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Introduction

We interviewed 20 experts from business, NGOs, government
and academia to ask them how well they think the European
Union’s climate and energy policies have performed. Whilst
the conclusions we present here do not represent the views of
all those we interviewed, we found a remarkable level of
agreement about the successes and weaknesses of EU climate
and energy policy.

There was a striking consensus that the EU had played a
positive role overall in the UK's energy outcomes, even
amongst those who had criticisms of individual policies.
There was widespread concern that the UK would struggle
to maintain a coherent energy and climate programme if it
were to leave the EU.

We are now at a crossroads in European climate and energy
policy. In March 2013 the European Commission launched a
Green Paper on the 2030 climate and energy package and it
hopes to agree a framework with all 28 member states
in2014.

Our review shows that the 2020 package was ground-breaking
in many ways: it has had a monumental impact on European
and global climate politics, and was instrumental in creating
the largest market for renewables and carbon trading in the
world.'

If the EU is to continue its leading role in energy and climate
policy internationally, it needs to get the 2030 package right.
Doing so will mean addressing flaws in the 2020 package,
identified in this review.

We conclude that, overall, EU climate policy has been a
powerful, positive force in helping the UK to meet its energy
investment and climate change goals. We are optimistic that the
next round of EU policy making can also work for the UK and
our wider interest in achieving a low carbon world.
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The advantages of having climate and energy policies at the European level
are numerous. European policy has not only had environmental benefits,
but has also helped European businesses, reducing their regulatory burden
and creating sufficiently large markets for their operations.

Transboundary pollution requires transboundary action

Climate change is a global problem and requires co-operation between
large numbers of countries. Europe represents a sufficiently large group of
countries which have similar ambitions in terms of carbon reduction, that
trade heavily with each other and have been faced with similar challenges
along the road to decarbonisation. Many types of pollution such as
nitrogen oxides (NOx) and sulpur oxides (SOx), created by power stations,
factories and vehicles, travel long distances. Reducing long range pollution
requires transboundary action.

Alevel playing field

The adoption of common environmental standards reduces the regulatory
burden for companies that operate on a pan-European level. Importantly,
common European policy and regulation can level the playing field so
environmentally progressive companies are not at a disadvantage. It also
creates sufficiently large markets for abatement technologies to be
developed and their costs to be reduced through economies of scale and
widespread deployment.

A common market for products

Setting product and vehicle standards at an EU wide level is appropriate as
national markets would be too small. Setting common standards across a
larger market enables innovation to take place and reduces the burden on
manufacturers. Similar standards in other member states create export
markets for environmental goods and services. This is of benefit since trade
within Europe is high. In 2010, 54 per cent of UK goods and 40 per cent
of UK services were exported to other member states. Across the EU, trade
between states accounted for 64 per cent of all exported goods and 56 per
cent of all exported services.?

Improving standards globally

The EU market is also large enough to influence manufacturers outside
Europe, improving product standards elsewhere. In fact, Europe continues
to be enormously influential and still constitutes the largest economy in
the world.? Likewise, one interviewee from a major global business stated
that their business had adopted European environmental standards in its
operations outside the EU.



5 —— o “In the absence of a global

: deal, acting on a European
level makes absolute sense
and is exactly the kind
of thing the EU should be
doing.”
Guy Newey, Policy
Exchange

............ e HAVING @ UNified European  “Common European policy
{ approach is usually much has allowed a company
more cost effective for like E.ON to develop some
businesses than national economies of scale, because
policies, which differ from  there is commonality
country to country.” across markets.”
Sarah Deblock, IETA Stephen Davies, E.ON

S ——————— o “The eco labelling directive
! and its predecessors are
an obvious example of
where there is a very clear
European competence and
................................................. that’s being used, although
not as effectively as it

e “The EU is basically a should be. Our appliance
trading block so the real standards are not as good
power lies in building a as in many other countries,

single market and creating  but we’re heading in the
a level playing field within  right direction and the

...................................................................... the EU for goods and European level is the right
services. In the case of level to do it.”
renewables, because there  Dr Nick Eyre, University of
is a liberalised energy Oxford

market, companies benefit
from compatible policies
across borders.”

Jason Anderson, WWF



A stable framework for long term investment

The large coverage and range of views mean that any policy position
adopted by the EU as a whole has a strong impact on the global
community. Although the decision making process can be protracted, this
is seen as a real benefit by investors, especially those in sectors with long
lived and capital intensive assets; the decisions are seen as more steadfast
and less subject to short term political intervention.

