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2 June 2020 
 
Dear Gillian, 

 
 
IMPLEMENTATION OF A UK EMISSIONS TRADING SYSTEM AND ECCLR COMMITTEE 
SCRUTINY   

 
I am writing to update the Committee on the progress made in the negotiations between the 
Scottish Government and the other three administrations on the future of carbon pricing in the 
UK after EU Exit.  
 
The UK Government’s Withdrawal Agreement means that, at the end of the Transition Period 
in December 2020, EU law will cease to apply and we will no longer to participate in the EU 
Emissions Trading System (EU ETS). This carbon market is a key mechanism to incentivise 
decarbonisation from the “traded” sector (power generation, energy in tensive industry and 
aviation within the EU, which collectively constitute around 25% of Scotland’s emissions).  
 
Since the EU referendum in 2016 the Scottish Government’s preference has always been to 
remain in the EU ETS. However given that this is no longer possible, we have had to consider 
alternative policies to replace participation in the EU ETS. My preference has been to maintain 
access to the EU ETS through establishing a domestic ETS that is then linked to the EU ETS. 
Maintaining access to the larger and mature EU carbon market will ensure cost effective 
decarbonisation, maintain the level playing field with the EU and provide protections against 
carbon leakage (where production and the related emissions are “offshored”) .  
 
Emissions reduction and climate change are devolved matters, so I have been exploring 
whether to legislate jointly with the UK Government and the other devolved administrations to 
create a Common Framework for a UK Emissions Trading System (UK ETS). As a completely 
new legislative regime is needed to establish a UK ETS, the powers available to the 
administrations under the EU Withdrawal Act 2018 or the EU Withdrawal Agreement Act 2020 
to amend EU law are not sufficient. Therefore the four administrations have decided to jointly 
establish a UK ETS using our existing powers under Part 3 of the Climate Change Act 2008, 
specifically for emissions trading systems.  
 
We consulted jointly in 2019 on proposals for a UK ETS to apply after the Transition Period 
from January 2021. It would closely mirror the design of the EU ETS, to which it would seek 



 
 

to link as soon as agreement was reached in the UK-EU negotiations. The stakeholder 
response to the consultation was supportive of a UK ETS, in particular one linked to the EU 
ETS. This approach (a linked UK ETS) was recommended by the Committee on Climate 
Change in its advice to the four administrations in August 20191. 
 
Since this consultation the four administrations have continued to refine the technical aspects 
of the UK ETS policy design. I reached agreement with Ministers from the other three 
administrations on 28 May to proceed to implement a UK ETS, which is contained in the joint 
Government Response issued by the four governments on 1 June2. The joint Government 
Response announces the intention to legislate jointly to establish a UK ETS that closely 
mirrors the EU ETS, including: applies to the same traded sectors; same obligations on 
participants to monitor and report emissions and surrender equivalent number of allowances; 
free allocation calculated following EU method and eligibility criteria; continued regulatory 
compliance and enforcement role for SEPA.  
 
However the UK ETS will differ slightly from the EU ETS, in particular if a link cannot be 
implemented from the outset in January 2021 and it is initially a “standalone” UK ETS. The 
Committee on Climate Change separately advised us on a standalone UK ETS in March 
20203, including the level of the cap. The initial UK ETS cap (annual number of allowances) 
will be set at 5% less than what the UK’s share of the EU ETS cap would have been, and we 
will introduce an allowance auction reserve price (ARP). We have set the level of the initial UK 
ETS cap to maintain the fine balance between our climate ambition and industrial 
competitiveness, especially in the context of the Covid-19 economic recovery. The joint 
Government Response sets out the four administrations’ commitment to review the cap in light 
of the Committee on Climate Change’s advice on Carbon Budget 6 expected later this year, 
to ensure the cap is consistent with our respective net zero targets by 2024.  
 
I have agreed to publish this joint Government Response, announcing the implementation of 
a UK ETS, in the interests of advancing the negotiations with the EU on linking the UK ETS to 
the EU ETS. I consider that linking is imperative for our climate ambitions, and I continue to 
press the UK Government to pursue the agreement of a link in their negotiations with the EU.  
However I remain concerned that despite this publication announcing a UK ETS, the UK 
Government continues its parallel preparations for an alternative carbon emissions tax, on 
which it intends to consult later this year. A carbon emissions tax would be completely 
unacceptable both in policy terms and constitutionally. A tax could not be linked to the EU ETS 
and therefore would not achieve the benefits of a linked market. And it would not be 
accountable to the Scottish Parliament, in direct contradiction to the principles established by 
JMC(EN) in October 20174 for establishing common frameworks in areas where EU law 
intersects with devolved competence. I have repeatedly expressed my strong disappointment 
with the UK Government’s approach to the carbon emission tax in Ministerial Quadrilateral 
meetings and will continue to press the UK Government on its intentions.  
 

                                              
1 The Committee on Climate Change advice on linked UK ETS – August 2019 
https://w ww.theccc.org.uk/publication/letter-the-future-of-carbon-pricing/ 
2 The Joint Government Response to the Future of UK Carbon Pricing Consultation – June 2020 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/889
037/Government_Response_to_Consultation_on_Future_of_UK_Carbon_Pricing.pdf 
3 The joint reply to the Committee on Climate Change on the UK ETS cap – June 2020 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/f ile/889040/Letter

_to_CCC_responding_to_advice_on_standalone_UK_ETS_June_2020.pdf  
4The JMC(EN) Principles for Common Frameworks – October 2017: 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/652
285/Joint_Ministerial_Committee_communique.pdf 
 

https://www.theccc.org.uk/publication/letter-the-future-of-carbon-pricing/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/889037/Government_Response_to_Consultation_on_Future_of_UK_Carbon_Pricing.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/889037/Government_Response_to_Consultation_on_Future_of_UK_Carbon_Pricing.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/889040/Letter_to_CCC_responding_to_advice_on_standalone_UK_ETS_June_2020.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/889040/Letter_to_CCC_responding_to_advice_on_standalone_UK_ETS_June_2020.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/652285/Joint_Ministerial_Committee_communique.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/652285/Joint_Ministerial_Committee_communique.pdf


 
 

We are now ready to begin the legislative process to implement a UK ETS, which needs to 
conclude before the end of the Transition Period to ensure the UK ETS is in place for day 1. 
The UK ETS will be legislated for by all four administrations using our powers under the 
Climate Change Act 2008 to create a joint scheme. There will be a number of pieces of 
secondary legislation made under the Order in Council procedure, and laid in each of the four 
legislatures. The first of these will be an affirmative Order which will be available to be laid in 
July during recess, which is necessary to coordinate the process across the four legislatures 
in the remainder of 2020. The Committee will have the time needed to scrutinise the legislation, 
and I will be happy to give evidence, or my officials, on the legislation – including informally 
during recess.   
 
Because the UK ETS is a Common Framework developed under the process overseen by the 
JMC(EN), and according to the principles it set out in October 2017, the legislation is only one 
aspect of the Framework. A Framework Outline Agreement will document the development of 
the Framework, the rationale for decisions to implement a UK wide approach, and the ongoing 
governance arrangements between the four administrations. This will be accompanied by a 
public facing concordat between the Ministers from all four administrations. These documents 
are still under development, but once they have been signed off by policy Ministers I will share 
them with the Committee for its scrutiny during the final development phase before they can 
be presented to the JMC(EN).  
 
The UK ETS is a technically complex policy, but it has important ramifications. I look forwarded 
to engaging with you during the scrutiny of the UK ETS.  
 

 

Yours Sincerely, 

 

 
 

 
ROSEANNA CUNNINGHAM 


