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A GLOBAL CHALLENGE

In 1980 a comprehensive report assessing the nature and the
consequences of global warming was presented by the Inter-
Governmental Panel on Climate Change (IPCC). It represented for the
first time a consensus amongst sclentists on the possible Impact
and risks of the gresnhouse effect. Taking Into consideration the
long lead times Invoived In changes in the global climate system,
some Immediate action Is recommended. In this respect, a decision
to stabllise CO; emissions Is a first important step.

'0021 emissions are recognised as belng the main contributory

factor to the greenhouse effect (see Annex 1). They arise primarily,
from the burning of fossil fuels. Removal of COp from emlssions
at present Is not only uneconomic but at ‘the technical.level such
methods are far from being sufficlently developed. As a
consequence, no feaslble solutlon exists In the short and medium
term other than to reduce the growing use of fossll fuels. This can
be achieved through Improved energy efficlency and through
substitution by other energy sources which emit less or no COj.

The greenhouse .problem is global In nature. The climate system as a
whole Is Influenced by CO, emissions, regardless of thelr place
of orligin; their Impact is also global, .aithough the economic and
soclal consequences differ according to geographical conditions.
Until now the Industrialised worid has been the major emitter of
COp, but the developing world Is expected to .experlience the
fastest Increase in the years to come. It Is therefore of critlcal
importance to reach a global solution in which all countries of the
wor ld, developed and developing, are ready to particlpate.

With the completlion of the Internal Market, the European Community
will be the blggest economic/trading partner in the world with the
potential to exercise an Iimportant |evel of moral, economlc and
polltical Infiuence and authority. As such the Community owes. It to
both present and future generations to put Its own house in order
and to provide both leadership and example to developed and
developing countries allke In reiation to protection of the
environment and the sustainable use of natural reésources. This
responsibliilty has been acknowledged and a political commitment
undertaken in the declaration "The Environmental Imperative”
adopted by the Heads of State and Government of the Communlity at
their meeting In .Dublin In June 1990. The wlillingness of the



-2 -

community to fulfill |Its responsibllities offers an Important
opportunity to fill a current vacuum In global forelign policy and a
catalytlc role in regard to the Global Climate Conventlon to be
adopted at the UNCED Earth Summit in June 1992.

Already Article 130R of the Treaty adopted {n the 1986 Single
European Act urges the Community “to ensure a prudent and ratlonal
utllisation of natural resources", it requires "that environmental
damage should as a priority be rectified at source", "“that the
poliuter should pay" while the Community shall take Into account
"the potentlal beneflits and costs of actlion or- lack of action®.
This article 6f the Treaty Is In llne with economic theory which
advocates the Internaiisation of external costs such as
environmental damage caused by energy use, to Improve overall
economic efficlency. -

The Joint Energy/Environment Council of 29.10.90 decided to
stabllise COp, emissions in the Community In the year 2000 at 1990
levels. The purpose of this Communication Is to outline a
comprehensive strategy to reach this commitment along the |Iines
already discussed by the Joint Energy/Environment Councl| and to
invite the Council to say whether they consider that this strategy
should now be developed and, where necessary, translated into
specific proposals. This strategy |s based on an Intensification of
non-flscal measures, a fiscal volet Involving a possible tax
directed to energy saving and to a reduction of polluting sources
of energy but not Involving any increase in taxation In total, and
on complementary nationai measures. |If the Council wishes to go
forward In these directions, 1t would be possible to indicate to
the Community’'s major international partners that the Community
would be prepared to go ahead with the reduction of COp poliution
by these means and to Invite them to Indicate whether they are
equally prepared to take action of a similar kind. it Is evident
that the adoption of a <c¢lear strategy would increase the
crediblilty of the Community In ongoing international negotiatlions
and guarantees the coheslon of the Internal Market.

. THE PROBLEM

with an average of 2.2 tons of carbon per head, the Community
represents 13X of global CO, emisslons, compared to 23X for the
U.S., 5% for Japan and 25% for Eastern Europe and the USSR. Four
maln sectors In the Community are responsible for these emissions
power generation (31X), transport (26%), Industry (20%), and
resldentlial/commercial (20%) (see Annexes 2 - 4). During the period
1970 -~ 1985 emissions almost stabillised. During the perliod 1986-
1990, however, thls positive tendency bhas bheen reversed and
emlssions have grown by 4X. The positive effects on CO, emissions
resulting from a consistent Improvement of energy efficlency and a
substitution - towards less CO5 emitting energy sources,
practically came to an end with the drastic decrease In energy
prices and the slowing down of investments |In nuclear power
generation. For the perlod 1990-2000, CO, emissions are llkely to
continue to grow by another 11% (see Annex 5).
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CO, emlissions ‘are -relatéd to the very different uses of foss!!
energy by mlllions of consumers and businesses. Efficlent- use Is
In many cases not the rule for a varlety of reasons : lack of
Information, behavioural habits, reluctance -to make Iinvesiments
even when they have -economic¢ pay-back periods: (e.g. longer than 3
to 5 years), adverse price Incentives, lack of capital,; short-term
interest of energy -suppliers, lack of alternatives, uncertainty of
energy. prices. As.a . consequence, an efficlent and effective policy
needs to Involve. a set . of:.mutually reinforcing: measures of a
regulatory, voluntary and flscal nature. Moreover, on the basis of
the subslidlarity principle, the package needs to consist, -on the
one hand, of measures requiring .some degree of- coordination or
harmonisation amongst the Member States, and on’ the other, of
measures which can be Iimplemented most efficlently at national,
regional or ‘local level. . o :

