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1. Introduction

Malta, as a small island Member State with no land connections to mainland Europe, is entirely
dependent on maritime and air transport for its imports, exports and tourism flows. The extension of
the ETS to maritime transport and the impending imposition of climate-related fuel regulations such
as FuelEU Maritime and SAF mandates under ReFuelEU Aviation are poised to disproportionately
affect the Maltese economy.

While The Malta Chamber supports the EU’s ambition to decarbonise transport, it emphasises the
need for a fair and proportionate implementation that takes into account the realities of small,
remote, and insular regions. Malta faces structural disadvantages that increase its vulnerability to
unintended economic consequences, including increased costs, connectivity loss and business
leakage.

The Malta Chamber urges the European Commission to implement mitigation measures and
safeguard mechanisms that uphold the principles of proportionality, solidarity and cohesion. The
feedback will delve into a set of policy recommendations aimed at aligning climate ambition with
economic viability for all EU Member States.

2. Malta’s unique Geographic and Economic position

Malta is an island nation located in the central Mediterranean Sea, with a population of slightly over
500,000 population and a landmass of just 316 km?, contributes to 0.047% of total EU carbon
emissions. As the EU’s smallest Member State by size and among the most peripheral geographically,

Malta faces significant transport and connectivity limitations.

The country lacks a physical connection to continental Europe and is fully reliant on maritime and
aviation links to engage in trade, tourism and supply chain activities. Over 80% of Malta’s food
consumption is imported, and the vast majority of raw materials and manufactured goods enter the
country by sea or air. The economy is heavily service based, but manufacturing and importation also
play an important role in sustaining employment and economic diversification. The island’s
geographical constraints result in high dependency on predictable, cost-effective and uninterrupted
transport flows to ensure business continuity.

Malta’s unique situation places it at a comparative disadvantage in relation to other EU Member
States, particularly those on the mainland with access to multimodal logistics networks that include
road, rail, and river transport. These structural challenges require tailored policy approaches to avoid
undermining Malta’s competitiveness. EU legislation that does not reflect these constraints,
particularly in transport decarbonisation, risks compounding the island’s peripheral status, reducing
economic attractiveness and causing unintended socio-economic harm.



3. Malta’s exposure to Shipping Emissions policy changes

The inclusion of maritime transport within the scope of the EU ETS is a fundamental shift in EU climate
policy, with far-reaching implications for island economies such as Malta. Under the revised
framework, vessels calling at EU ports are required to purchase ETS allowances for 100% of emissions
for intra-EU voyages and 50% for voyages between EU and non-EU ports. While this may appear
balanced at face value, it disproportionately impacts Member States like Malta because our
geographic limitations eliminate the possibility of modal shifts. In Malta, there is no rail or road
transport to fall back on, no inland waterway connections and no cost-competitive alternatives to
short sea shipping. Therefore, any policy that raises the cost of maritime transport has a direct and
unavoidable impact on the Maltese economy, with businesses in Malta—ranging from importers,
exporters and manufacturers to retailers — inevitably having to shift costs on to the consumers.

The Malta Chamber notes that ETS revenues from maritime transport are expected to reach €7-8
billion annually across the EU. A small share of these funds will be channelled to the Innovation Fund
to support decarbonisation projects. To start with, Malta does not qualify for any benefit under the
Modernisation fund, while regarding the Innovation Fund, Malta has yet to benefit meaningfully from
this mechanism, despite being among the most disproportionally impacted Member States. True is
that structural limitations in accessing funding and project scale requirements hinder Malta’s
participation, raising concerns about fairness and equitable distribution of returns.

4. Maritime Sector concerns and observations

The maritime industry in Malta is under increasing strain from the intersection of EU environmental
regulations, cost pressures and shifting global shipping dynamics. As shipping companies respond to
ETS compliance obligations, as anticipated, they are recalibrating their port call strategies and re-
evaluating routes. Malta, whose Marsaxlokk Freeport serves as a key transshipment hub poses a
serious risk of losing mainline services to neighbouring non-EU ports in North Africa.

Port handling costs, bunker fuel expenses and now ETS allowance costs make Maltese ports relatively
less attractive. When combined with the lack of economies of scale and existing peripheral
disadvantages, these policies risk reversing decades of investment in Malta’s port infrastructure and
connectivity. Unlike continental ports with rail links and inland depots, Malta cannot consolidate cargo
inland, making each port call a binary decision—either Malta is included in the route or excluded
entirely.

Unlike the conclusions drawn by the European Commission ETS maritime impact report March 2025,
there are indeed early indications that shipping lines are already exploring evasive strategies to reduce
ETS exposure, including limiting stops at EU ports or adding feeder services from non-EU hubs. While
DG CLIMA has not yet found definitive evidence of widespread evasion, several industry stakeholders,
including CLECAT, have warned that any temporary reduction in port calls could become permanent
due to path dependency in shipping logistics. Once transshipment hubs move, the likelihood of them
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returning is low.

