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ABSTRACT 
___________________________________________________________________________________________________________________________________________________________________________________________________________________  

Global aviation emissions are not currently a serious problem but they will become 
so. The December 2005 European Environment Council said that the inclusion of 
the aviation sector in the European Union Emissions Trading Scheme (EU ETS) 
seems to be the best way forward on aviation emissions and that it has greater 
potential for application internationally than other policy alternatives. We agree 
with them but there are substantial problems ahead. 
 
Any legislative proposals must be well thought through and sustainable in the 
longer term, both on environmental and economic grounds. There must be a 
robust framework within which to accommodate EU and UK policies on aviation 
emissions and on air-passenger and air freight growth. It is not clear that those 
policies are compatible. 
 
An ETS scheme with aviation should include all flights departing EU airports. 
This would cover all the EU’s contribution to aviation’s CO2 emissions, some 40% 
of which arise from intra-EU flights and some 60% from departing flights to third 
countries. But we identified doubt whether the EU can unilaterally impose a 
scheme upon non-EU airlines. The EU may be forced to introduce a scheme 
based on intra-EU flights only and even then there may be challenge on the 
inclusion of non-EU airlines. 
 
There is a strong argument against auctioning of initial aviation CO2 emissions 
allowances, unless basic CO2 allowances for all industries were put up for auction 
in Phase 2 of the EU ETS. However, if initial emissions allowances are distributed 
free of charge, airlines might still raise airfares and make windfall profits. Air fares 
and air-freight charges should come under close scrutiny for evidence of windfall 
profit taking in the event that allowances are issued free of charge. 
 
Any permits that are allocated free of charge should be allocated based on a 
benchmarking system to reflect best practice on aircraft emissions. The design of 
an aviation scheme within the ETS could have differential affects more generally 
upon airlines and the European Commission’s 2006 Impact Assessment should 
examine this. Clean Development Mechanism and Joint Implementation projects, 
which are Kyoto Protocol mechanisms, may be important sources of extra 
emissions allowances for the aviation industry if it is to continue to grow. 
 
Clarity is needed about present and future EU policy with regard to the level of 
permitted carbon emissions, both in total and for the aviation industry. We have 
severe doubts that the impact upon carbon prices, airfares and air travel will be 
modest, except in the short term. Substantial increases in air fares and air freight 
charges could occur within a few years while at the same time prices of energy and 
other carbon intensive industries will have risen very sharply too, driven in part by 
the demand for aviation services. Other industries and their customers will feel the 
main impact of including aviation within the ETS. 
 
The Commission and the United Kingdom Government should conduct a 
rigorous assessment of all relevant issues before further policy commitments are 
made. 





 

Including the Aviation Sector in the 

EU Emissions Trading Scheme 

CHAPTER 1: TACKLING THE CLIMATE-CHANGE IMPACT OF 

AVIATION 

1. The European Union (EU) Emissions Trading Scheme (ETS) which started 
on 1 January 2005 covering all 25 EU Member States is the world’s first 
large-scale greenhouse-gas trading programme. The aim of the EU ETS is to 
help EU Member States achieve compliance with their commitments under 
the Kyoto Protocol. It currently covers 11,500 industrial installations, which 
together are responsible for nearly half of all EU CO2 emissions. Within the 
United Kingdom there are around 1,050 installations operating under the 
EU ETS. 

2. Operators of these installations receive emissions allowances giving them the 
right to emit a certain level of CO2 each year. The total of these allowances 
creates a “cap” on overall emissions from these installations. The terms 
“allowances” and “emissions allowances” are used throughout this report 
and are interchangeable. Unless otherwise specified, these terms refer to CO2 

allowances (otherwise known as “carbon allowances”).  