Ability to develop effective policies, share learning and fund new
technologies

Adopting common policy frameworks allows member states to share
knowledge and compare the effectiveness of different policy options.The
process can create a push and pull effect where good practice shown by
leading member states is adopted by others, and the general level of
ambition is raised over time.

Individual member states are unlikely to have sufficient funds to develop
the long term technologies needed for decarbonisation. Pooling resources
and sharing learning should enable solutions to be developed more quickly
and at a lower cost.

Ensuring Europe achieves energy security at lower cost

Common European energy policy should lead to energy security at a lower
cost for several reasons. Member states with different types of renewable
sources have a greater ability to share them, which evens out supply.
Perhaps more importantly, it enables member states to use their back-up
assets more efficiently: they can, for example, share fossil fuel power
stations that are needed when renewable output is low. By bundling
together demand for energy, demand profiles are not only evened out, but
there is a large collective procurement power, helping to secure more
favourable trade agreements. An increase in co-operation and
harmonisation of rules between power markets enables greater trade, so
lower energy prices can be accessed elsewhere in Europe.

By trading carbon between many countries reductions can be made where
it is more economical to do so. It also creates a sufficiently large market

for trading. Individual member states are simply not big enough to create
sufficiently liquid markets: the UK’s emissions trading scheme had less
than 40 participants. The EU Emissions Trading Scheme (ETS) reduces
price distortion, as the carbon price is the same for all countries.



P « “The upside of slow decision

making is that once it’s
done, it’s going to be more
solid. At least you know
where you’re going and
industry has confidence to
invest at scale.”

Professor Michael Grubb,
University of Cambridge

¢ “You can now see which

policies were more effective
and more efficient and which
ones were less so. For
example the Commission is
now working on guidelines
for best practice in the area
of renewable energy.”

Dr Raphael Sauter, IEEP

« “By being increasingly

interconnected, and having
a geographically diverse
generation mix we can
improve our energy security
and drive down costs”
Naomi Harris, Bellenden

“If each country had to
do all its own energy
technology research
independently there would
be a lot of duplication and
wasted effort.”
Jonathan Gaventa, E3G

“Due to the single market
there is a bigger demand
and due to the bundling of
demand we have
advantages in international
markets.”

Jiirgen Rosenow, E.ON SE

“The trading of energy
allows you to decarbonise
much more cheaply
than you’d be able to
do otherwise.”

Jonathan Gaventa, E3G



European climate and energy policy has yielded many successes, including
leading the way internationally in mandatory greenhouse gas emissions
reductions. This has increased the deployment of renewables, improved air
quality and established the EU ETS, the largest carbon trading scheme in
the world.

Ambition for greenhouse gas reduction

The EU has played an important role in setting out its ambition for
greenhouse gas reductions. It is important for countries within the
European Union and further afield to see the direction of travel clearly
signposted and to know they are not going it alone.

Increased renewables deployment

The Renewable Energy Directive led to a significant increase in renewables
deployment, especially in member states that were dragging their heels. It
had a positive impact on the UK, pushing it to address ways to incentivise
renewable energy There is acknowledgment that the directive was
important in setting the UK onto a path towards more renewables and in
sending a signal to investors. The directive led to a dramatic change in
ambition and a complete culture change amongst civil servants. It drove
down the costs of renewables by increasing competition and it allowed the
creation of major European renewable energy supply companies.

The creation of a market for carbon

The EU ETS is politically important as it shows that carbon markets can

be successfully created and integrated within a conventional energy market
and it has led to a proliferation of similar schemes around the world. There
are also major compliance benefits which are often overlooked. Under the
EU ETS around 11,000 installations in 31 countries have to comply and

45 per cent of EU carbon dioxide (CO,) emissions are now traded under
the scheme.*



o “The European Renewable
Energy Directive has been
extraordinarily important.
I have no doubt that the
UK would have backed
down from that scale of
renewables commitment
if it hadn’t been for the
European directive. To
transform the energy
system, you need some
pretty strong posts
hammered into the ground
against which business
can credibly risk sizeable
amounts of money in new
industries.”