A first step in -.controlling CO, emissions needs to  ‘Include
measures which Involve the lowest economic costs and which at the
same time lead to benefits In other policy areas. -In this respect,
most attention needs to be paid to the 'explolitation of cost-
efficient technical possibllilities to  Improve the energy ‘efficlency
in the Community. Such possibllities appear to exlIst In ail sectors
and for all energy sources. Apart from reducing CO, emlssions, an
ambitious programme to Improve. energy efficlency will Increase
energy security, Iimprove . the efficiency- of the transportation
system, limlt energy related air emisslons other "than CO,; and can
strengthen Iindustrial competitiveness. Such a programme will re-
establIsh the momentum of the varlous energy conservation efforts

-which have slowsd down consliderably since the 1986 drop I(n energy

prices.

The fuel swltching option ralsec has a role 'to play |In the
stabitisatlon exercise for 2000, although for technical, political
and economlc reasons the full extent of .this' role 'may not be
achieved. For the transport sector clearly In the time horizon
envisaged there are no possibilities for fuel switching. For power
generation there |Is some wider margin of manoeuvre. Current

-aconomics and pollcy trends are such that substitution of solld

fuels by gas Is to be expected. The extent to which” a COp
mot Ivated redirection of snergy -supplies In favour - of a much more

.substantial contributlon of natural gas to the detriment of coal

and posslibly oll supplles could negatively affect the. present
sltuation of fairly secure and moderately prliced energy supplies,
depends on the pace of such developments as well: as on geopolltics.
The presentiy Kknown resource endowment of ‘Europe and the
nelghbouring regions wlith gas would allow substantially increased
Community gas imports, In-.particular In the framework of a European
Energy Charter. It Is however not.clear, whether the infrastructure

. Investments can be flnanced and completed well before 2000 and what

the price effects would be. It .Is clear that the fuel switching
optlon wiil become an Important. Ingredlient of polliclies aimed at
reducing CO, emisslions ‘after the year 2000. -It Is therefore
important that the correct signals are already made at thls stage.
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Renewable energy sources may have a role to play In all economic
sectors. They could represent up to 5% of total energy consumption
by the year 2000 and over 8% In 2010: They are thus llkely to
contribute significantliy to the stabilisatlon of COp emissions,
on the condition however that thelr market position as well as
current RD & D programmes are being reinforced. For example,
biomass may undergo develiopment, in particular In the context of
the modiflication of the Common Agricultural Policy which may
release large land areas for new uses. Certain kinds of renewable
energy wlill increasingly be Ilinked to energy efflciency measures
(e.g. passive solar) whilst wind energy and hydro energy will
continue to be increasingly used. However such developments are
only likely to happen if some technical obstacles can be overcome
and If the economic poslition of these energies can be [mproved.

APPROACH TO BE FOLLOWED : A PACKAGE OF MEASURES

The Commission Is conscious that there are a number of sclutions to
the problem. In determining the strategy to follow, the Comml!sslion
has taken Iinto account the need to base its approach on actlons
which on the one hand minimise the economic costs and on the other
hand maximise the ‘advantages in terms of the environment and which
also have a clear benefit on other pollcy areas. The package which
Is proposed Is based on three types of measure

- specific measures Including RD & D programmes, sectoral
measures, other types of regulatory and voluntary measures;

- fiscal measures;

- comp lementary naticnal programmes.

V. SPECIFIC MEASURES

13.

14.

RD & D programmes

In the light of the ionger term perspective, RD & D programmes need
to be reviewed and Intensifled, while programmes of dissemlnation
of technolcogy such as THERMIE need to be enlarged. The Community
and its Member States wlll need to reshape and strengthen thelr
efforts in the area of energy technologles and on the economics of
CO, policles. The third Framework programme of research and
technological development of the Community (1990-94) already covers
RD & D activities In these areas. In particular, the speclific
programme In the fleld of non-nuclear energies (1991-94) which is a
development and extenslon of the JOULE programme, wlll be pursued
in the fleld of minimum-emission power production from fossil
sources including the development of carbon abatement technologles,
renewable energy sources and energy utilisatlon and conservation
Including energy efficlent transport. Particular attention wili
need to be pald to the transfer of environmentally friendly
technology and know-how to the developing countries.

Sectoral measures

A set of regulatory and voluntary measures wlil need to be
developed In the four sectors Identifled above as the major
emitters. Many of those reviewed In thls paragraph are already
covered to some extent by Commission proposals such as the SAVE
program, but will need to be strengthened.



