Summary Report

The Future of Greenhouse Gases Emission Trading in the EU

March, 20-21 Ljubljana, Slovenia 

The two-day conference on “The Future of Greenhouse Gasses Emission Trading in the EU” proceeding in the National Assembly of Ljubljana from the 20th to the 21st of March attempted to shed light on the European Emission Trading Scheme (ETS) by assembling academic and practical experts and decision-makers in the field. While the first day focused on the experiences, assets and drawbacks of the ETS, the second day covered more pronounced fundamental criticism, tracing the ETS back to its theoretical roots and questioning its functionality. Hence, a wide range of opinions out of different perspectives was presented, providing the participants with a profound knowledge and understanding of the European Emission Trading Scheme and its future developments.

1st day - 20th of March 2008

The new EU Greenhouse Gasses Emission Trading Scheme. Can it deliver what it promises?

Overview of the day / program: 

The first day covered mainly two questions: How has the ETS worked so far and how can it be improved? The discussion was divided into four thematic panels covering an evaluation of the first phase (2005-07), an assessment of the new Commission proposal for the future functioning of the ETS taking into account possible problems regarding global competitiveness of the EU energy and industry sectors and an outlook going beyond 2012.

With respect to the first two phases of the ETS and the new Commission proposal, different perspectives and viewpoints were heard. Apart from expert analysis prepared by Mr Schleicher (University of Graz), Mr Mattes (Ökoinstitut Germany) and Mr Egenhofer (CEPS), decision-makers in the form of a Member of the European Parliament (Ms Mojca Drcar Murko – ALDE) and the EU-Presidency of Slovenia as well as other country perspectives (F, GB) were presented. Additionally to this pool of expertise on the topic, stakeholders like the aluminium-industry (Ms Aleksandra Murks, Talum) as well as NGOs (WWF, CAN-Europe, Focus) had a say.

Whereas some issues shared widespread consensus, others were more controversially discussed. Especially the end of the day experienced a controversial debate moving from practical problems of the ETS to more fundamental questions about different policy instruments preparing the ground for the discussion of the next day.

General debates:

Several speakers of the first day re-emphasized the actual reason for the conference: the necessity to combat the pressing problem of Climate Change and the urgent need to take action. Carbon Emissions have tripled in comparison to 1990-levels and momentary emissions are rising more than in the worse case scenario of the IPCC Report. Within the impact of a rising average sea level, every part of Europe will be affected. In this respect, the question was raised, if the EU-proposal and abatement plan is ambitious enough. At the moment, a 20% reduction of Green House Gases (GHG) by 2020 is foreseen (whereas a 30% reduction is proposed, if an international agreement is concluded). Nevertheless, shown data indicated that reducing 20% GHG-emissions will not be enough to keep the rise of the global temperature below 2°C. Therefore, the WWF accentuated its aspiration for a 45% GHG-reduction and also MEP Murko informed the audience about intense debates in the European Parliament where some MEPs – especially from the Green Party – are pushing for more ambitious targets. Related to this target-controversy, the problem of the absence or rather insecurity of future international commitments and the participation of the most important emitting countries were discussed. Despite this insecurity, all speakers stood behind the EU-targets and supported the leading role of the EU in this respect. Hence, the role of the EU as a forerunner was appreciated as well as the fact that taking action now will be cheaper than later. Further, some emphasized their hopes that other countries will join the EU-scheme in the near future creating a world market for GHG-emissions. Especially CAN-Europe is convinced of the necessity of a success of the ETS to quieten scaremongers and sceptics about climate change who wish nothing more than to see the EU-abatement efforts fail.

ETS – evaluation and outlook:

With respect to the performance of the ETS as the main instrument of the EU to abate GHG-emissions widespread consensus existed over the shortcomings of the first phase (2005-07). Thus, almost all speakers referred to it as the “learning by doing phase” and named among other things the following points as most problematic: windfall profits for undertakings, over-allocation due to lack of credible data, grandfathering instead of auctioning, national caps and no clear (quality) criteria for the Clean Development Mechanism (CDM). Despite the enumerated problematic features, most participants were optimistic about the future of the ETS and the following phases. Hence, the Commission proposal unveiled on the 23rd of January 2008 supported by the European Council in March 2008 was generally appreciated. On behalf of the European Commission, Ms Nared gave a detailed outline of the most crucial changes the ETS will undergo due to scope, cap-setting, allocation principles and monitoring / complying mechanism. On the whole, the overall reactions regarding the Commission proposal were positive. Therefore, all speakers voiced their support for an extended scope (taking into account aviation from 2011 onwards), the exclusion of small and medium-sized enterprises from the ETS (if other national measures such as a carbon tax are applied), the introduction of auctioning as allocating mechanism and an EU-wide cap. Despite the widespread content, some criticism - especially from the NGO-side - remained. Hence, it was criticised that only 10% auctioning will be allowed from 2008-2012 and not uniformly applied across all Member States. Therefore, the carbon price of the production could not be made visible as 100% auctioning would do and might hinder stimulations to invest in energy efficiency projects. A crucial necessity, which was also claimed by several scientists, referred to the full auctioning of emission allowances. Furthermore, limits and lacking criteria for the CDM were criticised. 