Professor Michael Grubb,
University of Cambridge

o “The ETS is legally binding
on the operator, and not
only on countries, and in
this way circumvents the
Achilles heel of EU
legislation, which is that
countries are often slow or
fail to properly implement

EU directives. It also means

that 11,000 installations
are now being regularly
monitored.”

Jason Anderson, WWF

“The renewables directive
led to a complete culture
change in the energy civil
servants. For the first time
you were seeing a level
of ambition amongst the
civil service. It was a
forced ambition, but it
was ambition nonetheless.
Before that renewables
had been treated like a bit
of a joke.”

Dr Doug Parr, Greenpeace
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Cleaner power stations

European legislation, such as the Large Combustion Plant Directive (now
part of the Industrial Emissions Directive) has driven the uptake of
abatement technology, increasing the rate at which many member states,
including the UK, have cleaned up their power stations.® This has resulted
in improved local air quality and reductions in regional pollution such as
NOx and SOx.¢ The directives have also created new industries in
abatement technologies.

Reducing emissions and energy use in vehicles and products
Progress to implement tight emissions standards for new cars has been
slow and watered down several times by the Environment Council and the
European Commission as a result of manufacturer lobbying.” However, the
threat of binding legislation has led to a significant reduction in carbon
emissions from new passenger vehicles and increases in fuel efficiency,
saving UK drivers billions. It has also had an international impact.The
initial voluntary agreement that European car manufacturers signed up to,
which is now mandatory, led to similar commitments from both the
Korean and Japanese manufacturers’ organisations.®

The introduction of product standards has meant that the most energy
wasting appliances have been taken out of the market. Bans on
incandescent light bulbs alone are projected to be saving consumers £108
million on average per year between 2010 and 2020.” The overall benefits
of the Ecodesign Directive, estimated by the Department of Climate
Change and Energy, are projected to be worth £26 billion in total, or £158
per household per year by 2020."°

Giving the UK a louder voice in international negotiations

The UK has successfully used its membership of the EU to amplify its voice
at international climate negotiations. Past EU leadership on the
international stage has led to other major economies developing a
significantly stronger domestic stance on greenhouse gas emissions
reduction than expected, even if this has not been matched by formal
binding targets. The UK has had considerable influence over the EU’s
position and maximises its leverage by operating within the EU bloc. It has
many respected experts and has had a significant impact on the position
developed by the EU’s negotiating team at international climate talks.



o “The coal lobby was quite
strong in the UK and so the
clean up of power stations
certainly wouldn’t have
happened as quickly as
it has. | think that
European legislation has
really enabled a transition
to a much cleaner energy
system, both in air quality
and climate terms.”
Jonathan Gaventa, E3G

[ « “Responsible for only two

i per cent of global emissions,
the UK on its own can’t
be a major player in
international agreements.
However, the EU countries
together form the largest
market in the world

------ and have real clout in the

negotiations.”
Jill Duggan, Doosan Power
Systems
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Centralised decision making excludes some voices

The complexity and length of decision making processes can make it hard
for small organisations to have a say, which can result in large companies
and industry having more input. Whilst national governments are also open
to lobbying, the European process is arguably subject to less scrutiny from
civil society. This can lead to the perception that processes are top down.

Lobbying has watered down policy

Agreeing policy across 28 member states can reduce the level of ambition,
especially where there needs to be unanimous agreement to pass new
legislation."!

The 2020 greenhouse gas emissions target was not

ambitious enough

The 2020 greenhouse gas emissions target did not lead to any reductions
beyond business as usual as a result of the European recession, resulting in
large surpluses of EU Allowances (EUAs) and Annual Emissions Allocations
(AEAs)."” Efforts to increase the target to 30 per cent have been
unsuccessful.

The plan for the EU ETS did not account for economic activity and
was not adequately supported politically

Similarly, the EU ETS trajectory failed to take account of economic activity
and wasn't backed by sufficient political will. Without major reform it is
unlikely to provide the high carbon prices necessary to drive fuel switching,
let alone structural changes to the sectors covered by the ETS. As it is the
flagship European climate policy, failure to rescue the scheme will put
Europe’s leadership role at risk and reduce EU influence at international
negotiations.



> « “EU energy policy potentially “Complexity is a form of

risks increasing the
dominance of the larger
utilities, purely on a basis
that they can afford to

engage.”
Naomi Harris, Bellenden

et « “Ifyou look at the activities

of Poland and the attempted
structural reforms of the
EU ETS, or indeed of the
2030 package, it is actually
bringing down overall
ambition.”