Power generation

New and critical Initiatives for the future involve the Altener
.programme on renewable energy and a proposal on least cost
planning. The latter will create incentlives for energy
utilities to consider energy saving potentlals with its cllents
on the same basis as the expansion of Its productlion capacity.
The US experlence has shown that this Instrument can result In
an Important Improvement of energy-efficlency. '

Specific measures are needed to encourage users to accelerate
low pollution/high performance technologlies (comblned heat and
power genératlon). The electricity sector Is llkely
Increasingly to make use of renewable energy sources and
bliomass products (urban waste). Co

Industry

For most companles, energy represents a small share of overall
production costs. The scope for Improvements In energy
effliciency is nevertheless conslderabie In thess firms and a
widespread application of energy auditing |s therefore needed.
Although the relative potential Is smaller for some highly
energy-intensive Industrles (e.g. steel, chemlicals, non-
ferrous, pulp and paper, glass, cement), significant reductions
can be reallised through voluntary agreements or other means.
In this respect the potential of combined heat and power
generation needs to be exploited carefully. Finally, third
party financing systems can be established in thils sector as in
others, to overcome substantlal flnancing needs for investments
In energy saving.

Transport

Transport |Is currently the source of around 25% of the
Community‘s COp, emisslons. This share is liable to increase
In the future, mainly as a consequence of the expected further
growth In the volume of road trafflc. Because road traffic also
entalls other conslderable external costs (acld emissions,
congestion, etc.), structural policies are urgently needed at
the Community level and in the Member States to encourage a
more environmentally rational approach towards mobllity. To
reduce or at least contain the external costs, a full range of
measures wlll be necessary. These wlll cover three main areas

- The application of best avallable technology to reduce
exhaust emissions and Increase fuel efficlency.

- Transport pollcy measures almed at Increasing effilclency
within each transport sector as well as at systematic
promotlon of the most environment-frlendiy mode of
transport. This Is likely to result Iin a shift from road to
rall, inland waterways and comblned transport as well as
from the private car to collective transport.
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- A -change In user behaviour. Reduced Indlividual car use will
need to be encouraged through |.e. Information, public
education and public awareness campaigns. The general
Introduction of more stringent speed |Imits Is needed and
wlll need to be rigorously enforced.

The required structural changes -In the transport sector clearly
represent a major challienge to- the Community. For that reason,
the Commisslion will present before the end of this year a
Communicatlon on transport and the environment.

- Household/Commerclal

Regulatory measures willl be developed based on stricter norms
and standards for electric appliances (freezers, refrigerators,
bollers, etc.), lighting, Improvements to Insulation of

buildings, especially exlstent ones, and better Iinformation
(e.g. labeling). The Institutional process of adopting such
new standards Is ~ cumbersome, and long. Moreover, the
penetration rate of new energy efflcient appllances Is slow as
consumer durables have a long |i1fe time.
b )
Other regulatory and voluntary measures

In addition to the four sectors already mentloned, as part of an
overall COp, pollcy other actions will need to be developed. In
this respect, recycling of waste, afforestation schemes and schemes
to Improve the quallty of life in urban centres are examples of the
kinds of action which could contribute to the strategy. Certain
measures of this kind have already been initiated at the Community
level and wlll need to be reinforced In the future.

Even with a significant Increase Iin the speed of Introductlon and
the coverage of all of these regulatory and voluntary measures,
they are unilkely to -be sufficient to reach the stabllilsatlion
target. On the basis of the Commisslion‘s analysis it appears that
these measures, together with the results of technical progress
that would Iin any case have taken place with capltal replacement
and other market developments, wlill contribute about half of the
objective (see Annex 6). For that reason additlonal measures are
necessary, to create incentives for speedier Introduction of new
energy efficlent equlpment.

FISCAL MEASURES

Flscal measures have been advocated as a useful means of tackling
the COp, problem In terms of their economic efficiency by the
Counclt, the Eurcpean Parliament and the Economic¢c and Social
Commlittee, as well as by International bodles such as OECD and by
academics. In the Commisslon’s view, given the characteristics of
carbon dioxlde emlsslons (global character without direct negative
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health Impacts), the .use of pollicy Instruments based on market
mechanisms to glive incentives for the reduction of emissions will
be. more- cost-effectlive -than relylng soiely on regulatory means.
Regulations are often economically Inefficlent, glven that they
generally do not take Into account the marginal costs of reaching
different norms and standards, nor do they glve 'a permanent
economic.. Incentive for developing and applying technological
improvements to go beyond -existing norms. Such.- instruments also
allow the Internalisation of external costs and are iIn line with
the polluter pays principle. oo

" Exlsting fiscal initiatives

18. Some of the existing fiscal proposals are |ikely to make an

Important contribution to the strategy but will need to be
reinforced. This Is the case In particular ‘for.- those on the

- Internatisation of the environmental costs in the circulation tax

on lorries! or by enlarging the use of tax differentiation. This
approach. will need to be extended to private cars. Following the
experlence wlith flscal incentives for leadfree petrol and cars
equipped with 3-way. catalytic converters, the Commisslion has
declded to follow a new type of legislative approach providing for
an orderly use of filscal incentives by the Member 'States within the
Internal Market. This model Is particularly relevant for the Member
States In cases where they wish to speed up a general appllication
of stricter standards for new energy efficlent equipment within the
Community. , oo

A new fiscal Initiative

19. The‘proposals descrlbéd above cannot achleve the -economic objective

20.

set out In paragraph 17. For these reasons the Commission has come
to the concluslion that It Is necessary to envisage the possibllity
of a more specific tax In addition to the other .measures of  the
package In order to attain the stabliiisatlion target In an efficlent
and cost effective way. In fact, It seems difficult to motivate
economic agents to Improving their energy efficlency If energy

_prices are too low. Moreover, some energy sources, In particular

some renewables, which are favourable for "the stabllisatlion
objJective as well as for overall environmental quality; will not be
able to develop significantly If their market poslition is not
enhanced by the Internalisation of their comparative environmental
advantage into thelr price. A new speciflc tax is considered to be
the most appropriate means of giving a long-term price signal and
to bring about a change In the economic behaviour of 340 mitlion
energy consumers. It wouild act .as an overail ‘support to, .and
Increase the effectliveness of, the other measures of the pollcy
package. A Community Initlative would avoid a proliferation of
separate actions by Individual Member States which could lead to
distortions of competlition and disruption to the. Internal Market.
it would allocate a valus to natural resources that are i(imited and
which need to be safeguarded for future generations.