Regarding the question of the global competitiveness of the EU energy and industry sectors, the problem of “carbon leakage” was passionately debated. The term refers to the fear that the EU carbon constraint might incite industries to relocate in other countries, especially energy intensive industries such as aluminium, cement and steel production. As a consequence, the emissions will not be cut and employment opportunities disappear in Europe. Ms Aleksandra Murks has presented the main fear and problem of the aluminium sector which is the distributional impact of the CO2 cost pass-through in the price of electricity to electro-intensive industry. The aluminium industry and also others cannot pass through these costs to their customers = serious competitiveness impacts and dislocation/carbon leakage (moving industry out of Europe). The absence of mitigating measures that shield trade exposed energy intensive industries in Europe from the pass-through effect of CO2 prices into power prices will lead to closures and replacement elsewhere with no global environmental benefit. This problem was also addressed by Mr Ewald, the representative of the French ministry of environment who pointed out that the upcoming French EU-presidency will focus on this specific problem. As possible solution, he mentioned a compensation mechanism to be introduced. In this case, the importers would have to surrender the allowances corresponding to the average Co2 emissions per ton of products in the EU 27 (ia 0,8 t of CO2 per ton of clinker). The exporter receives allowances in the same proportion. This idea encountered different reactions. Whereas the problem was acknowledged by all participants, the feasibility of such an approach was questioned by referring to the Liberman-Warner Bill and the long protracted procedures at the WTO. For sure, this topic will be controversially discussed within the second half of the year 2008.

The question of policy instruments: 

After rather technical considerations, political debate emerged at the end of the day. Thus, more general questions related to the functioning of the EU-energy market and the problem of rent seeking and vested interests were tabled. Some participants raised their concerns about the ETS being the right instrument to tackle the problem of climate change in the most effective and efficient way. Moreover, the belief in the ETS was compared to the faith in a utopian ideology as all the focus and hope is focused on the future, disregarding the failures of the past. According to Prof. Schleicher, one single mechanism did not seem to fit all parties concerned. Others, however, argued that the ETS was the only instrument available wherefore the best should be made out of it. So-called “policy-hopping” was blamed and the importance to work with the existing instrument accentuated as no “silver bullet” in the form of an ideal policy instrument was available anyway. This content delivered a foretaste of the discussion to be held on the next day on which the topic was approached from a more political vantage point.

2nd day – 21st of March 2008

Emission Trading: Can it be justified?

Overview of the day / program:

The second day provided the audience with a more profound debate on the (theoretical) origins of the ETS, possible social, ethical and democracy-related implications as well as power-related considerations. Again, the day was divided into four topical panels. While in the first panel, possible dangers of the ETS with respect to the amplification of inequality and the appropriation of nature and life were outlined, the second part centred on the question why the ETS was introduced and, thus, looked behind the scenes highlighting the political power-struggle. In the third panel, the CDM was called into question and possible ameliorations of the concept were discussed. The final presentation and debate focused on alternatives to the ETS.

The introductory lectures came primarily from the academic side with Prof. Lauber from the University of Salzburg and Mr Bammer from the provincial government of Salzburg and Prof. Verbruggen from the University of Antwerp as well as from representatives of the Civil Society in the form of Mr. Tanuro, an engineer, journalist and activist in the Walloon trade union movement and Mr Wyns from the Climate Action Network Brussels.

General Criticism on the ETS:

Mr Bammer retraced the development of the ETS back to its theoretical roots and showed that we are not talking about a “new” policy-instrument. In theoretical terms, it had already been devised in the 1960s (Coase 1960; Dales 1968) and practically applied in the US with ambiguous results. Mr Bammer brought up some intriguing questions challenging the tendency of commodifying natural resources and addressing possible negative implications of the ETS on democracy, state authority and ethics. Further, profound criticism on the ETS was formulated by Mr. Tanuro, who set out five major points: the ETS as a source of windfall profits, social and North-South inequality, unprecedented appropriation of life and inappropriateness to the objectives. Mr Tanuro visualised the amount of windfall profits certain corporations received by referring to the steel sector (480 M € extra money as a consequence of the over-allocation of certificates) and to RWE (1.4 B€ benefit thanks to the transfer of the carbon price to the consumers, although the quotas had been given for free.)  Additionally, he stressed the danger of rising social conflict within Europe due to the threat on jobs, wages and work conditions as certain industries might leave Europe. As a result this could lead to the poor opposing the climate policy in the name of social justice. As Mr Bammer, also Mr Tanuro highlighted the ethical problem of putting price tags on commodities such as the air and, therefore, the problematic unprecedented appropriation of life.

