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PREFACE 
___________________________________________________________________________________________________________________________________________________________________________________________________________________  

The effects of human activities on climate change may be the most critical issue 
facing Europe and the whole world. Is disaster ahead of us on a scale that none of 
us can measure; or will man’s inventiveness, stimulated by danger signals, rise to 
the challenge?  
 
This report is primarily concerned with the European Union and is written on the 
basis of evidence given to us between February and June 2004. Since then there 
have been serious indications from some scientific quarters that climate change 
may be happening more violently and more quickly than previously thought. This 
is not surprising. The rate at which greenhouse gases are being added to the 
atmosphere by human activity is increasing so fast that adaptation will be 
increasingly difficult in the future, particularly for poorer countries. Carbon 
sequestration in oil wells or under the sea, macro-engineering to alter our planet’s 
ability to reflect the sun’s rays or to make the oceans soak up more carbon dioxide, 
and other radical measures are being considered by scientists and industry, but are 
far from viability at present. 
 
Policies to reduce greenhouse gas emissions from cars, aeroplanes, landfills, 
electricity, and other sources are therefore crucial precautions. We have a 
responsibility to limit the likelihood that our children and grandchildren will face 
dangerous life conditions from avoidable global warming. The sources of 
greenhouse gases are closely connected to sources we rely on for economic growth, 
such as oil. This makes the policy challenge enormous and increases the need to 
accelerate research into alternative sources of energy. The role the EU should play 
at present is to put in place sensible greenhouse gas reduction policies that allow a 
managed transition to a future where our prosperity and well-being do not depend 
on emissions that damage our global eco-system. The EU should also influence 
international agreements on climate change. 
 
The world community decided at the Rio conference in 1992 to reduce 
greenhouse gas emissions. Some countries in Europe are meeting their targets, 
others are not. This report shows how real progress is possible, where it is 
happening, and where there are barriers. 
 
We have taken a great deal of very practical evidence—from energy companies, 
cement manufacturers, a merchant bank that sees credits from carbon reductions 
as a potential currency that will be traded round the world. From this evidence we 
praise the European Union for its forward thinking and leadership, and we look 
ahead at other steps that must be taken if man is to prove that he is capable of 
defeating environmental disaster. Without huge determination on a global scale 
this will be an insurmountable hurdle. 





 

The EU and Climate Change 

CHAPTER 1: INTRODUCTION 

Our Inquiry 
1. The effect of human activities on climate change may be the most critical 

issue facing Europe and the whole world. Climate change, in its broadest 
sense, is a concept with which many are familiar. Talking about the weather 
is a quintessentially British tradition; climate change is about what is 
happening and will happen to the weather.  There have been many studies, 
reports and articles produced on the effects of climate change, especially the 
effects of human activities. Speeches have been delivered, inter-governmental 
agreements made, and objectives set to reduce this impact However, 
practical steps to meet even these tentative objectives have hardly begun and 
are making very little impact. This is the reason for a further urgent report on 
the subject, especially since climate change is top of the G8 agenda in 2005.  

2. We believe that our inquiry is relevant, for the following reasons. First, we 
have had the benefit of hearing from experts on the subject and we hope that 
presenting their views in this report will inform the debate.  

3. Secondly, we have heard from those practically involved with climate change 
policy—for example, those companies who are actually required to reduce 
their emissions: people “on the front line”. Thirdly, our focus has been on 
what the EU is doing as regards climate change: what policies the EU has in 
place, how these are working, and what they should be doing.  

4. For these reasons, our report is not an academic exercise. It should help to 
guide present and future policy and the decisions that individuals and 
communities will make across Europe.  

5. This report is split into six Chapters. First, we introduce the concept of 
climate change, its effects and measures to mitigate it. Then we look at the 
action that has been taken by governments to combat climate change. In the 
following three Chapters we concentrate on specific EU climate change 
policies. The final Chapter covers the EU in the international arena.   

6. The Committee has taken as its premise that significant change in the global 
climate is occurring and that anthropogenic (man-made) greenhouse gas 
emissions are a significant contributor to it. The inquiry has not attempted to 
investigate the science of climate change.1 We recognise that there are others 
who hold different views; although most people accept that the climate is 
changing, some doubt whether anthropogenic (man-made) emissions are the 
cause.2 That said, our premise is in accordance with that of every significant 
body to have looked into the matter. 

7. We would like to take this opportunity to thank all of those who assisted us 
by giving oral and/or written evidence. 

                                                                                                                                     
1 A recent report from the House of Lords Science and Technology Committee examined the manner in 

which science informs the negotiation, adoption and implementation of international agreements. One of 
the agreements they looked as was the United Nations Framework Convention on Climate Change and the 
Protocol signed to it at Kyoto in 1997 (see Science and Technology Committee, 3rd Report (2003-04): 
Science and Treaties (HL 110-I), paragraphs 6.12-6.33). 

2 See, for example, “What not to do about climate change?”, Richard Courtney, RSA Journal, September 
2004. 
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What is Climate Change? 
8. Although the purpose of our inquiry was not to investigate the science of 

climate change, we offer, to set the report in context, a few thoughts on what 
climate change is, and what its likely effects will be. We draw on the House 
of Lords Science and Technology Committee’s 1989 report, Greenhouse 
Effect.3 At the risk of oversimplification of what is a highly complex problem, 
the following is a brief summary of the issue. 

9. The earth is warmed by the sun. The sun’s radiation is of short wavelength; 
the earth’s radiation is of longer wavelength. Certain gases in the atmosphere 
absorb and re-radiate back to the earth most of the longer wavelength 
radiation emitted by the earth. They trap the heat rather like the glass in a 
greenhouse. Such gases have thus been dubbed “greenhouse gases”. Without 
the effect of these naturally occurring gases the earth would be so cold as to 
be uninhabitable. However, man’s activities are increasing the concentrations 
of these gases and generating new ones. As the concentrations increase, the 
earth is expected to become warmer as more of the earth’s radiation is 
absorbed and re-radiated back to the earth’s surface. The presence of small 
particles, or aerosols, in the atmosphere arising from industrial processes 
moderates slightly the rise in temperature caused by excess greenhouse gas 
emissions. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                                                                                                     
3 Science and Technology Committee, 6th Report (1988-89): Greenhouse Effect (HL 88-I). 
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BOX 1 

Greenhouse Gases 4 

 The greenhouse gases covered by the Kyoto Protocol are carbon dioxide 
(CO2), methane (CH4), nitrous oxide (N2O), hydrofluorocarbons (HFCs), 
perfluorocarbons (PFCs) and sulphur hexafluoride (SF6).  
The most prevalent greenhouse gas is water vapour. This is increased by 
rising temperatures caused by excess greenhouse gases. Because of its natural 
source it is difficult to control by human intervention, so is not covered by 
the international agreements in place to limit emissions.5 
It is important to note that all of these gases are in the atmosphere in varying 
concentrations; they also have different sources and differing levels of 
potency (known as global warming potential).  
Carbon dioxide is currently in the earth’s atmosphere at a concentration of 
372 parts per million (ppm), up from around 300 ppm at the beginning of 
the 20th Century. Its main source is the burning of fossil fuels.  
Methane has a concentration of 1.7 ppm. The main sources of methane 
emissions are landfill waste, agriculture and coal mining.  
Nitrous oxide concentrations in the atmosphere are 0.3 ppm. The main 
sources of nitrous oxide are fertiliser use in agricultural and industrial 
processes.  
Emissions of hydrofluorocarbons, perfluorocarbons and sulphur hexafluoride 
in the UK are low as a proportion of total emissions, making up about 2 per 
cent, but they are immensely powerful greenhouse gases. They are often 
collectively known as “fluorinated greenhouse gases”. They have a range of 
uses, including in refrigeration, air conditioning, fire extinguishers and 
training shoes.  

 

                                                                                                                                     
4 Information taken from Climate Change: Draft UK Programme, Department of the Environment, Transport 

and the Regions, 2000. 
5 The Royal Commission on Environmental Pollution said: “There is a vast store of water in the oceans, and 

large amounts of water move naturally between the oceans and the atmosphere. There is negligible direct 
human impact on the amount of water in the atmosphere. If on the other hand the atmosphere becomes 
warmer for some other reason, it can contain more water vapour. That enhances the greenhouse effect and 
causes even more warming.” (Energy: The Changing Climate, Royal Commission on Environmental 
Pollution, 22nd Report, June 2000, pp 17-18.) 
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FIGURE 1 

UK Greenhouse Gas Emissions by Sector, 2000  

             

 10. The Intergovernmental Panel on Climate Change (IPCC), the official 
international climate science body,6 advises that global temperatures will rise 
by between 1.4 and 5.8°C over the next century, depending on a range of 
factors, including levels of economic growth, the world population and levels 
of emissions. The upper end of the forecast is comparable to the change 
registered between the last ice age7 and today. As many of the greenhouse 
gases stay in the atmosphere long after they are emitted (some 50-100 years 
for carbon dioxide, 3,200 years for sulphur hexafluoride, though only 12 
years for methane), we are already committed to a certain amount of climate 
change. 

11. There is much data to support the proposition that climate change is already 
happening; and its effects are already starting to be felt. Some examples 
worth highlighting are— 

• Average temperatures rose by 0.6°C over the 20th century.  

• The ten hottest years for the world as a whole since records began in 
1860 have all occurred since 1991.  

• 1998 was the hottest year on record, with 2002 and 2003 the joint 
second hottest years.  

• The heat wave in the summer of 2003 is thought to have accounted for 
approximately 15,000 deaths in France, and 35,000 across Europe.8 
There were severe wildfires in Spain, Portugal and France, causing 
economic loss estimated at $15 billion.9  

• In India, temperatures of 49°C in 2003 took more than 1,500 lives.  

                                                                                                                                     
6 For more on the IPCC see below, paragraphs 24 and 25. 
7 The last ice age reached its peak around 18,000-20,000 years ago. 
8 Climate Change 2004, Benfield Hazard Research Centre, Technical Paper 2, Bill McGuire, p 9. 
9 Ibid., p 9. 
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• The floods of autumn 2000 were estimated to have cost the UK 
£1 billion.10  

• The Thames Barrier, which was erected to prevent floods that would 
devastate the capital’s economy, was used less than once a year in the 
early 1980s; now it is used on average six times a year.11 

12. The IPCC third assessment report12 noted “new and stronger evidence that 
most of the observed warming of the last 50 years is attributable to human 
activities”, an assessment which is widely accepted. The potential threat is 
such that a precautionary approach is warranted. The view of the Chief 
Scientific Adviser to the Government is that “climate change is the most 
severe problem that we are facing today—more severe than the threat of 
terrorism.”13 The Prime Minister recently said that “climate change is 
probably, in the long term, the single most important issue that we face as a 
global community—the issue is now very, very critical indeed.”14 In a 
separate speech, he said global warming “has become alarming and is simply 
unsustainable in the long term … [it is] a challenge so far reaching in its 
impact and irreversible in its destructive power, that it alters radically human 
existence.”15 

What are the effects of Climate Change? 
13. It is sometimes implicitly assumed that climate change will mean uniform 

temperature rises across the globe of a few degrees, which, some think, may 
not necessarily be a bad thing. After all, who wouldn’t like it to be a little 
warmer most of the time? However, despite the phrase “global warming”, the 
effects certainly will not be consistent across the globe. Climate change will 
have a varying impact across Europe. In a report produced for the 
Commission, the Europe Acacia Project concluded that— 

• the balance of impacts of climate change will be more negative in 
southern than in northern Europe; 

• primary sectors, such as agriculture and forestry, will be more affected 
than secondary and tertiary sectors, such as manufacturing and retailing; 
and 

• more wealthy regions and sectors will be less adversely affected than 
more marginal and poorer ones.16 

14. The likely effects of climate change include— 

• warmer average global temperatures; 

                                                                                                                                     
10 Our energy future—creating a low-carbon economy, Department for Trade and Industry, CM 5761, p 22. 
11 Ibid., p 7. 
12 The report was published in 2001 after being written over three years by 639 authors and reviewed by 150 

delegates. 
13 “Climate Change Science: Adapt, Mitigate or Ignore?”, David King, Science vol. 303, 9 January 2004. (We 

note, however, that the Energy Intensive Users Group said it was unhelpful in terms of public 
understanding to make “inappropriate comparisons of risk.” (p 259)) 

14 Speaking at the launch of The Climate Group on 27 April 2004; printed in “Climate of Hope”, The 
Parliamentary Monitor, May 2004. 

15 “Blair calls for UK to lead on climate change”, The Guardian, 15 September 2004. 
16 Assessment of Potential Effects and Adaptations for Climate Change in Europe, The Europe Acacia Project, M.L. 

Parry (ed.), 2000. This three year study was funded by the Environment Programme of the Research 
Directorate General of the Commission. It was written by 27 scientific experts, and reviewed by 14 
additional experts. The report provided the basis for the chapter on Europe in the third assessment report 
of the Intergovernmental Panel on Climate Change. 
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• melting of polar ice caps and glaciers; 

• higher sea levels; 

• more frequent and severe flooding and coastal erosion; 

• some islands and low-lying countries being completely submerged; 

• more frequent and severe storms, including stronger winds and altered 
tidal patterns; 

• more frequent and severe droughts, with its knock-on effect on food 
production; 

• changes in biodiversity, including new migration patterns and the likely 
extinction of some species; and 

• an environment more conducive to the spread of infectious diseases, 
such as malaria. 

15. Emerging science also suggests that if climate change continues unabated, 
the effects could impact particularly severely on the UK by way of changes to 
oceanic currents. The Gulf Stream, and its northwards extension, the North 
Atlantic Drift, are part of the Oceanic Conveyor Belt, which transfers waters 
around the globe. The North Atlantic Conveyor carries the warm waters of 
the Gulf Stream northwards, keeping temperatures in the UK and Ireland 5–
10°C higher than they would otherwise be. The potential effects of the loss of 
Gulf Stream warming on the UK could be devastating.17 

What can be done to mitigate climate change? 
16. There are two responses to climate change. Emissions of greenhouse gases 

can be limited and reduced, to help prevent or limit the worst effects of 
future climate change. In the jargon, this is known as “mitigation”. Yet, as 
we noted above, we are already committed to some climate change. This will 
require a change in certain ways of life. Changing to cope with the existence 
of climate change is known as “adaptation”. This inquiry has focused on 
steps to reduce greenhouse gases, or mitigation, as this is where EU climate 
change policy currently is more focused. 

17. During the course of the inquiry it has become apparent to the Committee 
that steps to reduce emissions of greenhouse gases can be taken on many 
levels, including: regulation; research and technological innovation; and 
voluntary action by industries, communities and individuals.  Monitoring the 
impacts of climate change and sources of greenhouse gas emissions and 
communication of the problem to interested parties and the general public 
provide important support for climate change policy. 

Regulation 
18. It is through the imposition of regulation that governments, and the EU, 

primarily take action to combat climate change. This can either be from a 
“stick” approach—e.g. banning certain uses of a greenhouse gas, imposing 
penalties on organisations emitting above a certain level of CO2—or by 
offering “carrots”—e.g. providing tax breaks or subsidies for the development 
of green technologies. The use of economic instruments (such as emissions 
trading and fuel taxes) is one prominent example of climate change 

                                                                                                                                     
17 Chief Scientific Adviser to the Government (Q 110). See also Climate Change 2004, Benfield Hazard 

Research Centre, Technical Paper 2, Bill McGuire, p 22, which estimates that the Gulf Stream warms the 
UK by 9°C. 
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regulation. Other forms of regulation include building standards (e.g. 
imposing minimum energy efficiency requirements on new buildings), 
product standards (such as energy efficiency standards for fridges and 
washing machines), and regulations that cap the quantity of emissions 
allowed from industrial plants. 

Innovation: research and technological development 
19. This level of action includes both government and private sector activities 

and funding. Innovation, stimulated by regulation, motivates companies to 
invest in science and research into new ways of tackling climate change, often 
striving for more efficient or cost-effective methods. It is anticipated that very 
substantial changes in technology will be necessary and will emerge to help 
reduce emissions.18 Governmental and international bodies can help in 
funding, carrying out and facilitating innovation. Increased international 
trade will help spread technological developments rapidly throughout the 
world. 

Voluntary action by industries, communities and individuals 
20. This category covers the actions taken independently of government, and is 

very important. Huge reductions in emissions can be achieved if lights, 
computers and other electrical equipment are switched off when not needed, 
and if people can be encouraged to walk more and use the car less. Voluntary 
agreements between government and industry to achieve emission reduction 
targets or install best available technology have proved quite effective.  

Monitoring and Predicting 
21. There are a range of agencies and official bodies set up to monitor climate 

change and the greenhouse gas emissions that cause it. Scientific agencies are 
monitoring and predicting how the climate is changing now and in the 
future. Governments are monitoring national and sectoral emissions of 
greenhouse gases and reporting this data to the United Nations Framework 
Convention on Climate Change. It is only with a clear understanding of what 
the problem is and of the sources of the gases that are causing it that policy-
makers can identify suitable solutions.   

Education and Communication 
22. This is a very important indirect form of action that underpins and reinforces 

all other types of action. Communicating the existence of climate change, 
and what can be done to combat it, raises the profile of the issue, and 
encourages people and organisations to alter their behaviour or policies. 
Communicative action can come from a variety of sources to a multitude of 
recipients—from the EU communicating with multinational industry, to 
neighbours talking in the street about ways of saving energy in the home. 

 

                                                                                                                                     
18 See the evidence given by Lord Browne of Madingley, Chief Executive of BP (QQ 489 and 495). 
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CHAPTER 2: THE INTERNATIONAL CONTEXT FOR EU POLICY 

Intergovernmental Action 

Introduction 
23. Climate change first attracted widespread scientific attention in 1979 when 

the World Meteorological Organisation convened the first World Climate 
Conference, which identified that there was a problem. The scientists began 
to command political interest in the 1980s, initially as a result of the “hole” 
discovered in the ozone layer, which is a separate problem from climate 
change, but is caused by substances such as chlorofluorocarbons (CFCs), 
which are also greenhouse gases. A series of meetings of scientists and policy 
makers from around the world resulted, in 1988, in the establishment of the 
Intergovernmental Panel on Climate Change. 