A key characteristic of the new tax wii! be Its revenue neutrality.
This means that It should not result in any Increase In statutory
contributions and charges. The new tax needs to be offset by fiscal
Incentves and by tax. reductlions for companles and Individuals. In
the Commission view this should not Involve Increasing the -tax

1 COM (90) 540 of 8.2.1990
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burden, rather the modification of the tax mechanism by means of a
progressive reform to make it more environmentally friendly. In
additlion, great care will be needed when putting such incentlves In
ptace to avoid introducing any new distortlions of competition.

The new tax needs to be designed with great care If It is at the
same time to limlt any adverse economic effects on the competitive
position of Community industries and on the economy in general, to
maximise the potential gains In terms of COs reductlion and to
take into account benefits in other pollicy areas. In partlicular it
will be necessary to ensure that security of energy suppiles Is not
affected and that disproportionate soclo-economic difficulties are
not created.

It Is essential to avoid more pronounced economlc costs for some
industrial sectors, In particular those empioying energy Intensive
production processes and with a large involvement in International
trade (steel, chemicals, non-ferrous, cement, glass and pulp and
paper). Until the Community’s main competitors take analogous
measures, speclal treatment needs to be envisaged. This spsclatl
treatment, which could be given to the most affected Industries In
exchange for agreements to reduce COp emissions, could take the
following forms :

- partial or total exemption;

- application of a zero rate;

- introductlon of fiscal incentives, tax reductions or reductions
_In charges for employers.

The choice between these different approaches, which are in any
case not exclusive - fiscal Incentives could be comblned with one
of the first two options - needs further reflection. At this stage
It appears that the most appropriate option would be to apply a
zZero rate.Further consideration of these optlons needs to be
carrled out In consultation with the Industries most affected.

It will also be important to ensure that the creation of a new tax
does not result In an Increase of taxation on Indlviduals. It will
be necessary to reduce taxes or to give tax Incentives for
environmental protection actions or for energy efficlency schemes
to compensate the effects of the new tax. The particular situation
of each Member State would need to be taken Into account In the
finai choice of solution. In Iintroducing such a tax it will be
necessary to provide for |Its temporary suspension and for
modiflication of the rate In the light of economlc developments and
progress towards the stabllisation objective. It Is also necessary
to put forward a regular and thorough assessment of the efflciency
of the tax and of the implementation of the principle of revenue
neutrailty.

Two types of tax can be envisaged : an energy tax which would apply
equally to all energy sources or a COp, tax moduiated on the basis
of carbon content. An energy tax would be more effective In
encouraging energy efficiency; a carbon tax would provide more
specific incentives to reduce CO, emissions. However, this second
option would put a relatively high burden on coal, which Is the
most secure energy supply. Moreover, It would favour nuclear
energy, which has advantages [n terms of CO, reduction but which
leads to Its own partlicular problems. A 100% carbon tax optlon
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would also - have, according: to their energy structure, a
significantly different Impaét on the lndustrlal competitive
position of the Member States. Flnally, because of technical,
economic and political |imitations :to fuel substltutlon only a
significant Improvement In energy efficiency ‘will be .able to
contribute signiflicant!y to the:2000 stabllisation.'objective.

In the light of thils: analysls, the Commlsslon conslders that the
best option would be a tax based on an energy. component and on a
component based on carbon content. In ordér to stimulate
alternative sources of energy, the energy component will need to
exclude renewables, but not large scale hydro electric schemes. It
will also need to exclude energy sources used as raw materials. The
energy component of the proposed tax should not exceed 50%. The mix
could be reviewed at a later stage In the light of new technical
developments or. particular developments In the field of energy
secur lty. : ’

The tax rate requlired to reach the- Community sfablllsatlon target
by the year 2000 depends, on the one hand, on. ‘the- evolution of a
set of key variables ¢In particular, economlc growth wor ld energy

prices and the diffuslon of technical progress) .and, on-the other

hand, .-on- the response of economlic agents to 'the proposed pollcy
measures. Both- variables are.subject to a consjderable degree of
uncertalinty, which partiy explains a certaln.,dlvergence in the
results obtained by different studies. Based-on:.these different
studles, there Is a convergence: of views: that a--tax rate equivalent
to $10 per barrel of ol in combination with the other elements of
the strategy, Inciuding those taken at the: patlonal level, Is
likely to be-sufficient to ensure: that the: overall| strategy can

-come close to the COp stabiitlsation target (see Annex 7).