While the first panel focused on disclosing critical points of the ETS, Prof. Lauber’s presentation strove to answer the question, why this specific policy instrument was applied on the EU-level. In the following, he delineated his argumentation by comparing the reasons for the installation of the ETS to the harmonisation-discussion of a similar policy instrument for promoting renewable electricity - Tradable Green Certificates (TGCs) - as he discerned common features in these two cases. Hence, in the case of renewable electricity, TGCs were pushed forward for EU-harmonisation despite weaker results in terms of installation capacity and the fostering of innovation as well as facing higher costs that the alternative policy instrument of Feed-In-Tariffs (FITs). Additionally, the latter well-working policy instrument has never even been considered as harmonisation option. Prof. Lauber explained this instrument-paradox as the result of a mixture of interests and ideology which can also be perceived in the selection process of the ETS. Hence, large incumbent corporations lobby for “friendly regulation” under “regulatory capitalism” they can control. This is done by allegedly operating in the name of “market-based rules” and globalisation while aiming at restricting competition by co-designing governance rules to control entry at the same time. 

On the whole, Mr Tanuro and Prof. Lauber arrived at similar conclusions arguing that the ETS serves as the most convenient instrument for the traditional energy industry providing them with windfall profits and helping them to delay climate policy. Recapitulating, the ETS was installed rather due to its convenience to corporations than its effectiveness to tackle the problem of climate change. This conclusion also raised democracy-related questions and in the subsequent debate, the importance of the institutional setting and regulatory capacity of a country to forestall the capturing of the agenda setting and policy content served as an interesting topic. 

Whereas the first two panels focused mostly on political or rather power-related questions, the contents of the last two panels were again more technical.

In the 3rd panel, Mr. Wyns from CAN-Europe addressed the insufficient target of 20% emission reductions by 2020 which would mean doing “business as usual” given the possibility of adding external credits to the national emission reduction goals. Supporting a 30% domestic reduction target by 2020 would bring Europe closer to the required reductions due to efficiency improvements and investments in renewables. If the majority of allowances was distributed by auctioning, revenues could be used to invest in Research and Development and to introduce “stepping-stone low carbon technologies in key industrial sectors”. 

Another controversial issue pertained to the CDM. The times of offsetting Certified Emissions Reductions (CERs) coming from CDM-projects to national emission targets of the EU Member States should be over. The proposal of CAN-Europe did, however, not intend to abandon CDMs altogether, but propelled an additional CDM-target on top of the 30% emission reductions to be achieved within Europe. . 

For the last session, Prof. Verbruggen presented the ETS performance and alternative approaches from an economical point of view. According to him, political factors, people (demography, culture, traditions) and affluence (growth, trade, distribution) should be kept out of policy decisions. Human induced climate change in not only market failure, as Nicholas Stern pointed out, but also policy failure: commons are not preserved and no adequate measures have been in place against “free rider”. Assigning appropriate global targets to the countries in extremely different economic, political and social position (Kyoto process) reminds on mission impossible The single focus is supposed to lie on technical relevant factors, such as energy- and CO2-intensity thus (industrial) sector specific targets and  sector limited global emission trading could serve as more promising from the perspective of emission trading policy. Further, he pointed out the importance of pricing public goods and internalizing externalities that should not refers only to “carbon price” but also to “energy price” (other then climate change externalities), too  He concluded that if prices for energy went up in a dynamic way by increased internalisation of externalities, this would substantially (but not exclusively) contributed to more energy efficiently behaviour of the consumer in their energy consumption. Thus, their total energy bill on the long term – if  next to climate&environment&social adequate energy pricing also adequate energy  efficiency policy would be applied - could remain the same, something that is ignored in most political argumentation against “higher prices” for consumers, Prof. Verbruggen stated the need for higher prices as only a price-increase entails incentives high enough to lead to technological change. Hence “energy efficiency” should go hand in hand with (and even prior to) “renewable energy” whereas putting price (only) on carbon is still giving space for (false?) hopes of having on disposal cheap and affordable carbon free (i.e. nuclear?) energy.   As for the alternative approaches Prof. Verbruggen focused on a  energy tax fo but concluded that the real world’s diversity of economies limits the use of a flat and uniform tax.

During the two-day conference a wide range of different analyses, policy approaches and alternative scenarios were presented and controversially discussed. Academic and practical experts shared their views on the past, present and future of the ETS as well as alternative approaches. All participants agreed on the urgent need to tackle climate change and to reduce GHG-emissions. Thus, for the 3rd phase of the ETS, a more ambitious abatement plan, as well as a better structured and working mechanism was demanded.