3. Allowances for each installation are set at a national level in a National 
Allocation Plan (NAP) prepared by each Member State. Each NAP must be 
approved by the European Commission to ensure that they meet a number 
of criteria, including that they are consistent with each Member State’s 
emission target under the Kyoto Protocol (see paragraphs 11–15) 

4. At the end of each year, operators must surrender the number of allowances 
equal to their actual emissions in that year. If they anticipate that their 
emissions will exceed their allowances, they can take measures to reduce 
their emissions—for example by installing more efficient technology or by 
reducing their output—or they can buy additional emission allowances on 
the market. If an installation emits more carbon than it has allowances for 
and fails to purchase allowances to make up the difference, it would be fined 
€40 per tonne of carbon for which allowances have not been surrendered.1 In 
addition the installation must make up the shortfall: either by purchasing 
allowances on the market or by using some of its allowances for the next 
year.  

5. Conversely, if an installation’s actual emissions are lower than their 
allowances, they can sell their surplus allowances on the market or else 
“bank” them to cover future emissions. Allowances are only valid for the 
period for which they are issued, for example Phase I or Phase II. They 
expire at the end of this period. The trading and banking of emissions 
allowances takes place through the EU ETS Registry. The Commission 
argues that the existence of a market in which these allowances can be traded 
enables participating companies to manage their emissions cost-effectively. 

                                                                                                                                     
1 This fine will rise to €100 per tonne in Phase II of the ETS 
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6. The units of trading and banking of allowances is a unit of CO2  and that 
market price is typically referred to as the carbon price. In a number of places 
we refer to emissions prices and carbon prices. Unless otherwise specified, 
these terms are interchangeable. 

7. The current EU ETS (Phase 1) covers CO2  emissions from large emitters in 
the power and heat generation industry and in selected energy-intensive 
industrial sectors: combustion plants, oil refineries, coke ovens, iron and steel 
plants, and factories making cement, glass, lime, brick, ceramics, pulp and 
paper. A size threshold based on production capacity or output determines 
which plants in these sectors are included in the scheme. Small emitters of 
CO2  are excluded. 

8. In Phase 1 of the ETS, most allocations were made free of charge. Member 
States were given discretion as to whether to auction 5% of allowances in 
Phase I. In the United Kingdom this was not taken up and all allowances 
were allocated free to existing installations. However, any allowances 
remaining in the New Entrant Reserve (the pot of allowances that are set-
aside for new installations commencing operations in the first phase of the 
scheme) may be auctioned. 

9. Allowances for Phase I installations were allocated using grandfathering.2 For 
new entrants, allocations were calculated using a benchmarking 
methodology3 (because they were new, they did not have any historic data 
that could be used to grandfather their emissions). 

10. The aviation sector was not included in Phase 1 of the ETS. On 27 
September 2005, the Commission adopted a Communication, Reducing the 

Climate Change Impact of Aviation, which concludes that the most cost-
efficient and environmentally effective option to deal with the climate change 
impacts of aviation is to include emissions from aviation in the EU ETS. In 
the following paragraphs we examine the policy developments that have led 
to this conclusion. 

Kyoto Protocol 

11. The Kyoto Protocol to the United Nations Framework Convention on 
Climate Change is an international and legally binding agreement to reduce 
greenhouse gas emissions worldwide. 

12. The objective is the “stabilization of greenhouse gas concentrations in the 
atmosphere at a level that would prevent dangerous anthropogenic 
interference with the climate system”4 

13. The treaty was negotiated in Kyoto, Japan in December 1997, opened for 
signature on March 16, 1998, and closed on March 15, 1999. The 
agreement came into force on February 16, 2005. As of September 2005, a 

                                                                                                                                     
2 Grandfathering refers to allocating allowances based on past levels of emissions, and was used in the UK to 

allocate allowances from the sector cap to individual installations. The information used was the level of 

CO2 emissions from each installation between 1998 to 2003. The average level of emissions for each 

installation with more than one year’s data was calculated following the exclusion of the year with the 

lowest level of emissions. These averages were used to determine the proportion of the sector allowances 

that each installation received. (Environment Agency) 

3 Benchmarking is an allocation method in which allowances are allocated free of charge on a system of 

benchmarks, such as emissions per unit of output. 