Intergovernmental Panel on Climate Change 
24. The Intergovernmental Panel on Climate Change (IPCC) is a UN body, 

which assesses available information on climate change and provides advice 
to the UN bodies which address the problems posed by climate change. 

25. The Panel has produced three major assessments of climate change (in 1990, 
1995 and 2001), covering the science, impacts and response measures. The 
IPCC’s reports are agreed by scientists from around the world and are 
regarded as the authoritative text on climate change. 

UN Framework Convention on Climate Change 
26. The United Nations Framework Convention on Climate Change 

(UNFCCC) was agreed at the Earth Summit held in Rio de Janeiro in 1992 
and was ratified by over 170 countries.19 Article 2 of the Convention says the 
objective is “to achieve … stabilisation of greenhouse gas concentrations in 
the atmosphere at a level that would prevent dangerous anthropogenic 
interference with the climate system.” A loose target of returning greenhouse 
gas emissions to their 1990 levels by 2000 was also agreed, but was non-
binding. The House of Lords Science and Technology Committee 
summarised the nature of the Convention: 
“The term “Framework Convention” is used because this is not an 
agreement which lays down targets and timetables. The commitments under 
it are in general terms, and in opaque language … Perhaps this is why nearly 
all states, despite their very wide ranges of economic and other interests, 
were content to become parties.”20 

27. The Rio Conference was undoubtedly important in that it committed 
UNFCCC Parties, for the first time, to recognise the issue of climate change 
and to put in place measures to combat it. However, there has since been 
much debate as to what constitutes “dangerous anthropogenic interference”. 
It was fairly quickly recognised that the Convention commitments could only 
be a first step in the international response to climate change. 

                                                                                                                                     
19 The EC and the UK ratified it in December 1993. 
20 Science and Technology Committee, 3rd Report (2003-04): Science and Treaties (HL 110-I), p 41. 
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Kyoto Protocol 
28. The Kyoto Protocol was agreed at the third Conference of the Parties to the 

UNFCCC, held in December 1997 in Kyoto, Japan. At that meeting 171 
Parties signed up to an agreement which committed the developed world 
(known as Annex I Parties21) to reduce their overall emissions of six 
greenhouse gases by 5.2 per cent from 1990 levels by 2008-12.22 Targets 
were negotiated for industrialised countries. The European Community 
negotiated on behalf of its Member States a collective target of an 8 per cent 
reduction from 1990 levels,23 though each Member State has its own 
freestanding target under the Protocol as well. Developing countries, 
including China, did not take on targets, the principle being that the more 
developed countries who have benefited from emissions to date should bear 
the initial burden of reducing them, rather than countries with fewer 
resources.  

29. Kyoto was a step in the right direction, but will not solve the problem 
of climate change in the long term. The targets agreed were a political 
compromise; the subject of highly political negotiations.24 However, Kyoto 
was a political milestone in that, for the first time, industrialised countries 
signed up to binding emissions targets. 

30. The Protocol introduced three “flexibility mechanisms” to help industrialised 
countries meet their targets by taking advantage of opportunities to reduce 
greenhouse gas emissions in other countries at lower cost than at home. The 
rationale is that, from the global environmental point of view, the place 
where the emissions reduction takes place is of secondary importance to real 
emissions reductions being achieved. The flexibility mechanisms are 
emissions trading, Joint Implementation and the Clean Development 
Mechanism. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                                                                                                     
21 Annex I of the Protocol lists developed countries; Annex II developing countries. 
22 Article 3.8 of the Protocol allows for Parties to use 1995 as the baseline for HFCs, PFCs and SF6. This is 

an option the UK Government, and most other EU Member States, are taking up. 
23 The European Community negotiated, as opposed to the European Union, because only the former has 

legal personality, and thus the capacity to sign treaties. Under the proposed Constitutional Treaty, the 
Union would acquire legal personality. 

24 The EC went into the Kyoto Conference proposing a blanket 15 per cent cut by all industrialised countries 
by 2010.  See Environmental Policy in the European Union, John McCormick, Palgrave, 2001, pp 285-86. 
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BOX 2 

Flexibility Mechanisms 

• Emissions trading is a system wherein countries or companies are set a 
target for emissions of greenhouse gases. Should that country or 
company emit more than their target, they have to purchase the 
difference from another participant which has emitted less than their 
target. Participants are allocated “allowances” of emissions proportionate 
to their target. These allowances can then be traded. The Kyoto Protocol 
allows Annex I countries to buy and sell allowances of greenhouse gases 
from other countries. For example, should an EU country with a 
reduction target of 8 per cent be on course to reduce by only 6 per cent, 
that country could purchase allowances from another country on course 
to overshoot their target. The Netherlands has already started purchasing 
such allowances. Only countries which have ratified the Kyoto Protocol, 
and companies in these countries, can participate in the trading schemes 
under the Protocol. 

• Joint Implementation allows for investment in emission-reducing projects 
(e.g. the establishment of a renewable energy plant) in a developed 
country by a government or company in another developed country. The 
emissions reductions achieved by the project can then be used by the 
investor to meet their targets.  

• The Clean Development Mechanism allows developed countries or 
companies to invest in emissions reduction projects in developing 
countries. As there are no allowances to be transferred from the latter to 
the former, an equivalent amount is “generated” and credited to the 
investor. The emissions reductions achieved by the project can then be 
used by the investor to meet their targets.25 

31. Once the Protocol enters into force the targets adopted by industrialised 
countries will become legally binding. In order for the Protocol to come into 
force, it has to be ratified by 55 countries, representing 55 per cent of the 
1990 level emissions of Annex I countries. Until October 2004, 124 
countries had ratified the Protocol—representing approximately 70 per cent 
of the world’s population, and including all of the 25 EU Member States, 
Japan, Canada, China and Brazil. However, these countries represented only 
44 per cent of developed countries’ 1990 emissions. 

32. There has been considerable debate as to whether the Protocol will ever 
enter into force. In 2001, the United States, whose target is a reduction of 7 
per cent, said it would not ratify the Protocol. Australia, which has a target of 
an 8 per cent increase in emissions,26 has also said it will definitely not ratify, 
though it does intend to limit its emissions to the same extent as if it had 
decided to ratify. The pivotal state in determining whether Kyoto enters into 
force is Russia, which represented 17 per cent of 1990 emissions. So, should 
it ratify, the 55 per cent threshold will have been reached. In October 2004 

                                                                                                                                     
25 Land Use, Land Use Change, and Forestry projects may be eligible under the Clean Development 

Mechanism in 2008-12, providing they account for no more than one per cent of the investing countries’ 
1990 emissions. 

26 The political nature of the Kyoto negotiations means that some industrialised countries have targets which 
allow them to increase their emissions from 1990 levels. Other than Australia, Iceland (10 per cent) and 
Norway (1 per cent) are permitted increases. 
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the Russian Duma ratified the Protocol, after a positive recommendation 
from President Putin and formal ratification is expected shortly. 

33. The Protocol requires that negotiations on the second commitment period 
(from 2012 onwards) must start by 2005 at the latest, meaning further 
targets requiring action to reduce emissions are envisaged in the longer term. 

The EU and Kyoto 
34. The European Community negotiated on behalf of the Member States at the 

Kyoto Conference, and agreed a collective target of 8 per cent reductions 
from 1990 levels in 2008-12. The Community formally approved the 
Protocol in April 2002 by way of a Council Decision.27 In 1998, the Council 
reached a political compromise on a “burden sharing agreement” which gave 
Member States differentiated targets. Like the Kyoto Protocol, these targets 
were the subject of intense political negotiations and the differences took into 
account such factors as expectations of economic growth, national energy 
mix and industrial structure.28 EU Member State targets under this 
agreement range from a 28 per cent decrease from 1990 levels for 
Luxembourg to a 27 per cent increase for Portugal (see the table on 
page 22). The UK has a target of a 12.5 per cent decrease. These targets 
were included as an annex to the same Council Decision in which the 
Protocol was approved. 

35. In spite of the uncertainty surrounding the future status of the Kyoto 
Protocol, the Commission and many Member States have repeatedly restated 
their commitment to the process, and said that the EU would adhere to its 
targets regardless of whether the Protocol comes into force or not. Directives 
have been passed to allow the EU to take advantage of the flexibility 
mechanisms contained in the Protocol; these are discussed later (see 
Chapter 3). The EU is, though, under pressure from some Member States 
and industries not to act unilaterally. 

Broad EU Policy 
36. The EU has agreed that, to prevent the most damaging effects of climate 

change, the aim should be for a maximum global temperature increase of 
2°C over pre-industrial levels and a stabilisation of CO2 concentrations in the 
atmosphere below 550 parts per million. The latter target is the same 
concentration as the UK Royal Commission on Environmental Pollution 
thought should be the maximum.29 The EU has been committed to reducing 
emissions in line with its Kyoto targets, whether or not the Protocol 
ultimately comes into force. 

37. The need for a Community policy on climate change was first raised in a 
Commission research policy statement in 1985, and was the subject of a 
European Parliament resolution in 1986.30 A “monitoring mechanism” was 
adopted in 1993 which mandated Member States to monitor and report on 
emissions of greenhouse gases, as well as requiring them to draw up a 

                                                                                                                                     
27 Decision 2002/358/EC, OJ L130 (15 May 2002) p 1. 
28 Document 9702/90 of 19 June 1998 of the Council of the European Union reflecting the outcome of the 

proceedings of the Environment Council of 16-17 June 1998, Annex I. 
29 Energy: The Changing Climate, Royal Commission on Environmental Pollution, 22nd Report, June 2000. 

To achieve this target the Royal Commissions recommended a 60 per cent reduction in CO2 emissions in 
the UK. 

30 OJ C244 (13 October 1986). 
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national programme to limit their emissions.31 Probably the most 
controversial proposal made by the Commission on climate change was that 
for a carbon energy tax, first suggested in a Commission Communication in 
1992.32 The tax would have been levied on all fossil fuels and introduced 
progressively. The proposal did not receive sufficient support from Member 
States, with the UK particularly opposed. Some of the objections to the 
proposal raised were that taxation was an area of Member State competence; 
such a tax might inhibit competitiveness; there would be difficulties in taxing 
imports and exports; and it was a blunt instrument, which would impact 
particularly on low-income groups. Given that taxation is an area which 
requires unanimity, it was clear that the proposal was not going to succeed, 
so the Council of Ministers dropped the idea in 1994. 

38. Climate change should be viewed in the context of the EU’s broad policy of 
sustainable development. The traditional definition of this somewhat 
nebulous term is “development that meets the needs of the present without 
compromising the ability of future generations to meet their own needs”, in 
other words ensuring that today’s growth does not jeopardise the growth 
possibilities of future generations.33 The Cardiff Process34 requires 
environmental considerations to be taken into account in all EU policies. 
Therefore, whilst the Environment Directorate General takes the lead on 
climate change, it is an issue which cuts across many, if not all, EU policy 
areas. 

39. Various EU Environmental Action Programmes have included climate 
change policies, but, until relatively recently, the main activities have been 
decided and implemented at the national level. 

40. In 2000 the EU adopted a European Climate Change Programme,35 which 
proposed— 

• further development of the internal electricity and gas market, 
incorporating environmental considerations; 

• access to the grid for decentralised electricity production, increasing the 
share of renewable energies; 

• increasing the use of combined heat and power generation; 

• reducing methane emissions in mining and extraction industries; 

• CO2 capture and disposal in underground reservoirs; 

• promotion of more efficient and cleaner fossil fuel conversion 
technologies;  

• energy efficiency in the electricity and gas supply industries; 

• improvement of energy efficiency standards for electrical equipment; 

                                                                                                                                     
31 Decision 93/389/EEC, OJ L167 (9 July 1993), p 31. 
32 A Community Strategy to limit carbon dioxide emissions and to improve energy efficiency, COM (1992) 246. 
33 For more information, see Report from the Select Committee on Sustainable Development, 1994-95 (HL 72). 
34 Article 6 of the EC Treaty, inserted at Amsterdam, requires environmental protection requirements to be 

integrated into all Community policies, with a view to promoting sustainable development. The 1998 
European Council meeting in Cardiff requested different Council formations to develop strategies to this 
effect. The Cardiff Process, as this is known, now embraces nine Community policy areas: transport, 
energy, agriculture, industry, internal market, development, fisheries, General Affairs, and economic and 
financial affairs. Commission working document 10251/04 (COM (2004) 394 final) provides a stocktaking 
of the Cardiff Process up to June 2004. 

35 COM (2000) 88. 
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• improvement of efficiency standards for industrial processes; 

• improved energy efficiency, limiting CO2 emissions (for boilers, 
construction products, etc.); 

• development of an EC policy framework for fluorinated gases (HFCs, 
PFCs, SF6); 

• development of an EC policy framework for emissions trading; 

• development of a framework for voluntary agreements; 

• public procurement of energy-efficient end-use technologies; 

• energy audits and heating performance certificates; 

• improvement of building/lighting performances; 

• building design and infrastructure planning; 

• transport pricing and economic instruments for aviation; 

• fiscal framework as part of the strategy on “CO2 and Cars”; 

• extension of the environmentally enhanced vehicle concept to passenger 
cars and light duty vehicles (improved emission and fuel standards, new 
technologies and fuels); 

• European campaign for more fuel-efficient driver-behaviour; 

• revision of transport policy (rail, road freight, maritime, aviation); 

• Green Paper on urban transport, addressing the growing concern about 
congestion (including pricing, fiscal measures, parking initiatives, 
improving public transport); 

• sustainable mobility and intermodality; 

• satellite assisted navigation systems (GALILEO); 

• promotion of the biological treatment of biodegradable waste; 

• revision of the Sewage Sludge Directive;36 

• packaging and packaging waste; 

• implementation of the 5th Framework Programme, in particular the 
Energy, Environment and Sustainable Development Programme; and 

• capacity building and technology transfer to developing countries 
through international cooperation. 

41. The proposals in this ambitious list are at varying stages of progress. Some 
have already been agreed and implemented; others remain aspirations. Those 
measures that have been implemented are now EU law, meaning Member 
States have to abide by them. Subject to that, Member States have discretion 
as to which policies they use to meet their Kyoto and burden-sharing 
agreement targets. 

42. We commend the EU for showing leadership in drawing up such a 
comprehensive and relevant set of measures. These only represent 
the initial essential steps in achieving the substantial reductions that 
are going to be required. The United Kingdom must continue to 
promote this programme and participate wholeheartedly in it. So far, 
words have not been matched by deeds.  

                                                                                                                                     
36 86/278/EEC. 
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The UK Climate Change Programme 
43. In furtherance of its targets under the Kyoto Protocol and the EU burden 

sharing agreement, the Government in 2000 instituted the UK Climate 
Change Programme.37 The central purpose of the Programme is to reduce 
emissions of carbon dioxide by 20 per cent from 1990 levels by 2010, a 
target which goes beyond the UK’s Kyoto obligations. Following a report by 
the Royal Commission on Environmental Pollution in 2000, Energy: The 
Changing Climate,38 the Government’s 2003 Energy White Paper39 supported 
the long-term aim of a reduction of carbon dioxide emissions of 60 per cent 
by 2050 from current levels.40 This reduction in CO2 emissions was made 
one of the four key principles of the Government’s energy policy. 

44. The Government have also set a target for 10 per cent of electricity to be 
generated from renewable sources of energy by 2010, subject to the cost to 
consumers being acceptable.41 They have an “aspiration” that renewable 
energy should provide 20 per cent of the country’s electricity needs by 2020. 

45. The Government have taken a number of steps to help to achieve these 
targets. In 2000 the Climate Change Levy was introduced. This is a fiscally-
neutral tax on the use of energy by businesses. The revenue from the Levy is 
recycled back to business through reduced National Insurance 
Contributions. It also goes towards funding The Carbon Trust, a body which 
advises business on energy saving issues. Renewable energy and combined 
heat and power are exempt from the Levy. Coupled with the Levy are 
Climate Change Agreements, by which businesses are entitled to an 80 per 
cent discount on the Levy provided they agree to emissions reduction targets. 
However, the Climate Change Levy has not been wholly welcomed by 
industry (see, for example, the British Cement Association p89). 

46. In 2000 a Renewables Obligation on energy suppliers, defining the amount 
of electricity that must come from renewable sources of energy, was 
introduced. Renewables Obligation Certifications were issued and can be 
traded to allow suppliers to meet their targets at the lowest cost. In 
December 2003 the Government announced that the Renewables Obligation 
would be extended, with the target of 15 per cent of electricity coming from 
renewables by 2015. 

47. Another major aspect of the UK Climate Change Programme is the UK 
Emissions Trading Scheme. This was set up in 2002 with the objectives of—  

(i) securing emissions reductions at a reasonable cost;  
(ii) giving organisations experience of emissions trading ahead of a 

European and international trading system; and  
(iii) establishing the City of London and the UK as a centre for 

emissions trading.  

                                                                                                                                     
37 The House of Commons Environment, Transport and Regional Affairs Committee produced a report on 

the draft Programme in 2000: Environment, Transport and Regional Affairs Committee, 5th Report (1999-
2000): UK Climate Change Programme (HC 194-I).  

38 Energy: The Changing Climate,  Royal Commission on Environmental Pollution, 22nd Report, June 2000. 
39 Our energy future—creating a low-carbon economy, Department for Trade and Industry, February 2003, Cm 

5761. 
40 This reduction was the same as that recommended in the Royal Commission’s report. The reduction is 

concomitant with a stabilisation of CO2 concentrations in the atmosphere at 550 parts per million. 
41 The House of Lords Science and Technology Committee recently produced a report on the Government’s 

renewable energy targets: Science and Technology Committee, 4th Report (2003-04): Renewable Energy: 
Practicalities (HL 126-I). 
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48. The Scheme trades all six greenhouse gases covered by Kyoto, with 
companies participated on a voluntary basis. Defra provided £215 million of 
incentive funding to participating organisations at the outset of the Scheme, 
which is due to run until 2006. So far, it appears to have been successful in 
reducing emissions. In the first year of the Scheme, emissions were reduced 
by an amount greater than the target for the whole four years of the 
Scheme.42 

49. Additionally, lower levels of car tax for smaller, more fuel-efficient cars have 
been introduced, and lower levels of duty apply to alternative fuels. As well 
as the Carbon Trust, the Energy Saving Trust has also been set up to provide 
advice to homeowners on energy efficiency measures.43 The Energy White 
Paper promised to bring forward in 2005 proposals for the revision of 
building regulations to raise standards for energy efficiency in new buildings 
and refurbishments.  