Dr Doug Parr, Greenpeace

“At the outset of the EU ETS, “An emissions trading

political ambitions were
not high enough - that is
the main reason for current
difficulties.”

Jill Duggan, Doosan Power
Systems.

system makes a lot of
sense if you have scarcity
in the market but we don’t
and we don’t have a real
price. The sameis true in
the non-traded sectors,
where there is so much
credit in the system that
there is very little demand
for AEAs”.

Jason Anderson, WWF

exclusion. If policy formation
is going to be subject to
democratic input and
oversight, accountability
and control, it needs to be
simple enough for people
to understand.”

Dr Doug Parr, Greenpeace

“Where you get qualified
voting you can get some
things through. But in
other areas, such as energy
taxation, it’s hard to get
decisions through.”

Jean Lambert, MEP

13
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Slow progress building necessary infrastructure

A well functioning, integrated electricity and gas market requires common
infrastructure, such as adequate gas storage and networks, and electricity
transmission networks that are able to handle flows of electricity between
countries. There have been attempts to plan and develop transmission
networks on a pan-European basis, individual system operators are starting
to work together with the creation of the European Network of
Transmission System Operators for Electricity (ENTSO-E). Whilst the
creation of ENTSO-E is welcome, it lacks any sizeable budget to deliver its
aims and regulators still make decisions at an individual member state
level. An informal target was set in 2002 for member states to secure ten
per cent of their electricity capacity through interconnection by 2005. In
2010, nine member states had still not met this target, including the UK."?

Slow progress developing a common energy policy

Progress on developing a common energy policy has been less impressive
than that on climate, as national governments have been wary of handing
over sovereignty on something so closely aligned to national interest.

Some have questioned whether the move to a single, energy only
electricity market (where generators are only paid for each unit of
electricity they produce and not for the capacity they provide) is now out
of date. Energy only electricity markets have been developed for fossil
based power systems and may not be suited to running assets like
renewables efficiently. These conventional energy markets are also failing to
give the necessary long term signals for investment for both fossil and
renewable projects alike.'* As we integrate higher amounts of renewables
and other low carbon generation into the electricity system, fossil fuel
power stations will increasingly only run when renewable output is low
and their costs may not be covered by electricity sales alone. Many
countries, including the UK, are introducing capacity markets so that
power stations are paid for being there, not just for the electricity they sell.

Disappointing progress on energy efficiency

The lack of a legally binding target has resulted in much more focus on
renewables. It is now unlikely that the 2020 target of a 20 per cent
improvement in Europe’s energy efficiency will be met, despite recession
and despite the fact that energy efficiency is one of the cheapest ways to
reduce emissions."*



« “As far as I’m aware there

is no pan-European gas
storage, no new gas
connectors and, despite
significant rhetoric, little
progress on connecting
up a North Sea electricity
grid.”

Tom Burke, environmental
policy adviser

“The UK basically remains
an island with a couple of
wires attached. The
mentality is still largely
that of an island. You can
argue the pros and cons
of that, but clearly there
are opportunities for a
more cost effective energy
system, if the UK would do
a bit more international

............. trading.”
Professor Michael Grubb,
University of Cambridge
« “Whereas European climate . + “Why, at European level, are
i policy has shown leadership, { we requiring mandatory
i the attempts to develop targets for renewables and

: common energy policy

i have been a disaster.”

¢ Tom Burke, environmental
........ # policy adviser

carbon but not efficiency,
when energy efficiency
should have economic
benefits? Maybe the
answer is that you expect
member states to do energy
efficiency anyway. But the
effect is that action on
renewables has had a
higher profile than action
on efficiency. It is clear in
other areas, like landfill,
that a mandatory European
deliverable with penalties
attached does make people
sit up and take notice.”

Dr Nick Eyre, Oxford
University
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Facts and figures

An unambitious greenhouse gas EU greenhouse gas emissions 2000-11
emissions target Index: 1990 = 100

The greenhouse gas emissions
reduction target of 20% from 1990
levels by 2020 will be met. But, as
this graph shows, it hasn’t been 95
ambitious enough as the target has
nearly been reached already due to
the European recession since 2008.
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Kickstarting renewable electricity
generation in the UK

Both the 2001 Directive on Electricity
Production from Renewable Energy
Sources (RES Directive) and the
2009 Renewable Energy Directive
had a strong impact on UK
renewable electricity generation,
which grew by 98 per cent 2001-07
and 88 per cent 2007-11.