In order to ensure a smooth Introductlion of the ‘Increased energy
prices which will result from such a tax and to:reduce the overall
cost effect to consumers and Industry, an. early nouncement and a
gradual Introduction is essential. In the Ilight of the varlous
possibilities which exlst (see Annex 8),-and..taking Into account
the need to ensure the coheslon: of the Internal Market, It could be
envisaged that a tax- of $3 per barret woul: 'ibe Introduced on
1.1.93 with: an. additional $1 per barrel In’ successtve years-untll!
2000. An early iIntroduction of thls scheme- is Justlfred given the
limited time avafilable to arrive at the: stablllzatlon target. A
later start would involve higher Increases over..a shorter period
and could result In national Incentives which: could prejudice
Community coheslon. The precise timetable could: however be modiflied
In the Ilght of eccnomic deve.lopments: as part of the: monitoring
process.

The precise detalls of the tax need to be- worked: out- In
collaboration with the Member States within. the requirements
imposed by the Internal Market and by internatlional ob.llgations. As
part of the exerclise It will be inecessary to take account of the
fact that the introduction of the: tax has as-;Its objective the -

-modification of consumer (final .or intermedlary) behavlour To. keep

administrative costs to the minimum, It will be necessary, as far

‘as possible, -to _use exiIsting fiscal mechanlsms. Thus - for
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hydrocarbons It would be approprlate to use the exlsting exclise
framework. For coal and electriclty, the specific fiscal framework
needs further consideration. As far as the rate Is concerned, a
rate expressed |In money terms appears to be preferable to an ad
valorem rate.

ECONOMIC IMPACT

On the basis of the analyses carrled out by the Commission the
Introduction of the pollicy package described above would entall
modest macro-economic costs. This [s essentially due to the revenue
neutrality of the new tax (the revenue Is likely to be some 50
biilion ECU) as well as Its gradual and predictable Introduction.
An analyslis of the entire package of pollcy measures Indicates
that, in the Community as a whole, there might be a small reduction
In the annual economic growth rate compared to what would otherwise
occur during the period under consideration (between 0.05 and 0.1
percentage polints) and a temporary Increase In the rate of
inflation (0.3 to 0.5 per annum) (see Annexes 9 - 10). This
anatysis of the economic Impact does not take Into account any
evaluation of the poslitive effects in other policy areas- and In
particular the direct economic benefits related to the rational use
of energy. Moreover, the costs of not taking actlon although
difficult to measure, would be significant. )

. COMPLEMENTARY NATIONAL PROGRAMMES

The proposed Community strategy requlires actions at Member State
level, Iin llne with the concept of subsidiarity. Communlity measures
Iinvolve actlons which require coordlination or harmonisation at
Community level if the programme s to be efficiently Implemented
and If It is to be Inserted In the most optimal way Into overall
Community policlies In particular concerning the Internal market,
competition, -economic and soclal cohesion, and macro-economic
convergence. Member States wlll need to complement the Community
package with measures adapted to their own particular economic,
cultural and geographical clrcumstances, as wel! as to differences
in the pattern and level of CO, emissions.

Amongst the areas Iin which action will be needed are the
following

- RD & D, eo.g. to stimulate clean technologlies, renewables and
energy effliciency;

- . fiscal Incentlives, e.g. Insulation of houses;

- carbon slnks, e.g. forestry planting, development of more green
spaces at local and urban levels; :

- Informatlon, education and tralning programmes In the fleld of
energy efficliency;

- transport infrastructure and environmentally friendly means of
transport. . ' .

The Commission takes note that some Member States with per caplta
levels of COp emissions above the Community average, such as the
Nether lands and Belglum have decided to reduce their emisslons by
5% by the Vyear 2000. Denmmark and the Federal Repubi ic



1X.

:33.

34,

- 11 -

of Germany . have declded to reduce thelr emissions by 20% and 25%

-respectively by the year -, 2005. The Commlsslon recalls that,
-according to. the concluslons of the Joint Energy/Envlronment

Councl! of 29.10.90, Member States with, .as yet, relatively low
energy requirements can .be expected to grow in step wlth thelr
development and may need targets and strategles. which can
accommodate that development while Iimproving the energy efficlency
of thelr economic activitles. In  any event, the Commission
considers the -implementation of the Communlty measures descr lbed
above as a minimum requlrement ' .

BURDEN SHAR ING

in order to reduce the temporary burden arising from the
appilcation .of this strategy in certain Member States whose
economic development is lagging behind the rest of the Community,
the Community should In principle state Its readiness to contribute
to the costs of such adjustments. In addition, the timing of the
gradual Introduction of the Community strategy could be modifled
according to the-specific needs of Individual Member States.

Conslderation needs to be given to the approprlate f-lnancial
Iinstrument(s) through which- such asslstance could be . offered
including for example the Structural Funds, to the extent that the
measures required are compatible with the objectlves of the Funds.
Certaln measures which contribute towards this adjustment effort
and which are fully compatible with Community structural policy are
already recelving support from the Funds under both Community

. Support Frameworks and Community Initlatives. Any commltment to
- further measures, .which may have to be on a much larger scale,

should not prejudice the priorities which remaln to .be determined
for the post-1993 period of structural asslistance. The Structural
Funds could contribute In so far as the measures concerned are
elligible, but financing needs would need to be taken iInto account
in the determination of the overall financial envelope.for 1994-98.

X. MONITORING MECHANISM

35.

XI.