50. The combination of these measures means that the UK is on course to meet 
its emission reduction targets under the Kyoto Protocol. However, achieving 
such reductions in the future may be more difficult. Many of the reductions 
of recent years have come from the phasing out of coal as a primary energy 
source and the increased use of gas—the “dash for gas”—and from other 
“easy wins”, which are unlikely to be repeatable (British Energy p234).44 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                                                                                                     
42 See The UK Emissions Trading Scheme: A New Way to Combat Climate Change, Report by the Comptroller 

and Auditor General of the National Audit Office, 21 April 2004, (HC 517, 2002-03), p 3. 
43 The Carbon Trust and the Energy Saving Trust have joined forces with the Department of Environment, 

Food and Rural Affairs, the Department for Trade and Industry and the Environment Agency to draw up a 
Climate Change Communications Strategy. The Strategy will aim to raise awareness, change attitudes and 
encourage the changing of public behaviour. 

44 Our recent report on the gas market (European Union Committee, 12th Report (2003-04): Gas: Liberalised 
Market and Security of Supply (HL 105)) concluded that, in the short term (the next 2-3 years), supplies of 
gas could be tight, forcing generators to turn back to coal and oil. 
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EU Progress on Climate Change 

TABLE 1 

Member States’ targets and progress towards achieving them 
 

Member State 
 

Change from 1990 
to 2002 

 
2008-12 Target 

under Kyoto and 
burden sharing 

agreement 

Austria +8.5% -13% 

Belgium +2.1% -7.5% 

Denmark45 -0.8% (-9.1%) -21% 

Finland +6.8% 0% 

France -1.9% 0% 

Germany -18.9% -21% 

Greece +26.5% +25% 

Ireland +28.9% +13% 

Italy +9% -6.5% 

Luxembourg -15.1% -28% 

Netherlands +0.6% -6% 

Portugal +41% +27% 

Spain +39.4% +15% 

Sweden -3.7% +4% 

United Kingdom -14.9% -12.5% 

EU-15 -2.9% -8% 

51. As the table above shows, most Member States have not made significant 
progress towards meeting their Kyoto targets. The Commission calculates 
that, on the basis of measures already in place, only the UK and Sweden will 
meet their targets.46 The EU as a whole would only decrease its emissions by 
0.5 per cent by 2010, a shortfall of 7.5 per cent from the Kyoto target. 
However, taking into account measures and policies which are planned, 
overall emissions in the EU could be reduced by 7.2 per cent by 2010. This 
projection assumes that Finland, France, Greece, Ireland, Sweden and the 
UK all achieve or over-achieve their burden-sharing target. 

52. The 10 new Member States will find it relatively easy to meet their targets. In 
2001, only Slovenia was on a trajectory which could entail it missing its 
target.47 

                                                                                                                                     
45 For Denmark, the figure in brackets represents the change in emissions since the base year (1990) after 

adjustment for variations in electricity trade (import and export) in 1990.  
46 15615/03: Report from the Commission under Council Decision 93/389/EEC as amended by Decision 

99/296/EC for a monitoring mechanism of Community greenhouse gas emissions. 
47 Ibid., p 19. 
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Non-compliance by Member States 
53. Should the Kyoto Protocol come into force, the targets set for Member 

States under the burden sharing agreement will become targets under 
international and Community law. It is unclear whether, in the absence of 
the Protocol entering into force, the burden sharing agreement would be 
legally enforceable under Community law alone. Artur Runge-Metzger from 
the Commission’s Environment Directorate General seemed to indicate that 
it would (p126). The Department for Environment, Food and Rural Affairs 
said that, “Member States’ burden sharing targets are legally binding under 
Community law.” (p144) Anthony Hobley, a lawyer specialising in climate 
change law, thought “there are some strong arguments that the decision on 
ratification by the European Community and Member States, which also set 
out the burden sharing targets for the EU, would be legally binding whether 
or not Kyoto comes into force … I suspect that there are good legal 
arguments either way, it is not clear cut.” (Q 266)  

54. Although this may appear to be an esoteric legal argument, it is in 
fact of some importance because, if the Protocol does not enter into 
force, the reduction targets that were negotiated and agreed by 
Member States may become unenforceable. On current trends, and 
without the threat of enforcement, it appears unlikely that all 
Member States will meet their targets. 

55. Should the Protocol come into force, or should the burden sharing 
agreement be found to be legally enforceable in the absence of this, the most 
obvious enforcement route against a Member State which has not met their 
target would be to take infraction proceedings under Articles 226-27 of the 
EC Treaty. This would involve the Commission (or, if the Commission is 
unwilling to do so, another Member State) bringing a case against the 
Member State in breach of Community law before the European Court of 
Justice. Some witnesses in our inquiry thought that bringing infraction 
proceedings in such instances would not be ideal: the process is often slow 
(Evolution Markets, p256), and could only begin once a Member State’s 
emissions data have been submitted and it can be shown that it has failed to 
meet its target (i.e. well after 2012): it could not begin sooner, even if a 
Member State appears very likely to fail to meet its target (Institute for 
European Environmental Policy, p285). One of our witnesses drew a parallel 
between the climate change agreement and the Stability and Growth Pact, 
which the Council of Ministers is alleged to have failed to enforce (British 
Cement Association, p90). 

56. Member States which are not likely to meet their targets will be subject to 
more subtle forms of persuasion than court cases: political and public 
pressure should be applied by other Member States to persuade them to take 
the action necessary to meet their obligations. The EU’s credibility would be 
severely undermined internationally if EU Member States were not able to 
keep to the commitments made and it would be hard pressed in future to 
persuade other countries to sign up to ambitious targets. 

57. Under Article 4 of the Kyoto Protocol, so long as the EU as a whole has met 
its target of an 8 per cent reduction in emissions, it doesn’t matter whether 
individual Member States have missed their targets. However, the targets 
allocated to Member States will be enforceable under international law if the 
EU as a whole misses its target; they could also be enforced under EU law. 
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Competitiveness Concerns in the EU 
58. Throughout the inquiry the Committee has heard concerns expressed that, 

by taking measures to reduce emissions of greenhouse gases, industry could 
suffer financially vis-à-vis competitors and, by extension, economic growth 
(as measured by gross domestic product) would not be as strong as 
otherwise. These concerns can perhaps be categorised as— 
(1) the impact on the competitiveness of EU industry compared to 

industries within countries who haven’t ratified the Kyoto Protocol;48 
(2) the impact on the competitiveness of industries in EU Member States 

compared to the same industries in other Member States which are not 
pursuing measures that are as tough (and the potential distortion of the 
single market);49 

(3) the impact of industry being the target of most emission reduction 
measures, while other sources of emissions such as households and 
transport are not subject to similarly demanding reductions;50 

(4) the unfair targeting of particular sectors within industry.51 
59. The routes through which industries’ costs can be affected, creating changes 

in their position relative to their competitors, include— 

• smaller allocations under the EU ETS, leading to an industry having to 
invest in production methods which emit fewer or no greenhouse gases 
or to purchase allowances for emissions; 

• paying emission-reduction taxes or similar financial instruments (e.g. the 
Climate Change Levy); 

• paying higher fuel and electricity costs as a result of providers having to 
adhere to climate change regulations; 

• the administration costs involved in meeting targets and complying with 
regulation. 

60. Many businesses stress that they have already taken significant measures to 
reduce their carbon dioxide emissions, and that further requirements would 
cost disproportionately more (International Chamber of Commerce UK 
p287). In addition, the industries tasked with tackling climate change are 
often those already subject to much (mostly EU-derived) environmental 
legislation, such as the Integrated Pollution Prevention and Control 
Directive,52 the Packaging and Packaging Waste Directive53 and the End of 
Life Vehicles Directive54 (British Glass Manufacturers’ Confederation p281). 
It is argued that in a globalised world companies will set up operations and 
invest in those countries which have the least barriers to doing so, both in 
terms of cost and regulation. 

                                                                                                                                     
48 In a 1998 survey of Institute of Directors members, only 7 per cent of respondents thought the UK should 

introduce measures to meet it emissions reduction targets before other countries had done the same (IoD 
p249). See also, for example, the British Cement Association p88, and British Energy p233. 

49 See, for example, the Confederation of British Industry p 13, the Confederation of Paper Industries p 247, 
and the Society of Motor Manufacturers and Traders p217. 

50 See, for example, the Confederation of British Industry p 13, the Confederation of Paper Industries p 246, 
and the International Chamber of Commerce UK p 287. 

51 See, for example, the British Cement Association p89. 
52 Directive 96/61/EC, OJ L257 (10 October 1996). 
53 Directive 94/62/EC, OJ L365 (31 December 1994). 
54 Directive 2000/53/EC, OJ L269 (21 October 2000). 
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61. The impact on competitiveness will not be the same for every industry but 
will depend on the international exposure of the industry, and levels of 
competition. The degree to which consumer demand changes if prices for an 
industry’s products rise is also relevant. In addition, there are many other 
competitive pressures—it would be very surprising were climate change to be 
the only consideration for a business when making investment decisions. 

62. There is no doubt that the EU needs to take competitiveness concerns 
seriously, not just because of the Lisbon Agenda, which aims to make the EU 
economy the most dynamic and competitive in the world by 2010, but also 
because an uncompetitive European economy will have environmental 
implications. If an industry faces a significant reduction in profits as a result 
of governmental climate change policies, it may be tempted to move 
operations to a country where less stringent or no limitations exist on 
emissions. Consumers may start purchasing goods from places where 
emissions are not controlled, should it be cheaper for them to do so (UK 
Petroleum Industry Association p313). 

63. Not all of our witnesses agreed that competitiveness would be damaged. 
Climate Change Capital, a merchant banking group specialising in climate 
change and energy policy, said that “Risks to business are frequently 
exaggerated and the costs associated with compliance amplified in 
expectation and reduced in experience” (p53). The Energy White Paper 
estimated the cost of the UK’s 60 per cent reduction target by 2050 to be 
0.5–2 per cent of GDP in 2050. The IPCC Working Group III’s 2001 report 
Mitigation55 estimates that the cost of stabilising carbon dioxide atmospheric 
concentrations at no more than 550 parts per million would lead to an 
average GDP loss for developed countries of around 1 per cent in 2050. In a 
report produced on competitiveness and the EU Emissions Trading Scheme, 
The Carbon Trust thought that the Scheme, properly implemented, “will not 
significantly threaten the competitiveness of most industrial sectors in 
Europe, including most energy intensive sectors”.56 The experience of the 
United Kingdom since 1990 indicates that CO2 reductions can be achieved 
without adverse consequences to GDP growth. 

64. There are costs associated with doing nothing. Already the increased 
frequency and severity of weather events is reflected in increased insurance 
premiums. A recent report published by the Association of British Insurers57 
estimated that claims for storm and flood damage have doubled to over 
£6 billion over the period 1998-2003, compared to the previous five years, 
with the prospect of a further tripling by 2050.58 There are many other risks 
associated with climate change which will increase costs to businesses if 
greenhouse gas concentrations are allowed to continue unchecked. 

65. We have heard evidence that climate change can be viewed as an 
opportunity—and that measures to tackle it should not necessarily be seen as 
regulation which has to be complied with, but as the spur for innovation and 
new technologies. The costs of inaction mentioned in the previous paragraph 

                                                                                                                                     
55 Climate Change 2001: Mitigation, Contribution of Working Group III to the Third Assessment Report of 

the Intergovernmental Panel on Climate Change, Bert Metz, Ogunlade Davidson, Rob Swart and Jiahua 
Pan (eds.), Cambridge University Press. 

56 The European Emissions Trading Scheme: Implications for Industrial Competitiveness, The Carbon Trust, 2004, 
p 1. 

57 A Changing Climate for Insurers, The Association of British Insurers, June 2004. 
58 Ibid., p 4. 
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will act as a stimulus to the private sector to innovate. It is quite possible that 
a “first mover advantage” is there for the taking (International Emissions 
Trading Organisation p102). British Energy’s view is that environmental 
constraints can stimulate innovation and efficiencies that may in the long-
term enhance competitiveness (p233). BP, who in 1997 put in place internal 
company policies to limit emissions, including setting up their own internal 
emissions trading scheme, have saved some $650 million through energy 
efficiency measures (Q 516). 

66. For their part, the European Commission argues that competitiveness 
concerns are taken into account through a cost-benefit analysis of all new 
policy proposals (Runge-Metzger p126). The UK Government also carry out 
a regulatory impact assessment of all proposals brought forward under the 
European Climate Change Programme (Defra p143). In the longer term, the 
more the Government and the EU are successful in their strategy of engaging 
as many countries as possible in climate change policies, the less European 
firms will suffer from competitors not being subject to the same constraints 
as them. Lastly, but importantly, the forthcoming European Emissions 
Trading Scheme should go a long way to alleviating competitiveness 
concerns (RSPB Q 55). We consider this Scheme in more detail in the next 
Chapter.  
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CHAPTER 3: EU EMISSIONS TRADING SCHEME 

Introduction 
67. The most central element of the EU’s climate change policy is the EU 

Emissions Trading Scheme (ETS). The Kyoto Protocol provided for 
emissions trading between countries as one of the “flexibility mechanisms” 
which allow Parties to the Protocol to meet their targets at the lowest 
possible cost. The EU ETS is entirely compatible with emissions trading 
under the Kyoto Protocol, but also exists separately from it (VERTIC 
p 305). 

68. The Scheme only applies to industrial sectors at present and, in essence, is 
quite simple. Member States allocate “allowances” of carbon dioxide to 
particular company plants (known as “installations”). Those installations can 
emit no more CO2 than they have allowances for. If they do emit more, they 
have to purchase extra emissions allowances; if they emit less, they can sell 
off their surplus allowances. It is a market mechanism; the price of 
allowances will fluctuate according to the demand and supply in the market. 

69. The rationale of the Scheme is that it does not matter where greenhouse gas 
emissions come from—an emission in Manchester will have the same impact 
on the climate as one from Madrid. If it doesn’t matter where emissions 
come from, it doesn’t matter where emissions reductions come from either, 
so, action to lessen emissions should be taken wherever it is cheapest to do 
so. If it is cheaper for company X to buy so many allowances from company 
Y than to, say, invest in high-technology efficiency savings, then X should be 
allowed to do so. The emissions reductions will have to have been made, 
otherwise Y would have no allowances to sell. The EU ETS is an example of 
what is known as a “cap and trade” scheme. 

70. The EU ETS was established by a Directive agreed in October 2003,59 and is 
due to start on 1 January 2005. The deadline for transposition (i.e. passing a 
national law to implement the Directive) was 31 December 2003—a deadline 
only the UK was able to meet.60 Many witnesses commented on what a short 
timetable this was.61 Given the tight timetable, it is possible that not all 
Member States will have the necessary infrastructure in place to enable their 
industries to begin trading on 1 January 2005 (Defra p146). 

71. The EU ETS only applies to carbon dioxide; though other gases may be 
included from 2008. Installations are issued allowances in quantities of one 
tonne of carbon dioxide or carbon dioxide equivalent. Each installation will 
also have a greenhouse gas emissions trading permit, issued by their 
government. This permit, in effect, gives the installation the licence to emit 
CO2. 

72. The Scheme covers all the biggest “point source” CO2 emitters across the 25 
Member States: power stations; cement manufacturers; iron and steel; oil 
refining; glass and ceramics; and all other industrial combustion facilities 
with a thermal input capacity greater than 20 megawatts (MW). This 
accounts for 46 per cent of total EU emissions. The installations covered by 

                                                                                                                                     
59 Directive 2003/87/EC, OJ L275 (25 October 2003) p 32. 
60 The Directive was transposed by way of The Greenhouse Gas Emissions Trading Scheme Regulations 

2003 (SI 2003 No 3311). 
61 UK Petroleum Industry Association p315, Tyndall Centre p308, British Cement Association p88, Defra 

p146, Confederation of British Industry p14. 
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the EU ETS overlap to a large degree with those covered by the Integrated 
Pollution Prevention and Control Directive, although the size threshold is 
lower.62  

Phase 1 and Phase 2 
73. The EU ETS will operate in two phases. Phase 1 runs from January 2005 to 

the end of 2007. Phase 2 runs from the start of 2008 until the end of 2012: 
the Kyoto commitment period in which developed country Parties will have 
to reduce their emissions by the targets agreed in the Protocol. Further five-
year periods are expected subsequently. Allowances are issued to industry 
before each phase of the Scheme, and allowances equivalent to the amount 
of CO2 each industry installation has emitted will be cancelled by 
governments annually. If a company does not hold sufficient allowances to 
cover its annual emissions, it will have several months in which to buy the 
necessary allowances, and if this fails it will face penalties for non-compliance 
with the EU ETS Directive. 

74. The penalties imposed by the EU on installations for exceeding emissions 
limits will be €40 per tonne of CO2 in Phase 1; and €100 per tonne in 
Phase 2. With CO2 credits currently trading at around €8.5-9 per tonne,63 
there is quite a deterrent. The financial penalties are in addition to the 
requirement to make good the allowance shortfall by purchasing allowances 
on the market. It is likely, therefore, that companies will meet the caps set on 
their installations because it would be far more expensive for them not to 
comply. 

75. Different rules will operate for different phases of the ETS. In Phase 1, some 
Member States will be able to opt-out particular sectors or industries as long 
as they can show that “equivalent effort” is being made by these sectors to 
tackle their emissions. In Phase 2 all sectors and facilities with a thermal 
capacity greater than 20 MW must be in the Scheme, with no possibility of 
an opt-out. Governments will then have the discretion to “opt-in” additional 
sectors, facilities and gases, provided that the requirements of the Scheme 
(such as monitoring) are met.64 

76. As the first phase will not be covered by the Kyoto Protocol, it is seen as very 
much an experimental phase—a “nursery slope” as RWE npower, one of the 
UK’s largest suppliers of electricity and gas, put it (Q 549)—in which 
operators get used to trading allowances, and teething problems are ironed 
out. 