A thriving EU renewables market
The Renewable Energy Directive
had a significant impact on
renewable deployment, setting up
mandatory targets for renewable
energy use in Europe.

The targets, negotiated in 2007-08
and agreed in 2009, resulted in a
34 per centincrease in renewable
energy sources in final energy
consumption since 2007.

Reduced pollution from cars
Vehicle standards have not only
reduced CO2 emissions but have
also decreased local air pollution,
such as NOx.

Electricity generated from renewable sources as % of gross
electricity consumption®
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Issues with European efficiency policies

Despite its success, the ecodesign directive has suffered from very slow
implementation, partly as a result of poorly designed processes, and partly
due to low resources available at EU level. This means around 40 per cent of
potential ecodesign carbon savings are not being achieved.”” The European
Commission has also been fighting the UK to drop its policy to reduce VAT
on energy efficient materials and products, arguing that the UK can only
grant differential VAT on social, not environmental grounds. There have also
been problems developing Energy Performance Certificates (EPCs) for
buildings so they are comparable between countries.

Flaws in the Renewable Energy Directive

The rapid uptake of renewables in many member states led to significant
energy price increases in some countries. This resulted in retrospective
changes to renewables support schemes which, in turn, created significant
uncertainty for the renewables industry.”* The cliff edge caused by not
having a target post 2020 is also an issue for the renewables industry and
its investors.

In the UK, the Renewable Energy Directive led to significant investment in
low cost renewable electricity technologies which have questions over
their wider sustainability, eg over the efficient use of imported biomass
through extensive use of co-firing and electricity only biomass.

In many member states there has been a lack of attention to renewable
heat, despite it being typically lower cost than many electricity options.
Heat is harder to tackle as there is a more diffuse market and projects are
smaller scale. Renewable transport has not made much progress either due
to the u-turn on biofuels because of concerns over sustainability and food
security and the slow adoption of electric vehicles.

Mixed efforts to co-fund and commercialise new technologies

The commercialisation of carbon capture and storage (CCS) is a prime
example of where progress can only be made if there is a pan-European
response. However, progress to date has been disappointing. The terms of
the NER300 competition, which uses the money from selling ETS
emission allowances to support CCS and innovative renewable technology,
have been overly prescriptive. The programme has suffered from uncertain
and inadequate funding due to the low carbon price.**



« “Energy performance
certificates have done a
great deal of good across
member states at raising
awareness of energy
issues, making sure each
building has a label, a bit
like fridge labels. The
problem is that they are
measured in inconsistent
ways, so a B rated building
in Britain is potentially
completely different from a

« “In the British case the
impact of the Renewable
Energy Directive was
broadly positive but it was
arguably too aggressive
and short term. It has
created political dissonance
because of costs and a cliff
edge, which is not great for
investment. However, it
shouldn’t lead to a blanket

o “The framework
programmes at the
research end have been
very useful, but I’'m not
sure how much real
technological innovation
has benefited from
European political
co-operation. The big
one was going to be CCS,
and that’s obviously
fallen flat on its face.”
Professor Michael Grubb,
University of Cambridge

B rated building in another
member state. If you are a
company that works across
different markets, that’s not
helpful. Another problem

is that EPCs only measure
expected, not actual,
energy performance. We
need operational energy
ratings for our buildings

to really drive change.”
Joanne Wheeler, UK GBC

ban on technology specific
targets. Part of the pain felt
in the UK was due to our
poor historic performance,
as the Commission’s
burden-sharing rules
allowed for progress in
previous six years, so we’re
now playing catch up.”

Dr Robert Gross, Imperial
College London
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The UK has been
both a leader and
a laggard

20

Where the UK has been ambitious:

Setting carbon budgets

The UK has led the way in adopting a legally binding greenhouse gas
emissions reduction target for 2050 under the Climate Change Act and in
setting up an independent body, the Committee on Climate Change, which
advises government on carbon budgets.