36.

A monitoring mechanism should be set up to follow whether the COj
stablilsation target of the Community is belng reached. The Member

States will be required to submit thelr national programmes, as
well as other necessary Information, to the Commission for
evaluation. The Commission wiil examine and wiil Inform the Council

whether the national plans are In conformity with other Community
legisiation as well as whether addlitional efforts are requlred to
meet the CO, Community stabilisation target. In this latter case,
the common strategy may have to be Intensified or some Member
States may have to commlt themselves to take further action.

INTERNAT IONAL CONTEXT

The overall strategy set out above can stand on Its own and have
positive benefits for the Community. However, In view of the need
to combat the global warming probiem, Community action should be

part of an overall International effort to stablilise COp
emisslions. The Community will have to make every effort to ensure
Its partners undertake comparable concrete action. All

industrlalised countries (except the USA) seem to be ready to
stabiiise COp emissions at 1990 levels by the year 2000. As far
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as the means'bf'achrevlng this objective are concerned, most of the
EFTA countr{bs' are already applying or are considering fiscal
measures of the type proposed in this Communication. On the other
hand, the USA’ and Japan until now have put their faith In
regulatory instruments. In the case of the developing countrles,
although thelr “CO> emisslons have been IImited, It Is expected
these wlll grow rapldly In the coming years. It Is essential that
the Industrialised countries set an example If they wish the
developing countries to take part iIn the development of a global
strategy. In'a similar veln, It Is important that the Central and
Eastern European Countrles and the USSR which contribute an
important part of global CO, emlissions, are at thls stage In
thelr development ready to take approprlate measures as a cost
effective part of thelr .economic restructuring. The Community Is
already making a substantial flinancial contribution to this
process.

X11. CONCLUSION

37. The Community -strategy set out above will make an Important
contribution to reaching the Council! declsion to stabilise COjp
emissions In the Community In 2000 at 1990 level. Given the
existence of sclentlfic uncertainty about global warming and the
long-term character of the results of any pollcy measures, the
basic principle-which has been applied is to undertake only those
actions which .Involve the least adaptation costs and which have
also a clear. -benefit on other policy areas. The package of
regulatory, voluntary and flscal measures wlll achleve a
conslderable improvement In energy efficlency and will alsoc provide
incentives to move In the longer term towards the use of .energy
sources which emit no or less CO,. .

38. The Councli Is -Invited, In the light of the Communication, to take
a position on the strategy proposed by the Commission. The
Commission will put forward the necessary legislative proposals.
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Baslic¢c facts on- greenhouse .gases.
Total and per capita CO, emissions.

Contrlbution of the various sectors to the total COop

emissions In the EC.

Structure of gross energy consumption .In the EC.
cogxemlsslon.stablllsat]on effort,“1996:g000.

Sectoral Cog—emlsslon reductlon potential of current
policles and 'SAVE programme. '

-Change In-fuel prices.

Optlions .concerning obllgatéri character of tax leve]t

Macro-economic mpact of the .proposed package.'5

GDP and price effect of :package of measures Including a
carbon/energy tax of 10$/b.



ANNEX 1

BASIC FACTS ON GREENHOUSE GASES

Relative : (
contribution to Long ’ Sources
the Greenhouse
effect over Lifetime? known?

100 yr period

Carbon dioxide 61.0 % : yes i yes
-‘&;;L;;;; -------------------- I§-6°i'-~_---—-- --------- ;; ----------- ;é;{i;;;;;{{;;;;gﬁ; -----------
 Nitrous oxide g0 yes qualitatively
Cercs no% yes yes
mcrc-22 0.5% - maialyme yes
" Others® (Ozome) 3.5 % T e T qualitatively

Source : IPCC

* These values include the indirect effect of these emissions on other greenhouse gases via

chemical reactions in the atmosphere. Such estimates are highly model dependent and should
be considered preliminary and subject to change.
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ANNEX 2
TOTAL AND PER CAPITA EMISSIONS OF CARBON (1989)
COUNTRY TOTAL X OF PER CAPITA
miilion WORLD TOTAL t carbon
t of Carbon :
B - 29.1 0.5 2,93
DK 13.8. 0.2 2.69 o
D 186.1 3.2 3.02°
GR 18.6 0.3 1.86 o
E 55.0 0.9 1.42
F 97.5 1.7 1.74
IRL 8.0 ‘o.{ 2.27
| 102.8 1.7 1.79
L . 3.3 0.1 8.83 o
NL 38.7 0.7 2.61 o
P 10.3 0.2 - 1.00
UK 154.0 2.8 2.69 o
EUR 12° 760.9 12;9 2;34‘
USA 1352.7 23.0 5.45 )
JAPAN 296.5 5.0 . 2.40
USSR and 1463.2 24.9 3.63
Eastern Europe
~ REST oOF 2011.9 34.2 ~ 0.49- T
WORLD : :
WORLD 5885.2 100.0 13
TOTAL ‘ 1

Source : Commisslon's services. -

* The EUR-12 total Includes emissions from bunker oll (not included in

Member States data) and does not match the sum of Member States
emission due to statistical differences.