How successful is the EU ETS likely to be? 
77. Many witnesses have commented on the boldness of establishing an EU 

Emissions Trading Scheme. Although it is not the first trading scheme to 
address greenhouse gases, it is the first multi-national scheme and by far the 
largest, covering 23 of the 38 countries with Kyoto caps.65 Climate Change 

                                                                                                                                     
62 The EU ETS Directive also amends the IPPC Directive to ensure that permits under the latter for any 

installation covered by the  EU ETS do not contain emission limit values for greenhouse gas emissions. 
63 For the latest price, see the Carbon Market Indicator at www.pointcarbon.com 
64 Under Article 24 of Directive 2003/87/EC, OJ L275 (25 October 2003) p 32. Such additions to the EU 

ETS must be approved by the Commission in accordance with the Regulatory Committee comitology 
procedure. In making its decision, the Commission shall take into account all relevant criteria, in particular 
the effects on the internal market, potential distortions of competition and the environmental integrity of 
the Scheme. 

65 Discounting the US and Australia there are 36 countries with Kyoto targets. 
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Capital thought that: “The creation of the EU ETS is as good an example as 
one could have of backing rhetoric with real and decisive action” (p54). Shell 
thought the EU ETS was well designed, and that the Commission had done 
a good job (p72). Trading in allowances has already begun in advance of the 
Scheme formally commencing, with the first bilateral transaction of 
allowances being concluded in April 2003. In the 10 months that followed, 
approximately 500,000 EU allowances were traded (Evolution Markets, 
p257). 

78. The EU ETS requires Member States to delegate targets to company 
installations, making companies, not Member States, responsible for 
reductions.66 The Scheme “for the first time … is making carbon a 
consideration of the major companies.” (Climate Change Capital Q 204) A 
great advantage of emissions trading is that it doesn’t prescribe any particular 
solutions (BP p159). It leaves it up to the market to decide where it is 
cheapest to make reductions (British Energy p235, Emanuel p256). For BP, 
another advantage of emissions trading is that it encourages an enterprising, 
individualist approach, rather than top-down, centralist conformity (p161). 
“In its perfect form, an ETS is a vehicle for incentivising investment. But if 
badly constructed, it can become merely a means of costly compliance with 
little environmental benefit.” (BP p159) 

79. The Scheme is being watched throughout the world, and is being seen as the 
prototype for future emissions trading schemes. Anthony Hobley set quite a 
clear yardstick for measuring its success: namely, if in ten years’ time there is 
not a global market, and the EU is still struggling on its own, in that respect 
it will have been a failure. But he did not believe that would happen (Q 253). 

80. There are, potentially, problems to be overcome in ensuring that the Scheme 
works successfully. We have already mentioned the concerns about the 
unusually rapid timeframe from agreement on the Directive to the beginning 
of the Scheme.67 Quick adoption does not intrinsically create any problems, 
but it may mean that issues have not been thought through with as much 
rigour as would be ideal. That said, an early start to the Scheme will mean 
that any problems can be worked through before the international treaty 
obligations of the first Kyoto commitment period begin in 2008. Given the 
choice between a couple of years’ abstract thought being given to the matter 
in Brussels, or a couple of years’ practical experience being gained, most 
businesses would probably opt for the latter. In this light, RWE npower 
suggest that there should not be too much concern about the first Phase 
targets (p170). 

81. A problem for most Member States identified by the Tyndall Centre is the 
lack of verified baseline data on fuel use and emissions of installations. The 
problem is compounded by the extension of the Scheme to all combustion 
plants with a thermal input greater than 20 MW, compared to a threshold of 
50 MW in the IPPC Directive. Many combustion plants in the range of 20 to 
50 MW have never been regulated before and do not have adequate baseline 
data (p308). 

                                                                                                                                     
66 This is an approach that the German Advisory Council on Global Change is not entirely in favour of: “the 

Council rejects at the present time the idea of involving the private sector directly in international emissions 
trading.” (Climate Protection Strategies for the 21st Century: Kyoto and Beyond, German Advisory Council on 
Global Change, Special Report, 2003, p 61.) 

67 The Energy Intensive Users Group noted that the US sulphur dioxide trading scheme needed two years for 
the details of caps, allocations etc. to be agreed before trading could commence. That was in a single 
national market affecting around 250 installations (p259). 
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82. Some witnesses were concerned that the accession of ten new Member States 
would let in a lot of “hot air”.68 With the exception of Cyprus and Malta 
(who have no targets), the accession states have a target of between 6 and 8 
per cent reductions from 1990 levels. Due to a difficult period of change in 
their economies since the early 1990s, these countries are widely predicted to 
meet their targets fairly comfortably. As a result, they will have a fair number 
of allowances to spare. The established EU 15 can therefore purchase the 
spare credits from the new Member States, without any additional reductions 
necessarily having been made.  

83. We welcome the establishment of the EU Emissions Trading Scheme 
and believe that the G8 should endorse this Scheme as a model to be 
followed throughout the world. It is a move of crucial significance and 
a striking example of the EU showing leadership internationally. 
Moreover, it is a very good example of action being taken to tackle 
climate change at EU level, when 25 individual Member States’ 
programmes could not possibly have the same effect. 

Discretion of Member States 
84. The EU ETS leaves a great deal of discretion to Member States. Although 

the Directive lays down which sectors are included, many important 
decisions are left to Member States. Probably the most important power 
given to Member States is deciding the total quantity of allowances to 
allocate and distributing allowances between sectors and installations, 
through National Allocation Plans. Member States not only determine how 
many allowances they issue in total, but how many each company will get. 
The issuance of allowances is subject to certain broad criteria laid down in 
Annex III of the Directive and elaborated on in a Commission 
Communication,69 including— 

• allocations should set a Member State on a trajectory to achieving their 
Kyoto target; 

• allowances should not constitute a de facto state subsidy by allocating an 
amount surplus to a company’s needs—it would then be a resource freely 
given by the state which that company could sell; 

• allowances should be allocated consistent with the potential of activities 
covered by the Scheme to reduce emissions. 

85. However, whilst such criteria do provide guidance, they are open to 
interpretation, and it is possible that only the most flagrant breach of them 
could be proved. At this stage, it would seem that Member States have 
discretion to issue as many allowances as they want and to distribute these 
among their industries however they want. The only apparent limiting factor 
is that the Commission could reject a National Allocation Plan (see 
paragraphs 95 and 96). 

86. Other important aspects of the implementation of the EU ETS have been left 
to Member States to determine. The treatment of new entrants is one. If, for 

                                                                                                                                     
68 “Hot air” is the term used to describe the situation where a country’s Kyoto reduction target is likely to be 

met with considerable room to spare, thereby freeing up allowances which can be traded without any 
emissions reductions having been made. 

69 5406/04, COM (2003) 830: Communication from the Commission on guidance to assist Member States 
in the implementation of the criteria listed in Annex III to Directive 2003/87/EC establishing a scheme for 
greenhouse gas emission allowances trading within the Community and amending Council Directive 
96/61/EC, and on the circumstances under which force majeure is demonstrated. 
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example, a company wishes to open a new power station, they will need a 
permit to trade, and will need allowances. Member States have discretion to 
decide whether new installations will have to buy those allowances on the 
market (meaning increased start-up costs), or whether they will be issued free 
(in which case the government will have to set aside a pool of allowances for 
new entrants). 

87. Similar difficulties arise with regard to plant closures. If an installation is 
closed, Member States can decide whether that organisation is allowed to 
retain the allowances (which can then be sold on the market), or whether 
they are forfeited. If allowances are not retained on closure, this could give 
companies an incentive to keep a plant nominally open but emitting very 
little CO2. 

88. Member States also have the power to determine whether to hold auctions of 
allowances or not. The Directive says that governments may not auction 
more than five per cent of allowances in Phase 1, or 10 per cent in Phase 2. 
British Energy believes that the maximum amount of allowances should be 
auctioned as it provides a mechanism for “price discovery” and some 
flexibility for market participants and government. Revenues from auctions 
could be used to pursue other climate change policy initiatives (p235). 

89. The rules on “banking” allowances have also been left to Member States to 
decide. It is possible that some installations will have a surplus of allowances 
at the end of Phase 1. National governments can decide whether  or not 
companies can “bank” such allowances and get an equivalent amount for use 
in Phase 2. If a government decides to allow banking, it can then set rules 
regulating banking, for example setting a ceiling on the number of allowances 
which can be banked. Climate Change Capital were strongly in favour of 
allowing banking from Phase 1 to 2, believing that otherwise there was a 
danger of the price of an allowance falling to zero in 2007 (pp53 and 56; 
Q 163). Shell, on the other hand, were opposed to allowing banking at this 
stage (Q 222). There are concerns that, if a large quantity of Phase 1 
allowances are banked, this will indicate that the Phase 1 allocations were 
overly generous, and the impact of this will spill over into the Kyoto 
commitment period. 

90. Another difficulty has been different Member States’ interpretations of the 
definition of an installation, with some countries adopting a very narrow 
interpretation and others adopting a wider one. The effect is that some types 
of installation are included in the EU ETS in some countries but not in 
others. 

91. Some witnesses criticised the decision to allow such discretion to Member 
States in setting the Scheme’s rules. RWE npower thought that the lack of a 
harmonised approach to such fundamental market rules threatened the 
establishment of a truly single market in carbon (p170; Q 560). A uniform 
approach would almost certainly aid clarity and simplify the Scheme. It 
would also, as RWE npower say, ensure that the real worth of an allowance is 
precisely the same across the EU. However, it is highly unlikely that political 
agreement on the EU ETS could have been reached were decisions on 
allocations and other rules to be made centrally and uniformly. After all, who 
would make such rules? The Commission would probably not have the 
resources to do so, never mind the detailed technical knowledge of 
installations’ emissions histories and trajectories, and in any case such 
decisions can be highly political. There is an argument for saying that the 
Commission needs to be subject to democratic oversight. 
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National Allocation Plans 
92. A large part of the success of the EU ETS rests upon the number of 

allowances issued by Member States. As mentioned above, governments can 
decide how many allowances they issue. If industries are allocated as many 
allowances as they need (a “business as usual” approach), they will have no 
incentive to cut back emissions or invest in emissions-reducing technology. 
Consequently, they will have no need to buy allowances, and the price of 
allowances will drop. In this case the Scheme will be an expensive exercise in 
allocating and monitoring without environmental benefit, but the low prices 
would signal that tougher allocations will be required in the future. If, on the 
other hand, Member States are less generous in issuing allowances (the 
market is “short”), installations will be forced either to reduce emissions or 
to buy equivalent allowances. Then the price of allowances will be higher. 
Sooner or later it will reach a price at which it is cheaper for an installation to 
invest in, say, a new piece of energy-saving equipment than it is for them to 
buy allowances. In extreme cases, it may even be cheaper to cut back on 
production than to buy allowances. In either case, the emissions reductions 
will have to be made, wherever they come from, which is the aim of the 
Scheme. 

93. The decision on how many allowances are issued, and to which installations, 
have to be made in a National Allocation Plan (NAP), issued by each 
Member State for each phase of the Scheme. For Phase 1 of the Scheme, 
Member States were required to submit their NAPs to the Commission by 
31 March 2004. Owing to the tight timetable, only five Member States were 
able to do so. Many of the NAPs have been quite controversial. They have 
been viewed by many as generous, and as a result the price of allowances has 
dropped. From the plans that had been published in April 2004, Shell 
viewed only the UK’s and Denmark’s as having a welcome level of 
allowances (Q 213). In August 2004, the ENDS Report noted that “only the 
UK, Germany, Latvia and Lithuania have set caps which would put sectors 
under the scheme on course to deliver a proportionate contribution to the 
Member States’ Kyoto Protocol target.”70 

94. In a sense, many Member States have had to strike a fine balance in drawing 
up their NAPs. They have to ensure they are on course to meet their 
emission reduction targets under the burden sharing agreement—targets that 
will be legally enforceable. Yet they are subject to political pressures—a 
company’s decision to relocate, with its knock-on effect on unemployment, 
as a result of a tough emissions target would not go down well with the 
electorate. 

 
 
 
 
 
 

                                                                                                                                     
70 “Emission allocation at critical stage”, ENDS Report, No 355, August 2004, p 55.   
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BOX 3 

UK National Allocation Plan 

The UK was the first Member State to publish a draft National Allocation 
Plan, in January 2004, which it put out for consultation. The UK failed to 
meet the 31 March 2004 deadline for submission of the final Plan to the 
Commission. When the Plan was submitted the Commission considered it 
incomplete because it lacked a list of allocations to individual installations. 
The Plan was finally approved in July 2004. 
The initial Plan covered 1,078 installations and aims for a reduction of CO2 
emissions in the first Phase consistent with an overall reduction target of 16.3 
per cent. The data used in the plan was subsequently refined with the result 
that these figures changed slightly. The Phase 2 Allocation Plan will be 
strengthened to be consistent with the UK’s domestic target of 20 per cent 
reductions in CO2 by 2010. These targets go beyond the UK’s 12.5 per cent 
target in the Kyoto Protocol, a fact which has concerned some businesses 
(UK Petroleum Industry Association p316). 
The installations covered by the NAP account for around 46 per cent of all 
UK CO2 emissions. Allocations to manufacturing are broadly based on a 
“business as usual” scenario, being granted equal to their projected emissions 
or targets negotiated under the Climate Change Agreements. All of the 
projected cutbacks in emissions by 2010 are allocated to the power sector—
an “electricity leads cutback” approach. Power generators have to reduce 
emissions by 5.5 million tonnes of CO2 over three years. The theory is that 
this sector faces limited international competition and is thought to have a 
relatively large scope for low cost abatement opportunities. The electricity 
industry is concerned that the entire burden for making cutbacks is falling on 
that sector (RWE npower Q 549). RWE npower also had reservations about 
the accuracy of the Government’s energy forecasts, on which the allocation 
was made, which means that the actual reductions they will be required to 
make may be much greater than predicted (QQ 555-59). However, the 
Commission has spelt out that, should the UK want to increase the number 
of allowances, its plan must be resubmitted to the Commission for 
approval.71 
No banking will be allowed from Phase 1 to Phase 2. The reserve of 
allowances put aside for new entrants will be 7.7 per cent, up from 5.7 per 
cent in the draft Plan. These will be allocated free to new entrants, with any 
surplus being auctioned at the end of each year. Priority access to a ring-
fenced proportion of the reserve will be given to good quality combined heat 
and power installations. Installations that cease to carry out an activity 
covered by the Plan will not be issued with allowances for the years after 
closure.72 

95. However, if installations are given very generous allowances, it will not be 
hard for their targets to be met. The reduction in emissions may not, though, 
be sufficient to set the Member State or the EU as a whole on course to meet 
their Kyoto targets. In such cases, the Commission has the power to reject a 

                                                                                                                                     
71 “Questions on UK’s carbon cap as Commission clears allocation plans”, ENDS Report, No 354, July 2004, 

p 56. 
72 The Commission commented on the UK and seven other countries’ National Allocation Plans in 

document 11394/04: Communication from the Commission concerning national allocation plans for the 
allocation of greenhouse gas emission allowances of Austria, Denmark, Germany, Ireland, the Netherlands, 
Slovenia, Sweden and the United Kingdom in accordance with Directive 2003/87/EC. 
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Member State’s NAP. However, this would be quite a drastic step and would 
be open to legal challenge (Hobley Q260). What’s more, the Commission 
have no power to impose their own NAP. The likelihood of a rejection is 
probably diminished by it requiring a collegiate decision by the Commission. 
Mr Hobley thought this would mean that, for example, the Commissioners 
for Transport and Energy and for Enterprise would need to be convinced 
(Q 42). 

96. VERTIC’s view is that “any action against ETS participating states should 
be as a last resort, after cooperative and facilitative measures have been 
tried.” (p305) It seems more likely that the Commission would, perhaps 
informally, ask a Member State to reconsider certain aspects of its NAP, 
rather than rejecting it in its entirety. In return for the wide margin of 
discretion allowed to them, Member States are expected to remember that 
the purpose of the EU ETS is to reduce emissions, not simply to allow 
industry to carry on emitting as it otherwise would. 

97. The design of the EU Emissions Trading Scheme is such that much 
discretion is left to Member States in allocating emissions allowances 
amongst the various industries and installations. The National Allocation 
Plans are therefore key, and we would be concerned were allocations to 
industry to continue without a greater degree of consistency across 
Member States. Allocations must be such as to stimulate substantial 
reductions of emissions of carbon dioxide across the EU and the 
development of new technologies. In the second phase of the Scheme 
it will be essential that the Commission takes firm action to ensure 
that allocations are wholly appropriate to achieve the reductions 
required.  

The Linking Directive 
98. The Kyoto Protocol provided for two other “flexibility mechanisms” in 

addition to emissions trading: Joint Implementation (JI) and the Clean 
Development Mechanism (CDM). They are briefly described in Box 2. A 
Directive was agreed by the Council and the European Parliament in April 
2004 which allows credits representing emissions reductions from JI and 
CDM projects to count towards installations’ targets under the EU ETS. 
The Directive, known as the “Linking Directive”, will come into force on 1 
January 2005 and, like the EU ETS, will take effect even if the Kyoto 
Protocol is not ratified. 

99. Credits from eligible CDM projects will be able to be used from 2005, 
though JI credits can only be used in the second Phase of the EU ETS (i.e. 
from 2008). The number of credits that can be imported into the EU ETS 
will, at the insistence of the Parliament, be carefully monitored and may be 
limited. However, it is for Member States to decide on industry’s use of 
credits in their respective countries—there is no fixed national cap. Nuclear 
energy projects will not be eligible, at least until the first review of the Kyoto 
Protocol in 2012. Carbon sinks73 (such as forests which, through 
photosynthesis, absorb carbon dioxide) are also excluded, at least until the 
Commission proposes otherwise, possibly under the review of the Directive 
in 2006. 