The Malta Chamber further highlights the absence of clear economic incentives for shipowners to
reduce emissions under the ETS. Carriers pass compliance costs downstream in the form of
surcharges, often with limited transparency. ETS-related costs of €30/TEU are being levied on Asia—
EU routes, despite real emissions cost estimates ranging between €7 and €10/TEU. The resulting
market distortion undermines the ETS’s intended environmental outcomes while hurting peripheral
economies the most, particularly those like Malta whose transshipment element is the lion’s share.

5. Business and Carbon Leakage reality

One of the most pressing concerns highlighted by The Malta Chamber and other stakeholders is the
dual reality of business and carbon leakage arising from the implementation of the EU ETS in the
maritime sector. Business leakage refers to the shift of economic activity—such as shipping routes,
port calls, or investment—from EU territories to non-EU ones to avoid regulatory costs. Carbon
leakage, on the other hand, occurs when emissions are not actually reduced but merely shifted
geographically, undermining the climate ambition objectives.

Operators choose to skip Maltese ports entirely, offloading goods at more cost-effective
transshipment hubs in North Africa. From there, goods would be re-exported to Malta via feeder
vessels, increasing total emissions while reducing the island’s direct connectivity to global trade
networks. This outcome contradicts the EU's climate goals and has the potential to destabilise the
local economy.

As explained before, the relocation of services would likely be irreversible. Once shipping lines adapt
their logistics networks, port rotations and service schedules tend to become locked-in due to
established commercial relationships, investments, and infrastructure arrangements. If Malta loses
mainline connectivity, the consequences will include longer lead times, increased transport costs
(estimated at 20—25%) and potential exclusion from time-sensitive supply chains. This would affect
manufacturers, food importers and exporters reliant on just-in-time logistics.

Evidence already points to increased investment by global shipping companies in North African ports,
signalling a long-term structural shift in regional maritime dynamics. Without appropriate mitigation
measures, such as targeted ETS exemptions, revenue reinvestment and support for peripheral
transshipment terminals, the risk of economic severe impact on EU Mediterranean ports becomes
tangible.

6. Connectivity challenges and Economic impact on Malta

Connectivity is the lifeblood of Malta’s economy. The island’s size and location mean that any
disruption to regular shipping or aviation services has outsized consequences. The introduction of the
ETS without adequate adjustment mechanisms could result in Malta losing its direct connections to

over 165 ports currently served by global carriers. This loss would represent not just a logistical
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downgrade but a strategic economic setback, threatening Malta’s role in the regional supply chain.

The Malta Freeport, a cornerstone of Malta’s maritime infrastructure, is a critical node for both
domestic commerce and international transshipment. A decline in mainline port calls would mean
fewer goods arriving directly in Malta, leading to delays, fragmented supply chains and additional costs
for local businesses. These disruptions would disproportionately affect import-dependent sectors
such as retail and manufacturing, and by extension, consumers through increased prices.

In aviation, similar patterns are emerging. Airlines are already warning of route rationalisation if ETS-
related costs escalate beyond manageable thresholds. The impending removal of free allowances by
2026 and the additional cost of sustainable aviation fuels (SAF) will place peripheral routes like those
to and from Malta under economic pressure. Lower load factors and higher operational costs may
lead to service reductions, further eroding the island’s international accessibility.

The indirect impacts are equally significant. Higher freight and passenger transport costs will reduce
Malta’s attractiveness for foreign investment, business relocation, and export-driven growth. The
island’s status as a competitive location for logistics, manufacturing and tourism would be severely
diminished. As a small and open economy, Malta cannot afford this erosion of its economic base.
Connectivity is not a luxury for Malta. It is a critical economic enabler that must be safeguarded
through proportionate and flexible EU policy.

7. Surcharges and Market Distortion Observations

The issue of lack of transparency and fairness in the way shipping companies are passing on
compliance costs to their customers is another concern for The Malta Chamber.

ETS-related costs are being incorporated into environmental surcharges, often calculated using
projected emissions and generalised estimates rather than actual performance metrics. This practice
has raised concerns among shippers and freight forwarders.

This opacity undermines the ability of businesses to plan and budget effectively, with cascading effects
throughout the supply chain. Freight forwarders and smaller operators, in particular, are unable to
verify whether surcharges are justified, or whether they reflect efficient carbon management by
carriers. This creates a disconnect between the polluter-pays principle and actual behavioural change,
as the cost burden is ultimately borne by those least able to influence shipping emissions.