ANNEX_3

1989 CONTRIBUTION OF THE VARIOUS SECTORS TO THE TOTAL CO2 EMISSIONS IN THE EC (in X)
SECTORS EC B DK D GR E .F IRL | L NL P 1114
POWER
GENERATION 31.3 21.1 43.2 35.1 46.2 32.9 13.5 34.0 29.3 11.9 30.8 39.1 37.9
RESIDENTIAL/ |
COMMERCIAL 19.7 24.5 20.5 19.6 11.9 9.8 25.4 30.2 20.2 10.6 24.3 8.4 18.8
TRANSPORT 25.5 21.7 24.5 21.6 24.2 32.3 34.0 20.0 26.0 21.4 21.4 28.3 24 .1
INDUSTRY 19.6 28.3 10.5 20.7 14.8 20.1 23.6 15.4 19.8 - 56.1 16.7 20.7 15.1
ENERGY
SECTOR 3.9 4.4 1.3 3.0 2.9 4.9 3.5 0.4 4.7 0.0 6.8 3.5 4.2
TOTA; 100.6 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source : Commission’s services.




ANNEX 4

1989 ' © STRUCTURE OF GROSS ENERGY CONSUMPTION IN THE EC  (in %)

EC B DK D GR E F IRL 1 L NL P UK
COAL 21.0 20.6 33.2 28.0 36.3 22.7 9.6 38.4 9.2 33.9 12.5 16.3 30.7
oL 44.8 40.1 52.9 39.7 62.1 52.5 41.8 41.4 60.9 43.3  36.7 78.8 38.5
éas 18.3 17.1. 8.9 17.6 0.6 5.3 11.7 19.6 24.7 12.0  47.9 0.0 21.6
NUCLEAR . 14.3 22.1 0.0 13.8 0.0 17.1 36.6 0.0 0.0 0.0 1.5 0.0 8.4
OTHER 1.6 0.0 5.1 0.9 0.9 2.4 0.3 0.6 5.2 10.8 ' 1.3 4.8 0.7
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0  100.0 100.0 100.0

Source : Eurostat.
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ANNEX 5
CO» EMISSION STABILISATION EFFORT. 19902000 (EUR-12)
Emissions Amount by which the
Milllon stabilisation objective
tons of CO, is exceeded (In %)

CO, emissions In 1990 2738

COp emissions In 2000

(without efficlency galins

according to current

trends) 3264 19%

CO, emlssions In 2000

taking Into account also

market & "normal policy*

galns(1) 3032 11%

CO, emissions In 2000 -

taking into account ailso

gains to be expected from

the SAVE programme(2) 2955 8%

Source : Commission’s services

(1) According to scenario 1, Energy in Europe, speclal lIssue, July 1990,
update of July 1991; In the assumption of a higher economic growth,
the Increase of CO, emissions could be twice as high.

(2) SAVE programme, COM (90) 365 final; It has to be noted that the Impact
of some SAVE measures are already Included In scenarlo 1 "gains from
market and policy".



SECTORAL CQo EMISSION REDUCTION POTENTIAL OF

{in million tons of CO»)

Galhs from Additional gains Total coz2 Add[flonal

SECTORS Imarket ‘& policy? through SAVE2 savings Reduct ion need programme
Domestic/tertiary 95.4 35.0 130.4
industry 72.4 35.0 107.4 '
Transport 63.9 17.8 71.7
TOTAL 231.7 77.8 309.5 '526.4 216.9
Percentage over total
€02 reduction needed
to achleve ‘ .
stablilsation 44% 15% '59%‘. . 41%

Source : .

2

According to Scenario 1, Energy In Europe. specla] lsshe,
SAVE Programme, COM (90) 365.

Commission’s services

It has to be noted that the

scenario 1 "gains from market and policy".

100%

July 1990, including update July 1991.
Impact of some SAVE measures are already Inciuded

In
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CHANGE IN FUEL PRICES
(X INCREASE OF A 10$/B TAX1)

POWER STATIONS AND INDUSTRY

hard coal 58
heavy fuel oll 45
natural gas 34
HOUSEHOLDS

light fuel oll 16
natural gas - 14
JRANSPORT

gasol lne 6
dlesel 11

Source : Commission’s services

prices and exchange rates as of 1990;

modulation according to 50%/50% carbon/energy tax:

assumption that the tax Is totally passed on to the energy user
(first round effect). -



=921 =

Several different options exist for the tax rate to be applied, with
different degrees of obllgation for the Member States. The optlons
which can be envisaged (In order of Iincreasing constralnt for the
Member States) are :

- target rates (horizon 2000), free progression, no minimum rate;

- target rates with a fixed minimum rate at the beginning and
free progression;

- target rates with a fixed minimum rate and obligatory .
predetermined progress;

- deflnltlve rates fixed from the outset.

The target rate would correspond to the convergence level in the medium
term which the Member States would have to move to-In their own time.
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The overall macro-economlc Impact of the proposed package of measures
Is the net effect of positive and negative I|mpulses that generate in
their turn indirect effects. Energy efficlency Investments generate
positive demand effects while related costs and price Iincreases.due to
the carbon/energy tax cause negative cost effects. As the revenues of
the carbon/energy tax would be used to reduce other taxes In parallel,
additional positive demand Impulses will be generated.

The likely quantitative Impact on the main macro-economic aggregates is

based on three different sets of simulation results, |.e. based on the
HERMES model for the four largest Member States, on DRI's econometric
models for elght Member States (D, E, F, GR, IRL, I, P, UK) and on the

QUEST model for all Member States, Japan and the Unlited States.