                                                                                                                                     
73 These projects, agreed at the seventh Conference of the Parties, are known as Land Use, Land Use Change 

and Forestry. 
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100. Credits from JI and CDM can also be used by governments to meet their 
national targets under Kyoto. Anthony Hobley thought it possible that the 
biggest users of the CDM, particularly in the early years, could be Member 
State governments. This was more likely if there were “soft” NAPs (i.e. 
lenient allocations to industry), as then the EU ETS would not be sufficient 
to meet countries’ national reduction targets under the Kyoto Protocol, and 
they would have to look elsewhere to find emission reductions (Q 259). This 
is the case with the Dutch government, who are buying emission reduction 
credits, rather than requiring reductions from Dutch industry (van Dril 
QQ 636 and 644). Governments do not need the Linking Directive to take 
advantage of such credits as they are established under the Kyoto Protocol. 

101. Many of our witnesses were in favour of the Linking Directive. The principle 
behind JI and the CDM is largely the same as for emissions trading: 
emissions reductions should be made wherever it is cheapest to do so. James 
Emanuel from Evolution Markets thought it “will help to further the policy 
objective of reducing greenhouse gas emissions at the lowest unit cost to 
industry.” (p 256) Climate Change Capital said that it introduces valuable 
flexibility in helping installations meet their targets and would contribute to 
the transfer of clean technologies to developing countries (Q 198). Shell 
thought that it allowed the “global players” amongst EU industry to use their 
geographical reach to the “common good” (Q 226). 

102. Other witnesses had reservations about the Directive. The Royal Society for 
the Protection of Birds thought its effect would be to “water down” the 
amount that the EU reduces its emissions by (Q 70). Greenpeace thought it 
departs from the principle underpinning Kyoto that industrialised countries 
have been responsible for, and benefited from, emissions thus far, so those 
countries should bear the burden of reducing emissions (Q 87). Whilst there 
was a valuable role to be played in encouraging clean energy in the 
developing world, this was a separate objective from those of the EU ETS 
(Q 100). 

103. The Committee also heard of a number of obstacles which may hinder the 
effectiveness of the Linking Directive. Projects are awarded emissions credits 
provided it is demonstrated that they have reduced emissions below a 
“business as usual” baseline. The CDM Executive Board grants 
accreditation to projects,74 but the process has been criticised for being too 
bureaucratic (IETA Q 326). Climate Change Capital thought that there 
were, at present, too many obstacles to establishing a CDM project (Q 199), 
as did RWE npower (Q 561). Whilst a certain amount of bureaucracy is 
probably inevitable to prevent the system being abused by credits being 
awarded for projects that would be undertaken anyway, it would be a shame 
were the CDM not to live up to its potential due to unnecessarily 
cumbersome processes. 

104. It has to be recognised that, without the involvement of the United States, 
the market for credits from JI and CDM projects is not as big as it might 

                                                                                                                                     
74 The Board comprises of ten members, with ten alternates. The process of gaining credits for CDM projects 

has six stages: first, a document has to be drawn up detailing the design of the project. Secondly, the 
project has to be independently validated by a Designated Operational Entity (an entity determined by the 
Conference of the Parties to the UNFCCC as qualified to validate proposed CDM projects). Then the 
project has to be formally registered by the Executive Board as a validated project. Next, monitoring of a 
project has to occur in accordance with a monitoring plan. Fifthly, the project has to be periodically ex post 
reviewed (verification) or written assurances given by the Designated Operational Entity that it is reducing 
emissions (certification). Finally, the Certified Emissions Reductions will be issued by the Executive Board. 
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have been. This may, however, work to the advantage of European 
companies as they will be able to purchase emission reduction credits from 
such projects at lower cost than they would have otherwise. The 
International Institute of Environment and Development thought that, as 
private sector firms will invest wherever they can get the cheapest carbon 
reductions, there is a danger that a large proportion of the investment will be 
confined to only a few countries—an “inequity of participation” (Q 431). 

105. The Linking Directive is a useful tool for helping developing countries 
to attract investments which limit greenhouse gas emissions. This 
should be used to aid development and to encourage the take-up of 
new, low-emission technologies. However, it is worrying that 
evidence shows that bureaucratic constraints have meant that only a 
few Clean Development Mechanism projects have been authorised. It 
is essential that the amount of red-tape and costs required to 
establish such projects is kept to a minimum. 

Links with other Emissions Trading Schemes 
106. Although the EU ETS is by far the largest and most important emissions 

trading scheme to have been established to date, it is not the first such 
scheme. The UK Emissions Trading Scheme has already been mentioned 
(see paragraphs 47 and 48), and will operate simultaneously with but 
separate from the EU ETS until at least 2006. From 2001-03, Denmark 
operated a carbon dioxide trading scheme limited to eight electricity 
companies. BP had an internal emissions trading scheme from 1998-200275 
in which 120 or so business units from around the world traded with each 
other. BP’s greenhouse gas emissions fell by 18 per cent. 

107. Of perhaps more importance to the EU are the other greenhouse gas 
emissions trading schemes which have been and are being set up across the 
world. Norway will have a carbon dioxide trading scheme starting in 2005, 
the same year that Japan is expected to establish a scheme. Since October 
2003 the Chicago Climate Exchange76 has been in operation in the US, 
which is a voluntary scheme trading all six greenhouse gases. Canada is also 
looking at setting up a scheme (IETA Q 323). In countries with a federal 
structure, such as the US and Australia, some states are seriously considering 
emissions trading. New South Wales already has a scheme (Climate Change 
Capital Q 184), and 11 North-East US states are trying to put together a 
trading scheme (Hobley Q 246). 

108. The EU ETS is attracting particular interest in those countries and states 
which have, or are likely to set up, emissions trading schemes. For many of 
them, the EU ETS is a prototype to be followed; the sheer scale of the EU 
Scheme makes it likely to be a major influence on international emissions 
trading. Many other countries are looking into the possibility of linking their 
schemes to the EU ETS, as allowed for in the EU ETS Directive for 
countries that have ratified the Kyoto Protocol. Shell were particularly 
attracted by the commercial possibilities such links would create (Q 223). 
There would undoubtedly be technical difficulties to overcome in 
establishing such connections, however. For example, Canada is looking to 
set up a scheme with relative targets (i.e. a target is set in terms of emissions 

                                                                                                                                     
75 The Scheme closed when BP joined the UK Emissions Trading Scheme. 
76 14 companies and organisations participated at the Exchange’s launch. It operates in the US, Canada and 

Mexico, and projects can also be set up in Brazil.  
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per unit of product), whereas industry in the EU ETS have absolute targets 
(IETA Q 324). The International Emissions Trading Association thought 
such difficulties could be overcome. It was the view of Climate Change 
Capital that, once there was sufficient political will for creating links with 
other schemes, the technical solutions would follow (Q 186). 

109. We note with satisfaction that a number of other countries and sub-federal 
states are studying the EU Emissions Trading Scheme closely. Creating links 
with other schemes would allow extra flexibility for installations to meet their 
targets at the lowest possible cost. It would also help to entrench the view 
that climate change is a problem which requires globally co-ordinated action. 
We recommend that, in due course, the EU considers ways in which 
the EU ETS can be linked with these other trading schemes. These 
links could, if successful, pave the way for a global emissions trading 
scheme. We support the emphasis in the Directive of linking only with 
countries or states that have binding national targets similar to those 
the EU Member States are committed to under the Kyoto Protocol. 
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CHAPTER 4: TRANSPORT 

Road Transport 
110. One of the sources of emissions which is growing most rapidly is the road 

transport sector. Emissions  from the sector in Europe have risen by 20 per 
cent from 1990 levels. Transport, including domestic aviation, contributes 
about one quarter of the UK’s CO2 emissions. Road transport accounts for 
about 85 per cent of this. As emissions from the automobile sector come 
from diffuse sources, rather than large, stationary sources, it is hard to apply 
schemes such as the EU ETS. Where economic instruments can be 
deployed, such as taxation measures, and where the EU has competence to 
agree legislation, unanimity in the Council of Ministers is generally required 
for there to be agreement on an EU measure.77 The result is that the 
application of these types of measures to the transport sector is comparatively 
limited. 

111. One of the EU measures related to automobile emissions in place is a fuel 
economy labelling scheme.78 This requires buyers of new cars to be provided 
with information about fuel consumption and CO2 emissions. Labels are 
attached to cars and information contained in posters at points of sale, in a 
guide for all the car models on sale in each Member State and in other 
promotional material (The Society of Motor Manufacturers and Traders 
(SMMT) Q 693). However, the Department for Transport reported that the 
requirements do not seem to have a major impact on new car purchasing 
decisions (p253). 

112. In 1998 the EU reached a voluntary agreement with European, Japanese and 
Korean car manufacturers to reduce the CO2 emissions of new vehicles.79 
The carmakers agreed to reduce their average new-vehicle emissions by 25 
per cent from 1995 levels by 2008 (2009 in the case of the Japanese and 
Korean car manufacturers)—from 190 grammes of CO2 per kilometre in 
1995 to 140 g/km in 2008-09. In order to enable the agreement to be 
monitored, a carbon dioxide Monitoring Decision80 requires Member States 
to collect and transmit to the EU detailed information on the number and 
characteristics of new passenger cars registered.  

113. The manufacturers are on course to meet their voluntary agreement targets, 
and have met the interim targets (SMMT Q 696, DfT p252). In that respect, 
they have to be regarded as a success (UK Petroleum Industry Association 
p314). The agreement lacked any reference to action that would be taken if 
manufacturers should fail to meet the agreed target. There has been some 
pressure to make the voluntary agreements mandatory, and thus legally 
binding (CCC Q 171). The Society of Motor Manufacturers and Traders 
wants a new voluntary agreement to be drawn up for the post-2010 period, 
with a “realistic target” which fully takes into account the progress made thus 
far (p217). The Society also draws attention to the different regulatory 
pressures from the EU, not all of which are necessarily moving in the same 

                                                                                                                                     
77 Under a Directive restructuring the Community framework for the taxation of energy products and 

electricity (2003/96/EC, OJ L283/51 (31 October 2003)), minimum levels of duty for motor fuels are set 
out, subject to one or two exceptions. 

78 Directive 1999/94, OJ L12 (18 January 2000). 
79 Commission Recommendation 1999/125/EC, OJ L40 (13 February 1999). 
80 Decision 1753/2000/EC, OJ L202 (10 August 2000). 
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direction. For example, to make a vehicle safer, more technology is needed in 
the car, which may add to the weight of the vehicle. A heavier car will have 
lower fuel efficiency (Q 697). The Department for Transport indicated that 
they have some sympathy with these concerns (p253). 

BOX 4 

Hybrid Technology Cars 

The Committee heard from motor manufacturers about the development of 
cars using hybrid technologies, which maximise the efficiency of the engine. 
The car uses twin power sources – one a petrol engine, and the other an 
electric motor. The energy generated from using the petrol engine powers the 
electric motor. The reductions of CO2 from the cars do not come from 
reduced emissions per se, but from the increased efficiency of the engine. 
They can also be effective in reducing emissions of other harmful substances. 
Toyota introduced the hybrid Prius to the UK in 2000, and demand has 
steadily picked up, aided by some financial incentives. Honda are shortly to 
introduce their third hybrid model in the United States, which should reduce 
emissions of CO2 by about 30 per cent (Q 712). Other car manufacturers are 
looking at hybrid technologies. Whilst such developments are encouraging, 
the SMMT believe it is important to be realistic: recent market research 
showed that environmental performance is rarely considered by the 
purchaser of a car as a factor in the decision, and at most it tends to be a 
non-essential bonus (pp217-18). This changes where there is an economic 
incentive to buy an environmentally-friendly vehicle. 

114. We are encouraged by the recent developments in the production of 
low-emission automobiles. The EU should do what it can to further 
these developments. Thus far, the voluntary agreements between the 
EU and the automobile manufacturers appear to have been met. The 
success so far achieved shows the importance of the EU pursuing 
further voluntary agreements. 

Aviation 
115. We have heard evidence pointing to the need to address emissions from 

aviation. Aviation accounts for 11 per cent of the UK’s total climate impact 
(BAA p199), though with the predicted growth of air travel, this will increase 
sharply. The UK Government’s December 2003 White Paper, The Future of 
Air Transport,81 sanctioned an increase in the UK’s airport capacity which will 
allow passenger numbers to rise from 180 million per annum in 2000 to 470 
million in 2030. The UK is not alone in this: all the other major EU Member 
States are pursuing growth in air travel capacity (BA Q 353, BAA Q 667). 
The 1999 IPPC study Aviation and the Global Atmosphere showed that 
aviation was responsible for around 3.5 per cent of total man-made global 
warming. Aviation emissions are the fastest growing source of emissions and 
will be a major contributor to future climate change.  

116. The impacts of aviation on climate change are two-fold: first, there are the 
direct emissions of greenhouse gases from burning kerosene in the jet engine. 
Secondly, there are a range of other emissions from the engine which give 
rise to global warming—these include water vapour, NOx (nitric oxide and 
nitrogen oxide) and particulates. At high altitude, some of these emissions 

                                                                                                                                     
81 The Future of Air Transport, Department for Transport, December 2003, Cm 6046. 
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contribute powerfully to global warming through the formation of contrails 
and high-altitude clouds which contribute to “radiative forcing”. The effects 
of these impacts are not clearly quantified, but are known to be significant. 
The IPPC judged that the total impact of aviation emissions is some 2.7 
times those from CO2 alone, but the multiplier might be within the range of 
2 to 4 times the CO2 impact.82 

117. The House of Commons Environmental Audit Committee examined the 
aviation White Paper and concluded that the impact of aviation on the 
environment would be “massive. The DfT has failed to recognise this 
adequately or to accept the disparity between its policy on aviation and the 
major commitments the Government has given to reduce carbon 
emissions”.83 The Committee go on to say that, “If aviation emissions 
increase on the scale predicted by the DfT, the UK’s 60% carbon emissions 
reductions targets … will become meaningless and unachievable. The most 
we could hope to attain would be about 35%.”84 

118. Aviation is barely covered by international climate change agreements at 
present. The Kyoto Protocol includes emissions from purely domestic flights 
but, due to a failure to agree on allocation options between states, 
international aviation emissions were totally excluded. Therefore, Kyoto 
Parties’ emission reduction targets do not include emissions from cross-
border flights. The radiative forcing effect of aviation is caused partly by 
emissions of water vapour and nitrogen oxide—substances not covered by 
the Protocol. Article 2.2 of the Protocol tasked the International Civil 
Aviation Organisation with determining how emissions from international 
flights could be dealt with in future, but no suggestions have yet commanded 
widespread support (DfT p253); this may be in part due to the stance  
adopted by the United States on climate change (BA Q 353). Furthermore, 
the 1944 Chicago Convention on International Civil Aviation prohibits states 
from levying taxes on aviation fuel.85 

119. Aviation is included in the EU ETS only through emissions from airports. 
To make the growth in aviation more sustainable, the Government propose 
that aviation should become a full part of the EU Emissions Trading Scheme 
from the start of Phase 2. They are committed to using the UK Presidency of 
the EU in the second half of 2005 to further this aim. The evidence we heard 
from the airline industry was strongly in favour of including intra-EU flights 
in the Scheme (BAA p199, BA p112, Virgin p316), with BAA wanting such 
flights included regardless of the nationality of the airline (p207).86 BAA and 
British Airways disliked the “special status” of aviation as regards climate 
change, and did not want the industry to be treated differently from other 
industries (BAA Q 688, BA Q 393). 

                                                                                                                                     
82 For more on the environmental effects of aviation, see The Environmental Effects of Civil Aviation in Flight,  

Royal Commission on Environmental Pollution, Special Report, November 2002. 
83 Environmental Audit Committee, 3rd Report (2003-04): Pre-Budget Report 2003: Aviation Follow-up (HC 

233-I), p 7. 
84 Ibid., p 8. 
85 The opposition of the United States to the imposition of tax on aviation fuel makes an international 

agreement along these lines unlikely in the near future (BA Q 353). Domestic flights in the US, which 
account for a large proportion of aviation’s global emissions, would be included in that country’s Kyoto 
target, were it to ratify the Kyoto Protocol. 

86 The Aviation Environment Federation, which leads the Europe-wide “GreenSkies” alliance of 
environmental NGOs and community groups, thought the present enthusiasm for emissions trading was 
“speculative and misplaced” (p270). 
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120. There would undoubtedly be difficulties to overcome in including aviation in 
the EU ETS. First, it is unclear whether the political will exists in the EU for 
its inclusion. The House of Commons Environmental Audit Committee 
concluded that the UK was “ploughing a lonely furrow in its advocacy of 
emissions trading.”87 It was “not even clear to what extent, and at what level, 
any of these issues are even being discussed.”88 Secondly, although the 
evidence we heard from the industry was in favour, BAA noted that “It is not 
yet universally agreed among the airline community that emissions trading is 
the right way to go.” (Q 691) Thirdly, the problem that prevented agreement 
at Kyoto has yet to be solved—namely, how emissions from cross-border 
flights are allocated to states. The difficulties in this regard will be the same 
as at Kyoto, only on a slightly smaller scale. That said, BA thought that 
monitoring and allocating aircraft emissions would be technically feasible 
(Q 363). Fourthly, the question of whether or not to include the total climate 
change effect of aviation, or whether to just include CO2 emissions, will need 
answering. 

121. The Commission were quite clear in their evidence that a “pre-condition” for 
extending emissions trading to aviation is that it covers “the whole of the 
climate impact” (Q 411). Yet the exact effect of radiative forcing from 
aviation is still unclear. BAA would like to see aviation’s contrail and cirrus 
impacts directly, separately and fully integrated into the EU ETS from 2013, 
once further scientific research has been done (p208). BA also thought the 
main emphasis in the short term on radiative forcing should be on more 
research better to understand its effects and how they can be mitigated 
(p113).  