Setting up a carbon trading scheme
The UK set up the world’s first carbon trading scheme in 2002 and was a
front runner for the EU ETS.This gave many UK brokerage and verification

businesses an advantage and London remains the carbon trading centre of
the world.”®

Introducing energy efficiency obligations on suppliers

In 1994 the UK became the first country in Europe to introduce an
obligation on suppliers to save energy. Supplier obligations have resulted in
subsidised or free insulation being given to millions of homes.*

Banning inefficient boilers
In 2005 the UK government banned non-condensing boilers, going ahead
of the European product standards.

Where the UK has been slow or has blocked progress:

Reluctant adoption of the renewables target

Before the Renewable Energy Directive was adopted in 2009, setting
mandatory targets, the UK’s position changed rather dramatically from
being opposed to binding targets to being in favour of them. In 2007
Prime Minister Tony Blair backed the EU renewable energy targets, making
a u-turn over green energy and overruling his industry minister Alistair
Darling, who wanted a flexible and non-binding approach. Civil servants
were horrified at the implications for the UK; they were concerned that the
government lacked the policies to attract the level of investment needed to
meet the target. The target led to a more than eightfold increase in
renewable energy capacity in just 12 years. Until 2009, there was repeated
lobbying to weaken the 20 per cent target.”’

Blocking legally binding efficiency targets

Due to concern that the directive would not take account of previous
efforts to increase energy efficiency, the UK government blocked the
adoption of legally binding energy efficiency targets in the Energy
Efficiency Directive.



Industrial activity plays an important part in the European economy, but it
has a significant environmental impact and has been subject to EU
legislation since the 1970s. After two years of negotiations, in 2010 the
European Parliament and the European Council reached an agreement on
the new Industrial Emissions Directive, which replaced the Integrated
Pollution Prevention and Control Directive, the Large Combustion Plants
Directive and five other directives.?® In the negotiations, the new standards
to be applied to large combustion plants were particularly controversial.
Countries, such as the UK and Poland, successfully watered down the
legislation by introducing a range of exceptions for large combustion
plants.”

The UK was a trailblazer when it liberalised its electricity sector in the
1990s, however the Electricity Market Reform process signals a move away
from sole reliance on market signals to greater governmental intervention.
This could reflect the recognition that competition and market signals
alone may not deliver the transformation to a low carbon system we need.

Despite setting up the world’s first carbon trading scheme, recent moves by
the UK have undermined the ETS. Because prices under the EU ETS were
low in 2013, the UK introduced its own carbon price floor in April 20133
This was seen by many as a ruthless revenue raiser by the Treasury. It puts
UK industry at a disadvantage to the rest of Europe and many were against
its introduction, urging the government to work at a European level to
improve the EU ETS instead.

21
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The vast majority of interviewees said that leaving Europe would be
inadvisable on climate and energy grounds for a number of reasons:

It would be costly for business as it means an uneven playing field and less
influence on policies that companies have to comply with.

It would increase uncertainty for businesses, making them less confident
in their ability to plan for the future, or invest in the necessary technology
and skills.

It may risk weakening UK climate policy, as it would remove an important
safeguard if future UK governments were more opposed to action on
climate.

The EU would also lose out if the UK left as it has been a positive driver

of climate action.

The UK might reduce its international work on climate change as it would
be harder to justify with less global influence.

Some interviewees thought it would make energy trading harder, as the
UK would have to renegotiate trade agreements with other countries.

It may also make it harder to build interconnectors to other member states
as there are several stages to go through and the UK could not use EU

funding However, some thought trade with other countries would not
be affected.

If the UK left the EU it could follow Norway’s example and join the European
Economic Area instead. Some suggest this would be costly and subject to
rules the UK would have no influence over. However, others suggest the
UK could choose only to adopt rules and regulations that are beneficial.

What being outside the EU has meant for Norway

After Norwegians voted against EU membership in 1994, Norway joined
the European Economic Area (EEA). EEA membership allows access to the
single market while maintaining an independent national agenda
protecting key domestic industries from EU regulations. This arrangement
has benefited the Norwegian economy as the EU remains its largest import
and export partner. However, access to the single market comes at a price:
Norway makes a significant contribution to the EU budget and has to adopt
most of the EU’s rules and legislation without having any formalinput or
right to vote on EU policy.

The EEA is supposed to implement EU rules within a period of six months,
but this rarely happens. As a consequence, national investment is
negatively affected and Norwegian businesses are at a competitive
disadvantage. The directive on energy efficiency of buildings and the
Renewable Energy Directive took several years to implement in Norway,
which diverted investment to other countries.