They all assume the Introduction of a carbon/energy tax of the order of
10$ per barrel of oll, even If the detalled modalities differ somewhat.
The DRI scenario also contalns the non-fiscal measures, as well as a
reinforcement of existing tax Inltiatives, o.g. In transport.

When Interpreting these simulation results, it Is important to keep in
mind - that the simulations may contain a positive blas to the extent
that they Implicltly assume that the tax Is deflned and Implemented in
an economically sound way and that the response of private economic
agents and public authoritles Is such that macro-economlc dlisturbances
are avoided. Should thls not be the case, the conomic effects could be
substantially different.

An Important general conclusion |s that the three sets of simulations
show a remarkable convergence in their results, and conform the
empirical findings from the academic |lterature.

a) Gross Domestic Product (GDP)

The use of the tax revenues Is one of the main determinants of the
GDP effects. In the hypothesis of a strict tax neutrality the
Impact on GDP, estimated on the basls of the HERMES model, is
estimated to be modest and the potentlial Impact on the average
annual growth is llkely to vary from -0.2% to +0.04 (which equals
-1% to 0.2% for the GDP level after 5 years). The negative effect
Is considerablie higher In case the tax burden increases (-1.6% on
GDP level after 5 years).



b)

c)

d)

e)
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The DRI analysis contalning also non-fiscal measures but not a full
tax neutrallty (up to 85%) largely confirms the HERMES analysls

.an.-average reduction of the annual growth rate of 0.06%.

Prices (CPI/PPI).

The three ‘simulations élearly.reveaJwthe'carbon/energy_tax—lnduced

-increase In _consumer (CPl) and producer (PPl) prices. The precise

amount' depends on whether the .tax revenues are used for reducing
other Indirect -taxes (e.g. VAT) or charges (e.g. employers’. social
security contributions) or whether the tax revenues-are elther. not
recycled or used for reducing direct taxes. In the former case, the
price increase tends-to be.only half as high as In the latter wase,
where In the medlum term the consumer price level . Is roughly 4%
higher _than otherwise. This would approxlmately correspond -to an
Increase in the -annual _inflation rate of the order of 0.3-0.5
percentage points. It is generally assumed that no destabllsing
wage-spiral Is set in motlon. ‘ : )

Emp loyment

‘In view of the comparatlvelyxshort'tlme per iod -under consideration,

It Is not surprising to see that total employment moves broadly in
line with economic activity. Provided the .tax Is introduced In a
budget neutral way, the employment effects are generally small.

.Should the tax revenues be .used for lowerling iabour  costs, - the

emp loyment effects may even be positive, at least In the medlum and
long run. . .

<Government‘ﬁudget Balance

Evidentiy, the public finance aspects are to a large extent
determined by the decision on the revenus use. Although wlthout
revenue redistribution the government’'s budget balance is set to
improve, this Improvement Is |lkely to be at least partly eroded by
the negative budgetary Impacts of the resulting slowdown In
economic actlvity. '

External Balance

The (mpact of the Iintroduction of the carbon/energy tax on the
external balance 1is, to a. significant extent, determined by
positive effects of lower energy Import requirements, positive
trade baiance effects of a posstble slowdown In domestic economic
activity and eventual negative trade effects If the country’s
export structure Is blased towards energy Intensive products.
Because of those compensating movements, the aggregate current
account effects generally tend to be small.
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Conclusions

There is a remarkable convergence In the results of these I|ndependent
. slmulatlon exerclises. The Introduction 6f a 10$ per barrel of oil
carbon/energy tax is likely to have notliceable, but relatively modest
macro-economlic consequences, provided certain rules are respected.
These macro-economic effects malnly consist of an ‘increase In the
general price level, Implylng at least a temporary rise Iin infiation.
This Is Ilkely to be Inevitable.- Whether the Inflationary Impulse
remains translitory or whether It leads to a wage-price spiral with
subsequent monetary policy Induced recesslion largeiy depends on the
reaction of private and public economic agents.

The other macro-economic effects, notably the GDP response, are largely
a function of the modalitlies of the tax Introductlon (In particular the
gradual and predictable Introduction of the tax, the size of the tax
rate and thé use of the tax revenues) as well as of the wage/price and
central bank behaviour. In principle, a policy to reduce CO,
emissions or energy consumption can be expected to entall costs,
including macro-economic costs (l.e. GDP losses). The lower the degree
of flexiblility with which the sesconomy adapts to the tax, the higher
these costs. If, however, the Introduction of the carbon/energy tax Is
taken as an opportunity for structural reform, e.g. by using the tax
revenues for reducing other taxes, then the galns from such a policy
may well exceed the costs of the emission reduction.

The beneflits of the proposed package in terms of environmental
improvement (greenhouse and other gases), Increased energy security or
other positive effects (e.g. health and health costs, transport
problems, ...) are difficult to quantify and to Integrate In macro-
economic simulations. It should therefore be taken into account that
the flgures and results presented do not inciude these benefits.



(1) Percentage change
reference case.

In the
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p
Annual growth rate Levei (1)
GDP . -0.06 -0.8
PPI 0.29 4.0
Source : DRI Report for the Eurépean Commisslion.

level after 15 years compared to the