122. There is a dilemma here in that, on the one hand, in order to comply with 
the specific caps and allowances issued under the EU ETS, emissions need 
to be able to be monitored accurately. Therefore, there is an argument for 
waiting until the radiative forcing effects are clearly known and accurate data 
is available before including them in the EU ETS. On the other hand, it may 
be some years before such data is available; in the mean time, emissions from 
aviation will continue to expand. There is a danger that, if CO2 emissions 
only are included in the Scheme, aviation might be seen to have been “dealt 
with”, with the question of the total impact from aviation going into the long 
grass. The matter is complicated further by the EU ETS only covering 
carbon dioxide initially. It would need to be extended for other emissions 
from aviation to be covered (indeed, for some of the radiative forcing from 
aviation to be included, the Scheme would go beyond the Kyoto Protocol). 

123. There is an additional problem with aviation in that the scope for deploying 
alternative technologies is more limited than elsewhere—something BA 
describes as a “scientific and technical fact”. For example, biofuels will not 
become a major fuel source for aviation in the near future (BA Q 348-49). 
The reasons for the limited technological opportunities are twofold: first, 
because there is no foreseeable alternative to the jet engine as the main 
means of propulsion; and, secondly, because the strict safety requirements 
which aircraft have to meet give little room for ironing out teething 
problems—any new technologies have to meet the same safety standards as 

                                                                                                                                     
87 Ibid., p 7. Though Margaret Beckett told the House of Commons that “many European Union member 

states take a keen interest in such a proposal [for aviation emissions to be included in the EU ETS from 
2008].” (HC Deb 22 July 2004 col 465) The Department for Transport “have been gratified by the general 
level of support that [they had] found so far for this initiative.” (p254) 

88 Ibid., p 21. See also Virgin Atlantic para 9. 
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the existing ones (BA QQ 355 and 386). The effect of these limitations on 
innovation is that aviation has limited scope to reduce its own emissions in 
the face of increasing total air travel. Whilst there is some innovation in the 
industry, the lack of fiscal incentives and penalties hinders progress. That 
said, the next generation of aircraft will be much more efficient; this trend 
must continue and these new aircraft must be used.  

124. Other witnesses advocated the use of other economic instruments to reduce 
emissions from aviation. RSPB were in favour of an emissions charge related 
to the amount of emissions over an average distance. Such a charge would 
not be covered by the Chicago Convention (Q 67). The Aviation 
Environment Federation were in favour of a similar charge (p271). BAA 
supported a moderate EU en-route charge to fund research into long-term 
climate solutions in the aviation sector (p208).  

125. The industry was not in favour, though, of measures whose effect would be 
sharply to limit air travel. Virgin Atlantic opposed “demand management” 
via taxation or charges as (a) it takes a pessimistic view of technological 
advancement; (b) it makes no distinction between “good” and “bad” 
performers; and (c) it assumes that governments have a good understanding 
of the relationship between price and quantity (pp316-17). British Airways 
thought that “Punitive tax policies … would be socially and economically 
undesirable, requiring significant rises in the cost of air travel and a reduction 
in the economic benefits it brings.” (p113). Any taxation system imposed 
unilaterally by the EU would be likely to stimulate the problem of 
“tankering”, whereby aircraft refuel outside the EU, thereby avoiding taxes 
imposed by the EU (DfT p254). The incoming Environment Commissioner, 
Stavros Dimas, has promised to pursue the possibility of introducing some 
form of aviation tax.89 

126. Aviation is already a big contributor to climate change, both through its 
emissions of carbon dioxide and other “radiative forcing” effects. Its 
contribution is expected to increase more rapidly than any other sector due 
to the expansion of aviation. It is clear that a great deal more action 
needs to be taken urgently to limit the effects of aviation on climate 
change. Given the cross-border nature of the problem, we see a 
definite role for the EU here. The EU should take the lead in opening 
international discussions on the climate change effects of cross-
border aviation. The inclusion of the United States in these 
discussions will be vital.90 

127. We recommend that emissions from intra-EU flights be brought into 
the EU ETS at the earliest possible opportunity. We welcome the 
Government’s target of bringing aviation into the EU ETS by 2008, 
and look forward to them making progress on this during their 
Presidency. In spite of the technical difficulties, radiative forcing 
from aviation should also become part of the EU ETS as soon as 
possible; we recommend that serious thought is given to examining 
the practicalities of this.  

                                                                                                                                     
89 See Mr Dimas’s comments to the European Parliament’s Committee on the Environment, Public Health 

and Food Safety on 29 September 2004 at his investiture hearing. 
90 The EU and the US are in negotiations with the aim of creating a Common Transatlantic Aviation Area 

(see European Union Committee, 17th Report (2002-03): “Open Skies” or Open Markets? The Effect of the 
European Court of Justice Judgments on Aviation Relations Between the European Union and the United Stated of 
America (HL 92). A Common Transatlantic Aviation Area might make it easier to extend emissions trading 
or other constraints on aviation beyond the boundaries of the EU. 
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CHAPTER 5: OTHER POLICY AREAS 

Energy Efficiency 
128. One of the areas in which greenhouse gas emissions can be reduced most 

economically and safely is through energy efficiency and conservation. Much 
more energy is used than necessary; if superfluous use of energy could be 
minimised, emissions would be reduced and energy costs would be lower for 
consumers and industry.  

129. We have heard evidence that the potentially huge role to be played by energy 
efficiency in climate change mitigation is not fully appreciated. The British 
Glass Manufacturers’ Confederation thought “The UK and the EU could do 
much more to promote energy efficiency through public education and the 
media.” (p282) British Energy found there had been a slow uptake by 
consumers of energy efficient products. They proposed “a more holistic 
approach … to the whole supply chain including the manufacturer, service 
provider, installer, retailer and the final consumer.” (p235) Improving energy 
efficiency in the home is closely linked to consumer awareness and action on 
climate change, matters which are commented on below (paragraphs 162-
71). 

130. The EU has in place legislation on product labelling, which aims to raise 
awareness among consumers about the efficiency of appliances. A 1992 
Directive requires labels and information in product brochures for household 
appliances to provide potential purchasers with the energy consumption rates 
for all models available.91 A 2001 Regulation effectively has a similar 
purpose, but in relation to office equipment.92 The Commission is proposing 
to extend the present legislation through a Directive setting standards for a 
wide range of products. It also proposes to revise the energy labelling regime 
to extend it beyond household appliances. It is estimated that such measures 
could save around 10 per cent of total EU energy consumption by 2020. We 
welcome this proposal. 

131. The EU has also adopted Directives setting minimum efficiency 
requirements for new hot water boilers,93 fridges and freezers,94 and ballasts 
in fluorescent lighting respectively.95 With a few exceptions, Member States 
must not inhibit the sale or installation of appliances meeting the energy use 
criteria, and must take all necessary steps to prevent the installation of those 
which do not. A Directive is in place on the energy performance of buildings, 
which requires most new buildings and those undergoing renovation to meet 
minimum energy performance requirements.96 Mention should also be made 
of the Directive on combined heat and power, which aims to increase energy 
efficiency and improve security of supply by creating a framework to 
overcome the existing barriers to the development of combined heat and 
power (also known as cogeneration).97 

                                                                                                                                     
91 Directive 92/75/EC, OJ L297 (13 October 1992). 
92 Regulation 2422/2001, OJ L332 (15 December 2001). 
93 Directive 92/42/EEC, OJ L167 (22 June 1992). 
94 Directive 96/57/EC, OJ L236 (18 September 1996). 
95 Directive 2000/55/EC, OJ L279 (1 November 2000). 
96 Directive 2002/91/EC, OJ L1 (4 January 2003). 
97 Directive 2004/8/EC, OJ L52 (21 February 2004). 
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132. One suggestion made to the Committee is to introduce differentiated levels 
of VAT for energy efficient products (Sciotech p299, RSPB Q 62). Current 
EU VAT legislation requires a single rate for any one product, in order not to 
distort the single market. Introducing a lower rate for energy efficient 
products should help stimulate demand. Although there may be technical 
difficulties, not least in determining what is and is not an energy efficient 
product, the Government seem interested in this proposal and want the 
Commission to investigate the possibilities (Q 471). Should this prove a 
realistic proposition, we recommend that the Government pursue it 
during their Presidency of the EU in the second half of 2005. 

EU Renewable Energy Policy 
133. It hardly needs saying that one of the most important ways to reduce 

emissions of CO2 is to replace the burning of fossil fuels to produce energy 
with sources which don’t produce emissions, including renewable energy. In 
1997 the EU set a target for renewable energy to deliver 12 per cent of gross 
inland energy consumption (including heating, electricity and transport) by 
2010, a doubling from 6 per cent in 1997.98 The “Renewables Directive” in 
200199 required Member States to adopt national targets for the proportion 
of their electricity consumption to be sourced from renewables by 2010. The 
targets set by the Directive were indicative and not mandatory, though the 
Commission may propose binding targets in the future. The UK was 
allocated an indicative target of 10 per cent, contributing to an overall EU 
target of 22 per cent. 

134. A Commission Communication on the progress towards these targets shows 
that they are unlikely to be met.100 The 22 per cent target will probably be 
missed by some 3–4 per cent, and the 12 per cent target by 2–3 per cent. 
Only four Member States (Denmark, Finland, Germany and Spain) are on 
track to meet their national targets. The Commission decided not to take a 
position on targets beyond 2010 at present, but will keep the situation under 
review. The slow progress in meeting the indicative targets increases the 
likelihood of binding targets being introduced. 

 
 
 
 
 
 
 
 
 
 
 
                                                                                                                                     
98 The target was set in the Commission White Paper, Energy for the Future: Renewable Sources of Energy, 

COM (1997) 599, published just before the Kyoto conference. The White Paper was covered in the 
Committee’s 1999 report on electricity from renewables: European Union Committee, 12th Report (1998-
99): Electricity from Renewables (HL 78-I). 

99 Directive 2001/77/EC on the promotion of electricity produced from renewable energy sources in the 
internal electricity market, OJ L283 (October 2001). 

100 10132/04, COM (2004). 
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TABLE 2 

Member States’ progress towards meeting their renewable energy 
targets 

 1997 2002 2010 
target 

Austria 70% 68% 78.1% 

Belgium 1.1% 1.4% 6% 

Denmark 8.7% 19.6% 29% 

Finland 24.7% 24.7% 31.5% 

France 15% 14.4% 21% 

Germany 4.5% 8.1% 12.5% 

Greece 8.6% 10.4% 20.1% 

Ireland 3.6% 5.1% 13.2% 

Italy 16% 16.8% 25% 

Luxembourg 2.1% 2.2% 5.7% 

Netherlands 3.5% 3.3% 9% 

Portugal 38.5% 19.8% 39% 

Spain 19.9% 16.2% 29.4% 

Sweden 49.1% 46.8% 60% 

UK 1.7% 2.9% 10% 

135. The Renewables Directive also laid down practical requirements for Member 
States in four areas, with the aim of ensuring stable investment conditions for 
electricity from renewable energy— 
(1) the implementation of attractive support systems, which should be as 

efficient as possible; 
(2) the removal of administrative  and regulatory barriers to the creation of 

renewable energy production; 
(3) the guarantee of fair and non-discriminatory access to the grid; and 
 the issuing of guarantee of origin certifications. 

136. The Communication reports mixed progress with these requirements. Most 
Member States have implemented a support system for renewable energy, 
but administrative barriers and grid barriers remain in some countries. Only 
a few Member States have guarantees of origin actually in place. 

137. The sluggish progress by Member States in increasing their proportions of 
renewable energy points towards there being an increased role for the EU 
here. However, there are difficulties in setting a comprehensive and detailed 
EU-wide strategy on renewables, because— 

• Member States are at widely varying degrees of development in their 
uptake of renewables; 

• different opportunities exist in different places (for example, Britain is 
very windy and has lots of coastal waters, pointing towards wind and 
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wave power; southern Europe is more likely to be attracted to solar 
energy); 

• energy policy can be very political, so Member States will want to 
contain control and flexibility; 

• renewable energy is often still very expensive—not every Member State 
will want to pay out the large subsidies that seem to be necessary. 

It might accordingly be thought that the EU is more suited to setting a broad 
framework, as it does at present (UK PIA p315). 

138. Provided that allocations are scarce enough to stimulate demand, the EU 
ETS should encourage the development of renewable energy. However, the 
carbon prices established in the EU ETS are not expected to be high enough 
to make renewable energy significantly more economically feasible. Other 
“abatement options” (for example, switching from coal to gas) are far more 
likely to be utilised in the immediate future (Climate Change Capital QQ 
200 and 201). 

Nuclear Power 
139. Towards the end of our inquiry, as wide attention was given to climate 

change following a series of severe hurricanes, the issue of nuclear power 
again came to the fore. Nuclear power, of course, generates no CO2 
emissions but has caused serious arguments about poor design and the 
disposal of waste. By 2020 most of the existing British nuclear power stations 
will have been decommissioned.101 The Government do not at the moment 
propose to build new nuclear power stations.102 

140. We took very little evidence on this issue, though it has been touched on in a 
number of other Parliamentary Committee reports in recent years.103 It is, 
though, worth noting that French nuclear power stations generate about 75 
per cent of their electricity needs, making France the world’s second largest 
nuclear power producer.104 We know of no plans to replace them, nor of any 
disasters connected with them. China is also increasingly looking towards 
nuclear power to aid low-emissions economic growth. The question of 
further investment in nuclear power should attract more attention in the EU 
as worries about climate change increase. 

Innovation, Research and Technology 
141. Another crucial aspect of tackling climate change is the development of other 

technologies which have few or no emissions of greenhouse gases. As these 
technologies will be in increasing demand, there is a real opportunity for 
European countries to be world leaders in this field. Again, the role of the 
EU may be limited here; in general, governments don’t innovate, but they 

                                                                                                                                     
101 A critical commentary on the 2003 Energy White Paper, Trade Unionists for Safe Nuclear Energy, p 3. 
102 Our energy future—creating a low-carbon economy, Department for Trade and Industry, CM 5761, p 61. 
103 Science and Technology Committee, 4th Report (2003-04): Renewable Energy: Practicalities (HL 126-I), p 

13; Science and Technology Committee, 1st Report (2001-02): Managing Radioactive Waste: The 
Government’s Consultation (HL 36); Science and Technology Committee, 3rd Report (1998-99): 
Management of Nuclear Waste (HL 41); Environment, Food and Rural Affairs Committee, 3rd Report 
(2001-02): Radioactive Waste: The Government’s Consultation Process (HC 407); Trade and Industry 
Committee, 5th Report (2001-02): Managing the Nuclear Legacy: Comments on the Government’s White Paper 
(HC 1074-I). 

104 See France’s Country Nuclear Power Profile submitted to the International Atomic Energy Agency 
(www.iaea.org). The equivalent figure in the United Kingdom in 2002 was 21 per cent. 
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can hinder innovation. That said, there are some EU measures in place in 
this field relevant to climate change policy, and there may be scope for the 
EU to do more. 

142. New, environmentally-friendly, technologies often take a long while to get 
from an idea into a marketable product. The right environment needs to be 
in place to encourage such innovation. Also important is governmental 
research policy, which can help to facilitate a constant flow of new 
technologies. The EU ETS should help in encouraging demand-led 
innovation and technology (Beckett Q 460, King Q 120). 

143. In looking at innovation and research policy, it is useful to make a distinction 
between the actual research and innovation, and the implementation of the 
products of those activities. A further distinction that could be made is 
between implementation by the private and public sectors. One good 
example of a local authority making use of new technologies is Woking 
Borough Council. A summary of their schemes is contained in Box 5. 
Another European example is the German city of Heidelberg. Heidelberg has 
achieved a 30 per cent reduction in CO2 emissions from municipal buildings 
through mandatory energy efficiency requirements and retrofitting, and a 3 
per cent reduction from industry. These reductions translate into savings of 
about €180,000 per year (The Climate Group p183). It is disappointing 
that so few examples of good practice at local authority level can be 
found in Europe. 

144. The EU’s research funding is channelled through the 6th Framework 
Programme, which will provide funding of €2.12 billion over four years, a 
slight decrease from the previous Framework Programme (King Q 119). We 
have heard some evidence, though, that EU funding is hard to come by. 
Woking Borough Council’s Energy Services Manager, Allan Jones, thought 
that EU funds focused too much on academic research, and found it difficult 
to get money for establishing a real, live project (Q 18). RWE npower 
thought the conditions for grants by the EU for research work were 
prohibitively restrictive, not least in terms of intellectual property rights (QQ 
534 and 535). The Chief Scientific Adviser to the Government thought the 
“EU needs to broaden its emphasis to include … new and unforeseen energy 
resources”, as at present the EU only funds in six areas (Q 122). 

145. The Chief Scientific Adviser told us of the International Thermonuclear 
Experimental Reactor (ITER), a nuclear fusion programme which the EU is 
actively involved in developing and financing, together with the US, Canada, 
Russia, China, Korea and Japan (QQ 133-37). Major decisions on the future 
of this programme will have to be taken shortly. We strongly support the 
EU’s active involvement in research nuclear fusion. 

146. Much research and development work into environmentally friendly 
technologies is being undertaken in Member States and throughout the 
world. It would seem as though there is a role here for the EU in ensuring 
that research projects do not unnecessarily overlap. It was suggested to us 
that the EU should seek a multilateral agreement on research and 
development to accelerate the development of new energy technologies 
which reduce emissions of greenhouse gases (Institute of Directors p252). 
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The EU Environmental Technologies Action Plan105 should aid the 
horizontal transfer of information within the EU (King Q 135). 

147. A great deal of the innovation that is required to develop clean technologies 
will occur separately from any EU action in this area. Multinational 
companies have a large part to play here. The Climate Group thought that 
confidence that we are committed to a carbon-constrained world is probably 
more important in stimulating innovation than government money per se 
(Q 585). 