Malta, as a peripheral island state, is acutely exposed to these dynamics. With limited alternatives,
Maltese businesses have no choice but to accept the costs passed onto them. This imposes
disproportionate burdens, particularly on price-sensitive industries and SMEs, which make up a
significant portion of the country’s economic base. Without clear guidance and rules governing how
ETS costs should be reflected in surcharges, the risk is that environmental legislation becomes a profit
mechanism for the few.



8. Recommendations on ETS Maritime

To ensure that the EU ETS supports climate goals without creating disproportionate hardship for
peripheral regions, The Malta Chamber proposes the following recommendations:

1. Tailored application of ETS: By introducing geographic and economic differentiation in the

application of ETS rules. Malta and other insular Member States should be granted transitional
flexibilities or exemptions for certain segments of maritime transport, particularly
transshipment activities essential for regional connectivity hubs.

2. Revenue reinvestment mechanism: A fair share of ETS revenues should be ring-fenced for

highly proportionately impacted Member States. These funds must be directed towards
infrastructure decarbonisation, green port technologies and supply chain support in small and
island economies.

3. Strengthened monitoring of evasive Port behaviour: The EU should monitor evasive

behaviour by shipping lines on an ex-ante and real-time basis and adjust the list of third-
country ports within 300 nautical miles accordingly. Delayed action risks permanent diversion
of shipping flows. Data obtained from third country ports should not be relied on blindly. This
300 nautical miles criterion needs to be revisited.

4. Transparency in surcharges: There is need to require carriers to disclose the basis of ETS

surcharges applied to shippers, allowing for benchmarking, verification and regulatory
oversight.
5. Global alignment via IMO: The Malta Chamber supports the adoption of a global maritime

carbon pricing mechanism through the International Maritime Organization (IMO). A global
level playing field is the most effective way to prevent distortion and carbon leakage. The EU
should not top up this requirement, once announced, in the interest of its own
competitiveness.

9. The Energy Taxation Directive poses additional risks for Island States

In parallel to ETS, the revision of the Energy Taxation Directive (ETD) presents additional challenges
for island economies. The ETD proposes the gradual removal of fuel tax exemptions for maritime and
aviation sectors. While this may be appropriate for regions with alternative transport options and
modal flexibility, for Malta, it adds another layer of cost to an already constrained transport system.

Malta and Cyprus are among the most affected due to their complete reliance on maritime transport
for importing goods. The taxation of marine fuels, without first ensuring the availability and
affordability of clean alternatives, risks increasing shipping costs without reducing emissions. This
could disproportionately harm consumers and businesses in island economies while pushing shipping
activity to neighbouring non-EU ports with lower regulatory costs.

A full and detailed impact assessment is needed to evaluate the regional effects of ETD
implementation. It must consider the economic, social and environmental implications of taxing
maritime fuels in contexts where no feasible alternatives exist. Moreover, as seen in past decisions
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relating to sustainable aviation fuels and electricity use, derogations and flexibility mechanisms have
been granted to island states. Similar treatment must be extended here.

The Malta Chamber therefore calls for a permanent derogation or targeted flexibility in the application
of maritime fuel taxation for Malta because permanent handicaps require permanent solution. At the
very least, any measure adopted under the revised ETD must be aligned with international maritime
norms to avoid competitive disadvantages and carbon leakage.

10. ETS Innovation Fund access and Funding disparity

As already explained, despite being one of the Member States most exposed to the adverse effects of
ETS in maritime and aviation, Malta has not been a significant beneficiary of the ETS Innovation Fund.
This is largely due to the structure of the fund, which prioritises large-scale, capital-intensive projects
typically feasible only in larger economies. As a result, smaller states like Malta struggle to access
support despite being on the frontline of regulatory impacts.

This creates a systemic funding imbalance that risks compounding regional inequalities. The
Commission should revise the eligibility and evaluation criteria of the Innovation Fund to allow for the
participation of small Member States with limited capacity. This could include dedicated national
envelopes, lower project thresholds, and targeted support schemes.

Furthermore, given the revenue Malta is expected to contribute through ETS surcharges, despite its
negligible share of emissions (approximately 0.047% of EU emissions), there is a clear case for
proportional reinvestment. Funds generated from Maltese operators should be made available to
support decarbonisation in Malta’s ports, logistics infrastructure and supply chain operations.

Without this, the policy risks undermining the very cohesion principles upon which the EU was built.
Fair and equitable access to climate financing must be a cornerstone of the green transition,
particularly for those most exposed.

11. Aviation Sector Impact and SAF Policy Challenges

Malta’s aviation sector is facing major transformation under the dual pressures of the ETS and the
ReFuelEU Aviation Regulation. The gradual phase-out of free allowances under the ETS will require
airlines operating in and out of Malta to purchase carbon credits, increasing operating costs and, likely,
ticket prices. According to a Malta-specific analysis using ICAO methodology, ETS-related price
increases could add €10 to €14 to each one-way ticket.