4 Article 2, UN Framework Convention on Climate Change  
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total of 156 countries had ratified the agreement (representing over 61% of 
global emissions). 

14. Countries which ratified this protocol are committed to reducing their 
emissions of carbon dioxide and five other greenhouse gases, or to engage in 
emissions trading if they maintained or increased emissions of these gases. 
Signature countries have pledged to reduce their collective emissions of 
greenhouse gases by at least 5% in the period 2008–2012 compared to the 
year 1990. The European Union’s policy objective on long-term climate 
change is a maximum global temperature increase of 2°C over pre-industrial 
levels. This would require a 70% reduction in greenhouse gases on 1990 
levels. The United Kingdom Government has pledged to reduce the United 
Kingdom’s 1990 Carbon Dioxide levels by 20% by 2010. 

15. The Kyoto targets do not include aviation emissions but the Protocol calls on 
parties to pursue the limitation or reduction of greenhouse gas emissions 
from aviation by working through the International Civil Aviation 
Organisation (ICAO). 

International Civil Aviation Organisation and the Intergovernmental 

Panel on Climate Change 

16. The International Civil Aviation Organisation (ICAO) is the United Nations 
specialized agency that has global responsibility for the establishment of 
standards, recommended practices, and guidance on various aspects of 
international civil aviation, including environmental protection. 

17. In 1999, at the request of ICAO, the Intergovernmental Panel on Climate 
Change (IPCC)5 produced a Special Report on Aviation and the Global 

Atmosphere.6 

18. The main conclusions of this report were: 

 that aircraft emit gases and particles which alter the atmospheric 
concentration of greenhouse gases, trigger the formation of condensation 
trails and may increase cirrus cloudiness, all of which contribute to 
climate change; and 

 that aircraft are estimated to contribute about 3.5 per cent of the total 
radiative forcing7 (a measure of change in climate) by all human activities 
and that this percentage, which excludes the effects of possible changes 
in cirrus clouds, was projected to grow. 

19. The Report recognized that while the effects of some types of aircraft 
emissions are well understood, the effects of others are not, and identified a 

                                                                                                                                     
5 The Intergovernmental Panel on Climate Change (IPCC) was jointly established by the World 

Meteorological Organisation (WMO) and the United Nations Environment Programme (UNEP) in 1988 

to (i) assess available information on the science, the impacts and the economics of and the options for 

mitigating and/or adapting to, climate change and (ii) provide, on request, scientific/technical/socio-

economic advice to the Conference of the Parties (COP) to the United Nations Framework Convention on 

Climate Change (UNFCCC) 

6 Aviation and the Global Atmosphere, published April 1999 see: 

http://www.grida.no/climate/ipcc/aviation/003.htm 

7 Radiative forcing is the change in the balance between radiation coming into the atmosphere and radiation 

going out. A positive radiative forcing tends on average to warm the surface of the earth, and negative 

forcing tends on average to cool the surface. 
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number of key areas of scientific uncertainty that limit the ability to project 
aviation impacts on climate and ozone. 

20. Against this background, the ICAO Assembly in 2001 urged States to 
promote scientific research aimed at addressing the uncertainties identified in 
the Report and requested its Council to continue to co-operate closely with 
the IPCC and other organizations involved in the definition of aviation’s 
contribution to environmental problems in the atmosphere. 