148. We have been encouraged by the many examples of clean technologies 
that are emerging. There is much research going on at Member State 
level. However, there can seem to be a lack of co-operation between 
current research projects. We see an important role for the EU to co-
ordinate European research projects, thus minimising the potential 
for unnecessary overlapping of research or, conversely, for gaps in 
research. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                                                                                                     
105 5864/04: Communication from the Commission to the Council and the European Parliament Stimulating 

Technologies for Sustainable Development:  An Environmental Technologies Action Plan for the 
European Union. 
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BOX 5 

Energy Provision in Woking106 
Since 1990, Woking Borough Council have been pioneers in the UK in 
pursuing climate-friendly energy policies. The Council’s Climate Change 
Strategy, adopted in 2002, set an overall target to reduce Woking’s CO2 
emissions by 80 per cent of its 1990 level by 2090 (p1). By 2002-03 the 
Council had already reduced CO2 equivalent emissions by 14.5 per cent of 
the whole of the Borough’s emissions in 1990 through its actions alone (p 4). 
Emissions from the Council’s buildings and transport have decreased by 75 
per cent since 1990 (Q 4). Amongst the measures put in place to help 
achieve this target are— 

• the setting up of a private wire local authority residential combined 
heat and power/renewable energy system, which makes no use of 
the National Grid; 

• the establishment of a public-private venture company, 
Thameswey, to extend the private wire system using mainly private 
money; 

• the implementation of the UK’s first fuel cell combined heat and 
power system; 

• the largest concentration of solar photovoltaics in the country 
(amounting to approximately 10 per cent of the UK’s total 
capacity); and 

• the revision of local planning laws to take into account climate 
change considerations. 

In addition, the Council is looking a using medium- and large-scale wind 
turbine technologies. 
These policies have been put in place without requiring additional funding 
from the council tax payer. Apart from an initial investment of £250,000 in 
1990, the schemes have been financed by savings on energy and water bills 
and by private money. In addition, consumer electricity prices are lower than 
elsewhere in the country. The schemes have attracted significant interest 
from residents in Woking; and businesses have also been enthusiastic, not 
least because of the security of energy supply provided by private wire 
schemes.107 
However, the Council has had to endure some regulatory limitations to its 
schemes. For example, supply to domestic customers of private wire 
electricity is limited to 1 MW per system, which is only enough for about 
1,000 dwellings (p2). Export of surplus power from local energy systems is 
limited to 5 MW in total (p2). 

 

                                                                                                                                     
106 For more on energy provision in Woking, see Science and Technology Committee, 4th Report (2003-04): 

Renewable Energy: Practicalities (HL 126-I), pp 103-04. We note that Woking Borough Council’s Energy 
Services Manager, Allan Jones, was recently appointed as head of the forthcoming London Climate 
Change Agency (“Global quest for ‘Mr Green’ ends just down the road”, The Guardian, 20 October 2004). 

107 For example, Mr Jones told us of the occasion when the National Grid had a power failure for the best part 
of a day. Those businesses in Woking town centre that were supplied by the private wire system continued 
to run their businesses. Shops outside the network boundary were in darkness and lost a day’s worth of 
trade (Q 5). 
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Greenhouse Gases other than Carbon Dioxide 
149. Many of the mitigation responses to climate change focus overwhelmingly on 

reducing emissions of carbon dioxide. This is only right, as it is by far the 
most important greenhouse gas. It would be unfortunate were that focus to 
be at the exclusion of the other gases covered by the Kyoto Protocol, not 
least because all of the other gases, while occurring in smaller quantities, are 
much more potent. 

150. For example, hydrofluorocarbon (HFC) emissions count for 2 per cent of the 
EU’s greenhouse gas emissions, but they are growing very fast: between 2000 
and 2010 emissions may at least double. They are used mainly in 
refrigeration and air conditioning (especially in cars), though also in foam-
blowing, inhalers and as general aerosols. As the world gets warmer the use 
of HFCs in air conditioning is likely to increase. HFCs were virtually unused 
before 1990; it is only since chlorofluorocarbons (CFCs) and 
hydrochlorofluorocarbons (HCFCs) were phased out under the Montreal 
Protocol that their consumption has risen. Much work is going on by 
companies and governments to phase out the use of HFCs. Hydrocarbons 
(HCs) are seen as a viable alternative as they do not damage the ozone layer 
and have a global warming potential approximately 1,000 times lower than 
the HFC average. 

151. The plethora of sources of these gases makes monitoring their emission a 
tricky exercise. Unlike carbon dioxide, the majority of whose emissions come 
from fixed sources, fluorinated greenhouse gases—HFCs, perfluorocarbons 
(PFCs) and sulphur hexafluoride (SF6)—are often emitted from domestic 
appliances, which are more difficult to monitor. Before regulatory measures 
are put in place to control their emissions, it is important that there are 
workable, accurate monitoring procedures in place. 

152. A proposed EU Regulation to control the use of fluorinated greenhouse gases 
is currently being negotiated. The Regulation imposes a general obligation on 
Member States to contain their emission. More specifically, it sets maximum 
leakage rates and monitoring rules for the gases, proposes bans on several 
uses of SF6 and a gradual phase out of HFC-134a, a particularly potent 
HFC. The Regulation also specifies that fluorinated greenhouse gases (f-
gases) in a range of specified equipment should be recycled or destroyed, and 
that f-gases in other products and equipment should be recycled or destroyed 
if it is technically feasible and cost-effective to do so.  

153. However, Calor Gas in evidence to us suggested that the proposed 
Regulation was modest, as it requires no use of alternative technologies and 
does not set strict limitations on HFC use, except in car air-conditioning 
(p240). Calor would prefer the Regulation to ban all HFC uses by 2010, or 
at the very least ensure that by then emissions return to 1990 levels (p241). It 
is concerned that the Regulation merely aims at improving the containment 
of fluorinated gases, rather than facilitating substitution (p241). 

154. The EU Emissions Trading Scheme will only apply to emissions of carbon 
dioxide. There is provision for the other five greenhouse gases to enter into 
the Scheme in Phase 2. The International Emissions Trading Association are 
very much in favour of trading the other five gases (Q 338), and the 
Government wanted them in from the start (Q 465). Assuming the EU 
ETS proves to be a success, and provided there are adequate 
monitoring procedures, we are in favour of the inclusion of the other 
five gases in the Scheme in Phase 2, and we urge the Government to 
encourage this. 
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Waste 
155. The links between climate change and waste management policy are such 

that climate change is usually a factor when devising waste management 
policy.108 There is increasing consumption of many products in society, 
resulting in large quantities of waste, much of which is disposed of by way of 
landfill. Nearly all forms of production directly or indirectly involve 
emissions of greenhouse gases. This means that, if the levels of waste in the 
economy decreased, and if production accordingly fell, emissions of 
greenhouse gases would be reduced, and money would be saved in the 
process. Moreover, landfill sites are one of the primary sources of emissions 
of methane from the breakdown of biodegradable matter that should be 
composted. Reducing the amount of biodegradable waste which is landfilled 
would cut down emissions of methane.109 Were more products to be 
recycled, emissions from landfill would also be reduced. 

156. There may be some justification for believing that the integration of climate 
change considerations into waste policy at EU level is not as advanced as 
would be ideal. For example, the British Cement Association drew attention 
to the use of cement kilns as an alternative route for the treatment of a 
number of waste streams: tyres; used solvents; packaging waste; processed 
sewage pellets; and waste oils. The energy recovered from using these 
materials in cement kilns is an alternative to other disposal methods, such as 
incineration, which do not generate energy. Nevertheless, this use in cement 
kilns is counted against the cap within the emissions trading scheme (p91). 

Agriculture 
157. Another EU policy area which has implications for climate change is 

agriculture. Agriculture is a significant emitter of greenhouse gases: emissions 
of methane come from animals’ digestive processes and animal waste, and 
emissions of nitrous oxide from fertiliser use. In addition, practices such as 
peat and fenland drainage, timber harvesting or conversion of grassland to 
arable land lead to carbon dioxide emissions. On the other hand, forests and 
undisturbed soils can act as “carbon sinks” by removing CO2 from the 
atmosphere.110 Because of the number of different sources and the highly 
variable biological processes, agricultural emissions are hard to estimate with 
accuracy. 

158. Agriculture is not only a contributor to greenhouse gas emissions, it will also 
be one of the sectors most affected by the impacts of climate change. 
Changes in weather patterns will impact upon where crops can be grown, 
and at what time of year. A climate more conducive to insects, pests and 
weeds will most likely affect production negatively. Reduced rainfall will also 

                                                                                                                                     
108 For a more general examination of EU waste management policy, see European Union Committee, 47th 

Report (2002-03): European Union Waste Management Policy (HL 194). 
109 Though the burning of methane from landfill sites is making a significant contribution to renewable energy 

sources in the United Kingdom (Science and Technology Committee, 4th Report (2003-04): Renewable 
Energy: Practicalities (HL 126-I), p 17). 

110 See, for example, “Engineered Biological Sinks on Land”, Pete Smith, from The Global Carbon Cycle: 
Integrating Humans, Climates, and the Natural World, Christopher Field and Michael  Raupach, (eds.). The 
seventh Conference of the Parties to the UNFCCC in November 2001 added Land Use, Land-Use 
Change and Forestry (LULUCF) to the list instruments available to Parties to reduce their emissions. 
LULUCF is contained in the Marrakech Accords agreed at that Conference and covers projects involving 
afforestation, reforestation and deforestation activities, and the removal of greenhouse gases by sinks 
through other land management practices. 
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affect agriculture and is likely to lead to food shortages. It is possible that 
some areas in which hitherto it had not been possible to grow crops will 
become sufficiently fertile to allow production. Other areas may become so 
parched as to prevent all but the most limited farming. 

159. Through the Common Agricultural Policy (CAP), the EU is the major 
influence on agricultural development in Europe. The reforms agreed in June 
2003 provided for environmental considerations to be better integrated into 
the CAP.111 For most products, funds will no longer be directly linked to the 
amount produced. Rather, they will be determined by a range of factors, 
including land management and environmental protection. These funds will 
be available under what is known as Pillar II. There seems to be a window 
of opportunity here for the EU to ensure that farming practices do not 
impact on the climate any more than is necessary. Pillar II, if 
properly implemented, has the potential to ensure a significant 
reduction in greenhouse gas emissions from agriculture.112 

Biofuels 
160. One of the most effective ways for agriculture to contribute to reductions in 

greenhouse gas emissions is through the production of energy crops, also 
known as biofuels. These are crops which are grown and then used for 
energy production. Whilst growing, the crops absorb CO2 from the 
atmosphere, meaning that, when burnt for energy, they end up being 
emissions-neutral. The EU Biofuels Directive113 provides for indicative 
targets for the use of biofuels in road transport—5.75 per cent by 2010—and 
requires Member States to take steps to promote the production and use of 
biofuels. Some witnesses thought this was not sufficiently ambitious (BABFO 
p 2, The Climate Group Q 595). Biofuels can also be used as a substitute for 
fossil fuels in road transport, cutting emissions “by a minimum of 55%.” 
(British Association for Biofuels and Oils p230) Using biofuels in this way 
does not much change the existing infrastructure or technology of 
combustion engines (Climate Change Capital Q 171). 

161. There seems to be a role for the EU, through the CAP, to encourage the 
production of biofuels. Changes to the CAP should mean that less land is 
used for the production of food, freeing it up for other uses (King Q 126). 
This provides an opportunity for the EU to direct funding towards the 
encouragement of biofuel production. Land which is used for set-aside could 
also be utilised in this way (King Q 127). There is scope for the EU to 
encourage further the development and use of biofuels. For example, 
Pillar II subsidies could be directed towards biofuel production; and 
land currently set-aside could be used to grow crops which can be 
used as biofuels. Moreover, firm targets for Member States’ biofuel 
productions should not be ruled out. 

                                                                                                                                     
111 For more information on the 2003 mid-term review, see European Union Committee, 10th Report (2002-

03): Mid-Term Review of the Common Agricultural Policy: External Implications (HL 62). 
112 We note that the Commission has recently published a draft Regulation on the future allocation of Pillar 2 

funds (Document 11495/04: Proposal for a Council Regulation on support for rural development by the 
European Agricultural Fund for Rural Development).  

113 Directive 2003/30/EC. 
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Personal Responsibility 

Levels of understanding 
162. Much of the action that can be taken to reduce emissions of greenhouse 

gases will come from individuals and consumers, rather than from 
governments and regulators. Once individuals are aware of the urgency of the 
problem many positive results will flow. For example, individuals will ensure 
they switch lights off when leaving the room, thus saving energy. In 
purchasing new electrical equipment, if consumers are interested in it being 
“green”, then manufacturers and retailers will respond to the demand, and 
make environmentally-friendliness a selling point. If individuals are well 
aware of the climate change problem, democratic governments will be forced 
to respond to public opinion and take action.114 

163. In order for such a chain of positive results to ensue, levels of understanding 
of climate change amongst society at large will have to be high. People have 
to know what climate change is, how it is caused, what its effects will be, and 
what they, individually and collectively, can do to combat it. From the 
evidence we have heard, the consensus seems to be that most people are 
aware that the world is warming, loosely know of the connection between 
this and emissions of carbon dioxide (or at least the use of fossil fuels), but 
do not really make any connection with their everyday lives. Encouragingly, 
however, the levels of awareness do seem to be increasing. 

164. Although it is unrealistic for every person to have a detailed knowledge of the 
precise science behind climate change, and the political responses to it, a 
higher degree of understanding is essential. We recognise, though, that there 
are difficulties in getting the message across. It seems to us that some of the 
following issues and popular perceptions may act as barriers to a clear 
understanding of the problem— 
(1) Everyone is simultaneously a perpetrator, a bystander and a victim of 

climate change. 
(2) Climate change is often viewed as a long-term problem. The timescale is 

often too long to comprehend, or to think that urgent measures need to 
be taken to deal with problems that started some centuries ago. 

(3) The problem is unprecedented in recent history. There are no readily 
available and already-tested solutions. 

(4) For many people it is hard to picture a globally warm future. Indeed, 
some people think that warmer weather is necessarily a good thing. 

(5) Sometimes there is slight incredulity that weathermen who can’t always 
get tomorrow’s forecast right can provide a climate prediction for 100 
years in the future. 

(6) Whilst scientists know the basics about warming and sea-level rises, the 
detail and impacts on individual countries are less clear.115 

                                                                                                                                     
114 Sir John Houghton, former Co-Chairman of the IPPC Scientific Assessment Working Group, said, 

“Governments are not going to possess the confidence to take necessary action unless the public have more 
understanding of the problems that are being addressed.” (p279) 

115 Indeed, the UN Framework Convention on Climate Change and the Intergovernmental Panel on Climate 
Change have different definitions of what climate change is (see “What is Climate Change”, Roger A 
Pielke Jr, Issues in Science and Technology, Summer 2004, pp 31-34). 
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(7) There are a small but high-profile number of individuals who 
fundamentally doubt that climate change is at all attributable to 
anthropogenic greenhouse gas emissions. 

How to raise awareness 
165. As Parties to the UN Framework Convention on Climate Change, both the 

EC and Member States have obligations under Article 6 to carry out the 
following activities in relation to climate change— 

(a) education;  
(b) public awareness;  
(c) public access to information;  
(d) public participation; and  
(e) international co-operation.  

Activities related to public awareness, education and training are not dealt 
with at the EU level, but by Member States. This is understandable, given 
the varying levels of understanding in Member States and bearing in mind 
the principle of subsidiarity. 

166. We believe that the key to engaging the public more in climate change 
matters is for people to have “ownership” of the problem. It needs to 
be made relevant to their everyday lives—both in terms of how people 
contribute to emissions, how they can limit their emissions, and what the 
effects of climate change will be on them. How to go about this is unclear. 
Both Greenpeace and Shell thought that a linear, straightforward advertising 
campaign was not the best way to change peoples’ behaviour (QQ 93 and 
229). Shell thought that awareness campaigns were not realistically as 
effective as disincentives and incentives (Q 229). As the most receptive 
audience, it is important to engage the young in schools and universities 
(Beckett Q 482). 

167. Insofar as there is a governmental role in communicating directly with 
citizens to raise awareness of climate change, it is unlikely that this task 
should fall to the EU. Many of our witnesses thought that this was for 
Member States’ governments (UK PIA p314, UK BCSE p312, Commission 
Q 417). The Environment Editor of The Independent, Mike McCarthy, did 
not think the UK Government deserved criticism on this front: “I do not 
think the Government can be criticised on its climate change 
communications strategy. It makes accounts of policy development rapidly 
and widely available: if these are not always given prominence in newspapers 
this is because of the newspapers’ choice, not the Government’s omission.” 
(p304) We welcome the establishment of the UK Climate Change 
Communications Working Group, referred to above. 

168. The Commission did tell us that they make short films on climate change, 
which are made available free of charge to broadcasters. One such film was 
being made on the EU ETS (Q 417). Should they be appropriately 
pitched, there may be scope for the Commission making such films 
available to schools. 

169. We see a role for the EU in leading by example. For example, all new 
EU buildings could be built to the highest standards of energy efficiency; 
Commissioners could be driven in fuel-efficient cars. Although there is a 
danger of gimmickry, such measures would be high-profile, and would show 
consistency of action with EU policy statements. There may also be a role for 
the EU in identifying and drawing attention to good examples. This can be 
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done, for example, by using simple, easy to understand symbols (much like 
the categorisation of “blue beaches”, or the efficiency labels on fridges), or by 
twinning cities taking positive climate change action with less good ones. 

170. The Committee are strongly of the view that much of the effort to reduce 
greenhouse gas emissions needs to be exerted by individual consumer 
behaviour. In order for individuals to change their behaviour (and, of course, 
a change of behaviour will very often be of positive short-term benefit to the 
individual in other ways), they need to be aware of the problem and of the 
part they can play in solving it. The EU and Member States at every level 
of government should take every opportunity to increase public 
awareness of the existence, nature and likely effects of climate 
change. 

