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on Tuesday 18th April 2023, the European Union Parliament approved key components of the
‘Fit for 55’ Tegislative package designed to reduce greenhouse gas emissions by 55% by
2030 relative to 1990 levels. The deal now just needs formal ratification by the Council
of the EU and is close to becoming law.

wWe are closing in on two years of fraught negotiations between Parliament, the Council
and Commission in a deal that is ultimately more ambitious than the original proposal
put forward by the Commission in 2021. For example, a tighter Linear Reduction Factor
(the pace at which emission caps are reduced) and a wider scope for the Carbon Border
Adjustment Mechanism (which will help the phasing out of free-allowances) are all 1in the
near-final law. The Ukraine war slowed the discussion process as REPower EU occupied a
Tot of the legislative bandwidth, but with overlapping goals, the war has ultimately
accelerated the desire for a green transition as it goes hand-in-hand with energy
independence from Russia.

Significant consensus reached in December 2022

As the tripartite (Parliament, the Council and Commission) had Targely come to an
agreement 1in December 2022, the approval of the deal by Parliament without amendments
means that there was Tittle price action on European Union Allowances on the back of the
news last week. In December 2022, Members of the European Parliament and EU governments
were negotiating well 1into the night of Ssaturday 18th December to thrash out an 1l1th
hour deal before heading on vacation. The deal is seen to have significant consensus
across the tripartite and unlikely to face resistance from the Council.

Meeting 2030 goals

The provisional agreements we detailed in what's Hot: A Golden Cross for EUA Futures are
now closer to becoming Taw. Next, the focus will be on implementation. Wwhat’s clear is
that the protracted negotiation timeframe has eaten into the window of time taking us to
2030 (one of the key milestones for the Green Deal Law). While the phase-in of several
components reflects the later-than-anticipated start date, it still means the Emissions
Trading System (ETS) needs to deliver on strong results. The financial 1incentive for
companies to implement decarbonising technology Tlargely depends on European Union
Allowance prices remaining high.

Implementation will start soon

The carbon Border Adjustment Mechanism (CBAM) 1is scheduled to start a transitional
period from as early as 1lst October 2023, where data will be collected, and methodology
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developed. Starting from 2026, free allocations to sectors covered by CBAM will begin to
be tapered and fully phased out by 2034 (two years earlier than the Commissions original
proposal).

The inclusion of the Maritime sector into the ETS could happen as early as 2024, once

again with phased compliancel.

The Aviation sector will also stop receiving free allowances altogether by 2026, with
tapering starting in 20242,

In short, implementation is just around the corner, and we expect a lot of details to be
ironed out in coming months.

Price bullish for European uUnion Allowances

we have Tong-held that the ‘Fit for 55’ Tegislative package will be positive to EUA
prices. The fact that we are final stages of getting it into Taw without it being
watered down significantly, and 1in many ways being more ambitious than originally
planned, should help drive prices higher.

The -dinteraction between Fit for 55 and REPowereEU does cloud the analysis a Tittle.
Front-Toading sales of EUAs will help fund REPowertEU, <increasing supply initially.
However, there will be tightness in EUA markets at the backend as the aggregate number
of EUA auctions will not change over the current phase (that Tlasts until 2030). Price
weakness from front-Toading may prove to be temporary as a result.

sources

1 vessels will have to surrender EUAs equivalent to 40% of emissions in 2024, 70% in 2025
and 100% in 2026.

2 They will still receive 75% free allowances in 2024, 50% in in 2025 before falling to 0
in 2026.

Related blogs
+ What's Hot: A Golden Cross for EUA Futures
+ What’s hot: Suspension of EU ETS unlikely

+ What's hot: European Parliament supports strengthening the EU Emissions Trading System

Related products
+ WisdomTree Carbon (CARB/CARP)
+ WisdomTree cCalifornia Carbon (WCCA/WCCP)

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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