
tions of auction revenues spending using EIONET data. They found that when spending their auction
revenues, EU countries generally favoured energy efficiency projects and promotion of renewable energy
sources (the same conclusion was drawn from a similar study that utilised EIONET data of Quatrosi
(2018)), though there was a great diversity between countries. The researchers concluded it was im-
possible to completely review spending of auction revenues within the EU because of some obstacles.
First, they stressed big differences between countries when it comes to amount of data reported. They
also highlighted the lack of direct earmarking in many countries. Finally, they underlined that one was
not able to assess the extent to which auction revenues crowd out funding of projects that would have
been implemented without the revenues. Their findings regarding comparison difficulties are similar to
those obtained by researchers that have prepared a report on auction revenues spending for the European
Commission (Le Den et. al 2017).
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