171. That said, the EU’s primary role is regulatory. We are unconvinced 
that measures such as an extensive publicity campaign by the EU 
would be effective. Moreover, it would be unfair to impose the task of 
altering individuals’ behaviour on the EU. The impetus, in as much 
as it comes from governmental bodies, should come as locally as 
possible.  
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CHAPTER 6: THE EU AND THE INTERNATIONAL COMMUNITY 

172. Throughout our inquiry many witnesses have commented favourably on the 
leadership role adopted by the EU on climate change. Whilst other countries 
have not been overly radical in making commitments to reduce greenhouse 
gas emissions, the EU has been prepared to commit to serious reductions, 
often pressing for agreements to go further than they have. What’s more, 
through schemes such as the EU ETS, the EU is leading the way in 
implementing innovative and cost-effective policies to cut emissions. The 
result is that many countries are taking a keen interest in the EU’s climate 
change policy, and are looking to establish policies which follow the EU’s 
lead. 

The EU as an International Negotiator 
173. The EU generally participates in international climate change negotiations as 

a single bloc. The Commission is given a negotiating mandate by Member 
States in the form of a Council Decision agreed before the negotiations 
begin. The need to seek agreement between the Member States before 
reaching a position can hamper the EU’s flexibility in negotiations. As Defra 
put it, the EU is “often very insular, investing significant time and resources 
negotiating detailed internal positions and failing to reach out effectively to 
other parties.” (p147) A further consequence of needing to reach agreement 
in advance is that the EU “tends to establish a bottom line negotiating point 
made known to the rest of the delegations, thereby providing very little room 
for manoeuvre.” (Climate Change Capital p56) These problems are, to an 
extent, inevitable. Member States, who may be required to make 
considerable economic sacrifices, will want to feel that they have had a say in 
drawing up the obligations they will have to fulfil. 

174. The nature of the EU creates other barriers to it acting as effectively as 
possible in negotiations. The rotating presidency means it is difficult for “the 
EU” to form long-term close relationships with particular countries (Tyndall 
Centre p309). It leads to a loss of “institutional memory”. There is also the 
classic “Kissinger complaint” that, when one wants to speak to the EU, who 
does one call? Climate Change Capital suggest the remedy to this problem 
might be to create ambassadors with ministerial authority to negotiate on 
behalf of the EU and its Member States (p56). We note that some of these 
problems will be alleviated if the proposed Constitutional Treaty comes into 
force—for example, there will be more continuity in the Presidency of the 
Council.116 

175. The Community certainly carries more weight than any Member State could 
do individually; and with many climate change policies formulated at EC 
level it is logical that targets are negotiated collectively. Not all of our 
witnesses have thought the EC less effective than it could be in negotiations. 
Shell thought the EC was, overall, very effective in negotiations. It had 
encouraged the creation of a global framework, giving business the long-term 
stability needed to make investments; listened to others and adopted new 
ideas (e.g. the US idea of emissions trading); and negotiated viable targets for 
Europe (p72). 

                                                                                                                                     
116 See Provisional Text of the Constitutional Treaty for the European Union, July 2004, Cm 6289, Article I-21. We 

report on the draft Constitutional Treaty last session: European Union Committee, 41st Report (2002-03): 
The Future of Europe—The Convention’s Draft Constitutional Treaty (HL 169).  
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176. Whatever its procedures in the negotiating chamber, we think the EU 
should be proud of the leadership role it has played. The EU is an 
example to the world in taking important first steps to reduce 
emissions of greenhouse gases. The EU is right to continue down the 
Kyoto route, regardless of whether the Protocol enters into force. The 
Protocol provides a good initial framework for taking global action to 
combat climate change. Any future agreement is likely to have an 
international emissions trading component; so the EU may have a 
useful head start in this regard. 

177. Moreover, the EU’s climate change policy provides a good example of 
how nations can be encouraged to work together on important and 
controversial issues. 

The EU and the United States 
178. In 2001, amid much publicity, the United States government announced 

that it would not ratify the Kyoto Protocol, due to the damage it believed it 
would cause to the US economy—it estimated the cost of Kyoto at $400 
billion per annum.117 The United States accounted for 36 per cent of 
industrialised countries’ emissions in 1990, and is by far the biggest emitter 
in the world. Its target under the Protocol was a reduction of 7 per cent from 
1990 levels. US greenhouse gas emissions have increased by some 13 per 
cent since 1990. 

179. Under the US Constitution, treaties signed by the President have to be 
ratified by a two-thirds majority in the Senate. It was clear from statements 
by senators that the Protocol would not be ratified. The US thought it unfair 
that the Protocol set no targets for Asian competitors. Somewhat ironically, 
the US insisted on the inclusion of emissions trading in the Kyoto Protocol, 
whilst the EU opposed this at first (Q 184). Indeed, the US was a pioneer of 
emissions trading, with schemes trading in sulphur dioxide and nitrogen 
oxides being set up in 1995 and 1998 respectively. It was only at a late stage 
in the negotiations that the EU accepted its inclusion, by which stage the 
Senate had already voiced its disapproval of the Protocol.  

180. It would be a mistake to think that the US federal government is oblivious to 
the threat of climate change. The US is still a party to the UNFCCC, and is 
still committed to the UNFCCC objective.118 There is a domestic targets of 
reducing greenhouse gas intensity—the ratio of greenhouse gas emissions to 
economic output—by 18 per cent over ten years.119 This target conforms 
with the belief that only a strong economy can afford investments in 
efficiency, new technologies and a cleaner environment. Furthermore, the 
US has started to invest heavily in renewable technologies, especially 
hydrogen fuel (King Q 111). Billions of dollars are going into researching 
carbon sequestration (the capturing and storing of carbon underground, 
which prevents its emission into the atmosphere), and the government is 
signing bilateral agreements on climate technology co-operation. 

181. At state level in the US real movements are being made towards limiting 
greenhouse gas emissions (King Q 111). Several states have climate change 
strategies, not least California and New York. The significance of these steps 

                                                                                                                                     
117 “EU still determined on climate change in run-up to Milan talks”, European Voice, 27 November 2003. 
118 Speech by Dr Harlan L Watson, Senior Climate Negotiator and Special Representative, US Department of 

State, to the European Policy Centre, 8 October 2003. 
119 Ibid. 



58 THE EU AND CLIMATE CHANGE 

should not be underestimated. New York state has a target of 20 per cent of 
its electricity coming from renewable sources by 2017; and has joined forces 
with Oregon and Washington State to draw up the West Coast Initiative, a 
strategy for climate protection. Massachusetts has a state target of 10 per 
cent reductions in greenhouse gases by 2020 from 1990 levels. Renewable 
Portfolio Standards require generators to provide 4 per cent of their 
electricity from renewables by 2009. 

182. The Secretary of State for Environment, Food and Rural Affairs informed us 
of a view she had had expressed to her on the differences between the 
American and the EU approach to regulation. It had been suggested that in 
the EU regulation was used to drive innovation and behavioural change; 
once regulation was in place, industry would be forced to innovate and 
people forced to alter their behaviour. It was the other way round in the 
US—the technologies are developed and attitudes changed, and then 
regulation follows to cement these (Q 452). Shell also thought that the 
American mindset is not conducive to regulation—it is important to engage 
commercially with the US (Q 208). From the evidence we have heard, it 
is apparent that the EU has a lot to learn from the US on encouraging 
innovation. The United States has a lot to learn from the EU on 
putting in place effective regulation. 

183. It is crucial that the EU continues the dialogue with the United States 
on climate change. We have heard of some promising developments 
in the US, both at state level and in the production of technology. The 
EU should, where possible, engage with these, whether it be through 
links with emissions trading schemes, or information-sharing. We 
accept that the US is now unlikely to ratify the Kyoto Protocol, 
probably regardless of which party the President is from or which has 
a majority in the Senate. Accordingly, we think the EU should now 
focus its efforts on ensuring that the US is fully involved in any post-
2012 international structure. 

The EU and Russia 
184. Another country whose decision on whether or not to ratify the Kyoto 

Protocol has attracted much attention is Russia. Russia’s decision is crucial 
to the future of the Protocol, as, if they do ratify, the Protocol will come into 
force. If not, coupled with the US rejection, the Protocol will be dead. Until 
May 2004, Russia had been giving mixed signals about whether it would sign 
up, with President Putin’s Adviser on Economic Issues, Andrei Illarionov, 
warning of the potential damage to the Russian economy ratification would 
cause.120 Then, following the EU-Russia Summit, Mr Putin came out in 
favour of ratification, saying “we are in favour of the Kyoto process … we 
shall be speeding up our movement towards ratification”.121 The Russian 
government signed the Protocol at the end of September, and sent it to the 
Russian  State Duma, which formally ratified the Protocol in October. 

185. The EU is very strongly encouraging Russian ratification and made clear that 
this was one of the objectives of the EU-Russia Summit. The same Summit 

                                                                                                                                     
120 Mr Illarionov described the Kyoto Protocol as an “economic Auschwitz for Russia” and said that “ratifying 

this Protocol would transform Russia into an economic dwarf or baby whereas at present it is just 
beginning to grow into adulthood.” (“Andrei Illarionov: Kyoto Protocol is economic ‘Auschwitz’ for 
Russia”, The Russia Journal Daily, 24 February 2004). 

121 “Russia will ratify the Kyoto Protocol”, Environment Daily, 24 May 2004. 
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also concluded bilateral talks on the terms of Russia’s entry to the World 
Trade Organisation. Although it was denied by the EU, there was comment 
that the two sets of negotiations were linked (i.e. that the EU supported 
Russian accession to the WTO in return for the latter ratifying Kyoto). Mr 
Putin said they had “overlapped”.122 It is possible that Russia never had any 
fundamental difficulties with Kyoto all along; instead they were drawing out 
the negotiations to extract as much influence as possible from their pivotal 
position (Climate Change Capital Q 188). 

186. It is hard to see how ratifying the Protocol will do any great harm to Russia. 
Their target is for emissions in 2008–12 to be the same as in 1990—a 
relatively easy target given that, due to the restructuring of the economy, 
emissions are now about 20 per cent below 1990 levels, and will be 15–20 
per cent below by 2012 (Russian Embassy p255). Russia will have surplus 
allowances to sell in any emissions trading scheme established under Kyoto. 
Furthermore, Russia would be a prime target for Joint Implementation 
projects, including those under the EU ETS, making ratification both 
economically and environmentally beneficial (King Q 149, Hobley Q 251). 
That said, the US non-ratification will reduce the demand for allowances and 
their value. 

187. We welcome the diplomacy that has occurred to persuade Russia to 
ratify the Kyoto Protocol. The Duma’s ratification of the Protocol is 
very positive, and we look forward to the EU continuing its 
engagement with Russia on climate change issues. 

The EU and Developing Countries 
188. Developing countries were not set emissions targets under the Kyoto 

Protocol—the principle being that they should be allowed to pursue 
economic growth uninhibited, whilst the industrialised countries responsible 
for the vast majority of emissions to date should have to reduce theirs first. 
Countries not in the Organisation for Economic Co-operation and 
Development (whose membership roughly corresponds to the developed 
countries that signed up for Kyoto targets) already account for about 45 per 
cent of global CO2 emissions from fossil fuels, although per capita emissions 
in most developing countries are still relatively low. 

189. For the vast majority of developing countries the problem of climate change 
is one of its impacts rather than emissions (International Institute for 
Environment and Development p136). The IPPC 2001 Synthesis Report 
said that “The impacts of climate change will fall disproportionately upon 
developing countries and the poor persons within all countries, and thereby 
exacerbate inequities in health status and access to adequate food, clean 
water, and other resources.”123 Food shortages could become particularly 
acute in the developing world; access to drinking water may be reduced; 
droughts are predicted to become more severe and frequent; and diseases are 
likely to be spread more easily. The seventh Conference of the Parties to the 
UNFCCC created the so-called Marrakech Funds to support adaptation in 
developing countries. The EU played a key role in the creation of the funds 
(IIED p136), and deserves praise for this. 

                                                                                                                                     
122 Ibid. 
123 Climate Change 2001: Synthesis Report, Intergovernmental Panel on Climate Change, Robert Watson (ed.), 

p 12. 
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190. It would be a mistake to think of the “developing world” as a single bloc 
which should be addressed uniformly. As the International Institute for 
Environment and Development said, the EU needs to have a “nuanced and 
understanding approach of the developing countries’ varied interests.” 
(p137) A distinction should be drawn between some of the fast-growing, 
more developed, potentially large emitters such as India, China and Brazil; 
and the least developed countries, mostly in sub-Saharan Africa and Asia, 
and small island countries, in the Indian Ocean, the Pacific and the 
Caribbean. It may be appropriate to set the former targets or to involve them 
in mitigation measures in some future international agreement;124 for the 
latter, adaptation will very much be the priority. The IIED thinks that setting 
targets for the larger developing countries “will require delicate and sensitive 
negotiations to be carried out by a major player in the negotiations that is 
prepared to lead by example. The EU is the only real candidate for playing 
such a role and indeed must do so.” (p137) 

191. We have heard evidence on the potential commercial opportunities available 
in helping the clean development of these countries (Institute of Directors 
p251). Developing countries’ emissions are mostly going to come not from 
existing sources, but from what is going to be put in place. There is a 
“window of opportunity” for the EU to encourage them to develop on a 
clean energy path (IIED Q 432). For BP “the real prize is to be found in 
those economies where an energy infrastructure is yet to be established and 
where the right incentives to spend a relatively modest amount of extra 
money could make a significant impact on carbon emissions.” (p160) It is 
possible for such investment to benefit European industry through the 
Linking Directive, discussed above at paragraphs 98 to 105. 

192. The UK Meteorological Office thinks that “the EU has a role to play in 
enabling developing countries to build understanding and capacity so that 
they can make their own predictions of climate change, impacts etc which 
they then own. This will create the political and economic climate in which 
reductions in emissions could be more acceptable.” (p296) Climate Change 
Capital suggested that “The EU and its Member States can exert pressure on 
their own businesses when they export to developing countries. The 
provision of publicly funded guarantees, sectoral loans, disclosure 
requirements to stock exchanges, reporting obligations under company law, 
can all contain criteria aimed at ensuring that businesses wherever they are in 
the world take account of the climate change issue.” (p57) Possibly the most 
important role for the EU is to show strong leadership by sticking to its 
commitments to reduce emissions (VERTIC p306, RSPB Q 57). 

193. The EU should set as a priority for the next few years increasing the 
engagement of developing countries in climate change policies. A 
subtle approach needs to be taken—as many developing countries will 
be the worst affected by climate change, the EU needs to aid their 
adaptation strategies. For other, more advanced countries such as 
China and India, control of their emissions will be essential, and we 
are encouraged by indications that they are taking this seriously. The 
EU should dissuade states from holding the view that strong 

                                                                                                                                     
124 China is already taking steps to limit its emissions of greenhouse gases, such that its emissions growth rate 

is now half its economic growth rate. This has been helped by energy efficiency improvements, fuel 
switching from coal to natural gas, and afforestation. See Climate Change Mitigation in Developing Countries: 
Brazil, China, India, Mexico, South Africa, and Turkey, Pew Center on Global Climate Change, 2002.  
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economic growth is axiomatically linked to large increases in the use 
of fossil fuels. 

The UK Presidencies in 2005 
194. In 2005 the UK will be in a particularly influential position as President of 

the G8 and, in the second half of the year, of the Presidency of the EU. The 
Government are committed to making climate change a priority for the 
Presidencies.125 It will be a particularly important time for climate change 
policy, with the EU ETS starting to bed down and thoughts likely to start 
being turned to post-Kyoto international negotiations. 

195. We have already noted the Government’s intention to use the EU Presidency 
to include aviation emissions in the EU ETS from 2008. A number of 
witnesses made suggestions for other measures the UK should prioritise 
during their Presidencies. Amongst those suggestions are— 

• re-engaging the US and other non-ratifiers of Kyoto (The Climate 
Group Q 604); 

• preparing the ground for the EU ETS review in 2006, such that Member 
States can plan their Phase 2 National Allocation Plans in good time 
(International Emissions Trading Association p103); 

• moving towards a long-term global agreement involving all countries, 
developed and developing (CBI p14); 

• delaying the implementation of the Kyoto Protocol, to allow time for the 
renegotiation of the entry of other nations, in particular USA, Russia and 
Australia (Confederation of Paper Industries p247); 

• pursuing a Europe-wide agreement on a target for emissions reductions 
by 2050 (Institute for European Environmental Policy p286, Houghton 
p279); 

• promoting a more economically sustainable climate change policy 
(Energy Intensive Users Group p258); 

• moving towards a contraction and convergence system (Green Party 
p277, Action for a Global Climate Community p292). 

196. The United Kingdom will be in a unique position of influence 
internationally in 2005, and we welcome the Government’s 
commitment to make climate change a priority for their 
Presidencies. It is important that they set a few ambitious yet realistic 
goals, such that we can judge whether real progress has been made in 
furthering the climate change debate. The opportunity could be taken 
to demonstrate to the rest of the world the practical measures that the 
EU is taking to limit emissions. 

Post-2012 International Agreement 
197. The Kyoto Protocol’s first commitment period runs until 2012. After that, it 

is unclear what will follow. The Protocol envisages future commitment 
periods, for which targets will need to be negotiated. Witnesses have drawn 
attention to the need for clarification of the future scenario after 2012, so 
that business has the certainty to make investments in new technologies 
(RWE npower p170, Emanuel p257). 

                                                                                                                                     
125 A commitment restated by the Prime Minister recently (see “Blair sticks to his guns on climate”, ENDS 

Report, No 356, September 2004, p 4).   
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198. As we have already mentioned, the EU will have a role to play in helping the 
developing world adapt to climate change. Their efforts should not be 
confined to there, though. Changing traditional ways of life to cope with 
climate change will become increasingly important, and should be addressed 
in future negotiations. 

199. It is almost self-evident that the more states that can be actively involved in a 
future agreement, the better. The EU is well placed to be at the forefront 
of the new negotiations and should capitalise on the respect it has 
earned here by proposing ambitious and achievable goals. 

Recommendation 
200. The Committee believes that climate change is and will continue to be 

one of the most important challenges facing the EU and the world. 
The implementation of EU policies, and the future negotiations on a 
post-Kyoto international agreement are particularly important for 
the EU. It is imperative that the new Commission makes control of 
climate change a high priority and a matter of great urgency.  

201. Given the importance of the subject, we make this Report to the House for 
debate. 
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been published in the report. A copy of this evidence is available for inspection 
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