This form of association with the EU may be suited to Norway, a country
with a small population, rich in oil and gas. But, the British economy is far
more globalin scope and, as Norway’s prime minister has said, the “UK as
aworld power would not accept to being bound by a large number of EU
laws and regulations without having a say in them.” 3



o “Climate risks slipping off
the UK agenda if we were
to leave the EU. | think it
would be bad news for
global climate ambitions.
There are mechanisms to
stay involved through the

ETS but overall I can’t see it

as positive.”
Guy Newey, Policy
Exchange

« “As a European member

state, the UK currently has
arole in shaping European
policy. European neighbours
that are outside the EU are
not part of the negotiations
where European policies
are decided. Very often
these countries apply
similar policies to what

has been agreed at the
EU-level, but they haven’t
had the opportunity to
influence what these
policies should look like.”
Sarah Deblock,
International Emissions
Trading Association

o Leaving would be daft. Our

energy supply would be
much less secure and more
expensive. We’d be much
more exposed to decisions
made by others with much
less ability to influence the
outcome.”

Tom Burke, environmental
policy adviser

“We would have to negotiate
a huge amount of bilateral
agreements, we would still
have to comply with a lot of
the EU rules and | can’t see
what the incentive would
be for the EU to give us a
free ride on that. The EU is
in the early stages of
negotiations for a free
trade agreement with Japan
and the States and, if it
were to succeed in those
negotiations and we were
outside the EU, we’d only
have to go through it again.
There are a lot of risks in
having to renegotiate our
agreements with other
markets.”

Naomi Harris, Bellenden
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In the coming year, Europe will negotiate a new package for 2030 which
will set out its climate and energy pathway. This will impact on the
international climate negotiations in 2015.There are some crucial lessons
we can learn from the 2020 package: including the need to significantly
reform the EU ETS, set smarter targets for renewables and energy efficiency
and focus more on infrastructure.

Open up the negotiation process to more stakeholders

The European Commission needs to run the negotiations more
democratically and involve a wider set of stakeholders than the 2020 process.
There is a need for earlier engagement with businesses as well as NGOs.

Be more ambitious

The 2020 greenhouse gas emissions target was not sufficiently high to
create any real structural or lasting behaviour change. The 2030 package
needs to set out an ambitious target of at least 40 per cent by 2030.

Reform the EU ETS

Back-loading will help to rescue the scheme in the short term but further
measures will be necessary to enable better control of the supply of permits
or measures to stabilise EU Allowance prices. An independent body could
be established to adjust the volume of permits in the scheme on a regular
basis, to ensure scarcity of permits. It will also be important to limit the use
of international credits, to move to full auctioning of permits and to
increase hypothecation into energy efficiency and R&D.

The number of allowances in the carbon market must account for any new
energy efficiency or renewables legislation. This is an argument for both
mandatory renewables and efficiency targets, as they would be easier to
account for.

Introduce ambitious but more intelligent targets for renewables
and efficiency

The arguments for further targets for both renewables and efficiency are
strong. Many renewable technologies such as offshore wind still require
significant government support. A renewables target would provide the
renewables industry and investors with greater clarity and could reduce the
cost of deployment by enabling greater economies of scale. Clear targets
help to attract investment and should enable industry to achieve cost
reductions through economies of scale.

Renewables are likely to play a significant role in most decarbonisation
scenarios.’” An energy efficiency target is also needed as there is a
consensus that a greater level of energy efficiency is vital. Many remaining
cost effective efficiency measures would be ‘no regret’ options and a
mandatory target would attract investors because they can see a long term
market for efficient goods and services.



+ “If you don’t have people on
the boat for EU renewable
energy targets then your
emissions trading system
may fall apart because
itisn’t easy to anticipate
how much of the emission
reduction will be met by
disparate national
renewables policies for
example, and it will be
difficult to set an
appropriate allocation.”
Jason Anderson, WWF

+ “You need multiple targets
for different purposes and
transforming complicated
industrial systems does
take more logistics than
just a single price. It’s been
extraordinarily important
to have a clear goal of what
renewable energy is
expected to do for industry,
supply chain development,
government policy and
regulatory policy.”
Professor Michael Grubb,
University of Cambridge

“We need to show to the
world that the ETS is
working and maintaining
competitiveness in Europe.
It should be at the
cornerstone of EU’s climate
policy for 2030.”