21. In 2004, the ICAO adopted three major environmental goals that included 
limiting or reducing the impact of aviation greenhouse gas emissions on the 
global climate. The ICAO Council President said in November 2005 that 
“liberalization of air travel and the remarkable growth in the air transport 
sector is outpacing environmental achievements, hence the need for more 
concerted efforts on the environmental front”8. The Secretary General of 
ICAO said recently that the ICAO is considering market-based options to 
address emissions through the participation of aviation in emissions trading 
schemes and the use of emissions levies related to local air quality. He added 
that guidelines for countries wishing to implement such measures would be 
drawn up for discussion at the ICAO Assembly in 2007 when the direction 
for future action will be set.9 

The European Commission 

22. The European Union’s 6th Environment Action Programme, which was 
published on 24 January 2001, called for specific action to reduce 
greenhouse gas emissions from aviation as a priority if no action was agreed 
within ICAO by 2002. No specific action was forthcoming from within 
ICAO although as noted in paragraph 19 above, discussions have been on 
going within the ICAO. 

23. The European Commission, DG Environment, commissioned CE Delft10 in 
2004 to produce a background study on the inclusion of the aviation sector 
in the EU ETS. The overarching object of the study was to develop concepts 
to amend Directive 2003/87/EC (the Directive which established the 
Emissions Trading Scheme) to address the full climate change impact of 
aviation through emissions trading. The Delft report11 concluded that the 
introduction of emissions trading for the aviation sector, most immediately in 
respect of its CO2 emissions, while keeping the structure open for including 
non- CO2  impacts in the future, did not appear to pose many challenges that 
had not arisen in the context of the existing EU ETS. The report therefore 
proposed that emissions trading was a policy option that could be considered 
alongside other policy instruments to tackle the climate change impacts of 
aviation. 

24. When, on 27 September 2005 the Commission adopted its Communication 
entitled, Reducing the Climate Change Impact of Aviation, the accompanying 
Impact Assessment examined in detail twelve policy instruments to tackle 
aviation emissions before concluding that the inclusion of aviation in the EU 

                                                                                                                                     
8 See ICAO News Release of 30 November 2005 

9 See ICAO News Release of 30 November 2005 

10 CE Delft is an independent research and consultancy organisation based in Amsterdam. It specialises in 

developing solutions to environmental problems 

11 Giving Wings to Emission Trading, Delft, July 2005. 
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ETS appears to be the most promising way forward. The Communication 
therefore outlines plans to reduce the impact of aviation on climate change 
and recommends that aviation emissions should be included in the EU ETS. 
The Commission views the inclusion of aviation in the EU ETS as part of a 
comprehensive approach that includes research into cleaner air transport, 
better air traffic management and the removal of legal barriers to taxing 
aircraft fuel. 

The United Kingdom Government 

25. In December 2003 the United Kingdom Government published its White 
Paper on the Future of Air Transport, which, inter alia, sets out proposals to 
bring aviation within the EU ETS in 2008 to help limit greenhouse gas 
emissions from aviation. The Government also stated that it would press for 
the implementation, through ICAO, of a global aviation emissions trading 
regime. 

26. The 2003 White Paper set out the Government’s commitment to taking a 
lead in tackling the problem of climate change and reserved the right to act 
alone or bilaterally (with like-minded partners) if progress towards agreement 
at international level proved slow. 

27. The Government’s White Paper on the Future of Transport, published in 
July 2004, re-iterates the Government’s goal of ensuring that, over time, 
aviation pays its full external costs including its health and environmental 
costs. “…the aviation industry has a responsibility to reduce its impacts 
under the ‘polluter pays’ principle”12 Again the Government indicated that it 
wanted the aviation sector to enter the EU ETS in 2008 or as soon as 
possible thereafter. 

Report for information 

28. In December 2005, the EU Environment Council urged the Commission to 
bring forward a legislative proposal by the end of 2006 that is both 
environmentally useful and economically efficient. The Commission has 
established an Aviation Working Group to consider ways of incorporating the 
climate change impact of aviation into the EU ETS. This Report therefore 
reports evidence given to us to date and raises a number of issues. We 
intend to return to the topic when the Commission produces draft 
legislative proposals. 