The second major challenge is the mandatory adoption of Sustainable Aviation Fuel (SAF), which
remains between 1.5x and 10x more expensive than conventional fuel. The EU’s requirement for
minimum SAF use starting in 2025 and scaling up to 70% by 2050 poses serious economic and logistical



challenges, particularly for smaller airports like Malta International Airport where SAF availability

remains limited.

These changes could result in fewer route offerings, higher fares, and a reduced attractiveness of

Malta as a destination for tourism and business travel. Airlines may prioritise high-density routes

where margins are stronger and SAF is more accessible. The island’s dependence on air connectivity

amplifies these risks.

In this context, the Malta Chamber urges the European Commission to adopt a more flexible, equitable

and coordinated policy approach by:

1.

Ensuring that aviation is adequately reflected in ETS revisions, since it plays a strategic role
in safeguarding EU connectivity, cohesion and competitiveness. Future ETS revisions must
take into account the wider aviation ecosystem, including passenger and cargo operators,
aerospace manufacturers, airports, express logistics providers and fuel suppliers. A uniform
approach risks undermining the viability of essential air routes, especially those serving
peripheral and island regions.

Establishing a functioning market for Sustainable Aviation Fuels (SAF) through a “book and
claim” system to decouple SAF demand from physical supply at specific airports. This
mechanism would allow SAF usage to be recognised regardless of where it is physically
uplifted, thereby promoting market efficiency and equitable SAF access across all Member
States, including those with limited or no domestic SAF supply.

Addressing market distortions and geographical disparities, since the current SAF mandate
structure risks creating market distortions that unfairly penalise carriers based on location.
Limited SAF availability in peripheral regions will result in higher compliance costs, reduced
competition and diminished connectivity. The ETS must incorporate corrective mechanisms
to ensure a level playing field and uphold Europe’s leadership in sustainable aviation.

Providing flexibility and legal certainty for aircraft operators. The operational flexibility
granted to fuel suppliers under ReFuelEU should be extended to aircraft operators.
Standardised, mandatory accounting principles must be embedded in EU legislation to ensure
that SAF use is fully recognised under ETS, including for the allocation of the 20 million SAF
allowances and for offsetting purposes. Legal clarity is essential to provide certainty for long-
term investment planning.

Promoting SAF scalability and investment through robust traceability. The Union Database
of Biofuels should be enhanced to allow full traceability of SAF across the value chain. This will
improve transparency and support investment in SAF production and distribution. The
European Commission should also explore measures to reduce regulatory, technological and
financial risks, enabling the scaling-up of SAF infrastructure across all EU regions.



12. Conclusions

The Malta Chamber reiterates its commitment to supporting the EU’s climate goals, however, these

goals must be pursued with fairness, proportionality and a clear understanding of geographic realities.
Malta is disproportionately exposed to the negative impacts of transport decarbonisation policies, and
without corrective action, the ETS and associated measures risk causing lasting economic harm to the

country.

The Malta Chamber reiterates the following final actions:

1.

Immediate suspension of ETS application to container transshipment activity in peripheral
ports pending proper impact assessment.
Invoke Articles 174 and 175 TFEU for proportional implementation to the situation of

‘Mostly Exposed Countries? like Malta, Cyprus and Ireland. Any additional free allowances
have long been worn out due to longer routes.

Table 4-48. Exposure of EU countries to policy change on shipping emissions

Category Countries

Most exposed Ireland, the Netherlands, Cyprus, Greece, Malta, Sweden.

Shipping most important for intra-EU trade: Finland, Estonia,
Latvia, Lithuania, Croatia.

Exposed Shipping most important for extra-EU trade: Portugal, Spain, Italy,
France, Bulgaria, Germany, Belgium.

Shipping important for all trade: Denmark, Romania.

Least exposed Austria, Czechia, Hungary, Poland, Slovakia, Slovenia,

Luxembourg.

Source: Ricardo analysis

Creation of a dedicated EU program to support peripheral Member States in decarbonising
their maritime and aviation infrastructure.

Revision of ETS Innovation Fund and EUA allowances to accommodate smaller mostly
impacted Member States.

Ensure a coordinated engagement at the IMO level to secure a global market-based
mechanism for shipping that complements, rather than competes with, EU measures.

Unless these actions are taken, the EU risks undermining its own competitiveness, cohesion and

credibility in leading the green transition. Malta is ready to do its part, but it must not be left behind.

1 Study on EU ETS for maritime transport and possible alternative options of combinations to reduce

greenhouse gas emissions - Final Report
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