Steven Altmann-Richer, CBI
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A pan-European target for renewables may be more efficient. Given the
security of supply and industrial benefits of renewables, it is likely that
many member states will continue with individual targets and support
mechanisms, even in absence of a European target. In this case, deployment
is likely to be far more fragmented and less efficient, as there will be
limited scope for trading and doing things where they are cheapest.

There is scope to make improvements on the 2020 approach. More
sophisticated targets are required that differentiate between the
deployment of renewables, which might make significant contributions
to member states’ supply and investment in longer term renewables, such
as wave and tidal technologies, which may be of benefit to the global
community.

Geography will become increasingly important. It may be necessary to
select areas for new technology deployment based on natural resources.
For example, there could be a target for concentrated solar power and the
associated grid requirements, but instead of being applied to an individual
member state, it could apply across southern Europe.

Focus on infrastructure

There will need to be an increasing focus on infrastructure. There are a
number of pan-European projects that should be built such as the North
Sea grid. CCS pipelines across Europe must also be developed.

The creation of the European network of transmission system operators for
electricity (ENTSO-E) and the move to some pan-European planning of
electricity networks is to be welcomed. However, there is no obligation on
national regulators to act in the interest of another member state. Pan-
European projects should be backed up by adequate levels of funding,
which is unlikely to come from the EU budget alone.

More pan-European regulation is needed to ensure more investment on
a common interest basis and not only at the individual member state
level. The development of interconnectors must also take into account
balancing benefits and should not be based on price differences between
countries alone.

Pool resources to fund new technology

European co-operation will be vital to commercialise new technologies
such as CCS and to tackle hard to treat industrial processes. By pooling
funding for R&D and sharing lessons across Europe, much more can be
achieved than by an individual member state acting alone. The private
sector is also more likely to invest in developing technologies if there is a
clear European market emerging.

To develop a CCS industry, there needs to be a move away from the
competition approach, which is very resource intensive and does not give
long term market signals, towards an enduring policy instrument that
creates a European market for CCS.



e « “If oneis to believe the “I really see a scope for

{ rhetoric, then energy aregional level of
efficiency is an absolutely  collaboration to help to
essential part of the piece, develop some of these
so it’s odd that it was not resources and also to
made mandatory. The 2020 develop some of the

package showed that infrastructure plans to
mandatory targets are the  make sure that they
ones that count so we work in practice.”

should have a mandatory Jonathan Gaventa, E3G
efficiency target.”
Dr Doug Parr, Greenpeace

“The UKwould have been  “We might want to have

unlikely to consider more discrimination
............. buying Irish wind if it between innovation policy,
hadn’t been subject to a demonstration policy and

legal renewables target.” deployment. The 2020
Dr Robert Gross, Imperial renewables target just
College London muddles all of those in
together.”
Dr Doug Parr, Greenpeace

——— o “Our members tell us that

there are certain sectors
where it is, at the moment,
very difficult to decarbonise.
Some of the technology
needed for decarbonisation
doesn’t yet exist.”
Steven Altmann-Richer, CBI
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Setting out a common ambition for greenhouse gas emissions
reduction.

Significantly increasing the proportion of energy coming from
renewables across Europe.

Creating a market for carbon.

Driving cleaner power stations.

Reducing emissions and energy use by vehicles and appliances.
Giving the UK a louder voice in international negotiations.

Policy making is seen as top down, reducing acceptance by
national governments and the public.

Lobbying has watered down policy.

The 2020 greenhouse gas emissions target was not ambitious
enough.

The EU Emissions Trading Scheme did not account for
economic activity and was not adequately supported politically.
There has been slow progress on building necessary
infrastructure.

There has been slow progress developing a common

energy policy.

Progress on energy efficiency has been disappointing and there
have been issues with several European efficiency policies.

The Renewable Energy Directive has flaws.

Efforts to co-fund and commercialise new technologies have
been mixed.



Setting carbon budgets.

Setting up a carbon trading scheme.

Introducing energy efficiency obligations on suppliers.
Banning inefficient boilers.

Adopting the renewables target reluctantly.
Blocking legally binding efficiency targets.
Watering down the Industrial Emissions Directive.

It would be harder and more expensive for the UK to achieve
energy security.

It would significantly reduce the UK’s influence at global
climate negotiations.

It would make the UK subject to rules and regulations over
which the country had no control.
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