29. We make this report to the House for information. 

 

                                                                                                                                     
12 White Paper on the Future of Transport 



14 INCLUDING THE AVIATION SECTOR IN THE EUROPEAN UNION  
 EMISSIONS TRADING SCHEME 

CHAPTER 2: AIR TRANSPORT AND THE ENVIRONMENT 

Introduction 

30. Aviation meets three main needs, business and leisure related travel and air 
freight. Passengers travelling for leisure reasons benefit not only the airlines 
and airports but also the tourism industry and economy of their destination. 
Business travel helps develop global trade and investment. Globally, the 
airline and airport industry employs 4.3 million people directly and the civil 
aerospace industry employs 730,00013. A further 5.8 million jobs depend 
upon purchases of goods and services by the aviation industry in its supply 
chains. The aviation industry contributes substantially to additional job 
opportunities in tourism and freight. International visitors arriving by air 
support 6.7 million jobs.  

31. In broad terms, the globalisation of leisure travel and of business assisted by 
aviation is at an early stage of development. Further substantial growth in 
aviation appears likely as this globalisation continues, income levels rise and 
deregulation in air markets continues around the world. However, as with 
many other business and consumer activities, aviation has an impact on the 
environment.  

32. In its Communication, Reducing the Climate Change Impact of Aviation, the 
European Commission addresses the growing impact of aviation emissions 
on the climate. The number of aircraft miles flown and the rate at which 
technological improvements and innovations in aviation are introduced 
broadly governs the level of these emissions. 

Current and projected air traffic levels 

33. At a global level, preliminary figures from ICAO suggest that scheduled 
services carried 1.88 billion passengers and 37.6 million tonnes of freight in 
2004. 40% of international tourists travel by air and 40% of international 
exports by value are transported by air. 

34. The EU was responsible for around 36% of all global air passenger 
movements in 2003. Of this, air travel within the EU accounted for 24% and 
the EU share of air travel into and out of Europe (approximated by taking all 
departures from the EU to non-EU destinations) was 12%.14 

35. Approximately 80% of all European air traffic is due to tourism. The 
remaining 20% is a mixture of business travel and freight.15 

36. European passenger air traffic is growing at a rate of around 4% p.a., while 
freight air traffic is growing at around 6.4% p.a.. The IPCC in 1999 
projected that global air passenger travel would grow by about 5% p.a. 
between 1990 and 2015. The United Kingdom Government’s Aviation 
White Paper of December 2003 provides for a substantial expansion in air 
traffic at 30 United Kingdom airports from the 2003 level of 180 million 

                                                                                                                                     
13 The Economic and Social Benefits of Air Transport, Air Transport Action Group 

14 DG TREN – Analysis of the European Air Transport Industry, January 2005. 

15 Commission’s RIA 
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passengers p.a. (mppa) to 476 mppa by 2030, a projected 3.7% annual rate 
of growth.16 

Current and projected environmental effects of aviation 

37. There is broad agreement that aviation is currently responsible for around 
3% to 4% of carbon emissions within the EU but also that this proportion 
will grow significantly in the future. In the following paragraphs we set out 
some projections of future aviation emissions levels. 

38. The IPCC Special Report on Aviation and the Global Atmosphere predicted, 
in 1999, that aviation CO2 emissions would grow in the future. Global 
passenger air travel was projected to grow by about 5% p.a. between 1990 
and 2015 whereas total aviation fuel use was projected to increase by 3% p.a. 
during the same period (the difference is due largely to improved aircraft fuel 
efficiency). 

39. The IPCC Special Report further stated that emissions of carbon dioxide by 
aircraft were about 2% of total global CO2  emissions in 1992 or about 13% 
of carbon dioxide emissions from all transport sources. The Special Report 
then considered a range of scenarios for future trends: all anticipated that 
CO2  from aircraft emissions would continue to grow significantly. 

40. There are also non- CO2  impacts of aviation on climate change, which the 
IPCC considered. They include emission of nitrous oxides that increase 
ozone and methane in the atmosphere, water vapour (which is a greenhouse 
gas), condensation trails17 that tend to warm the earth’s surface, and cirrus 
clouds that can be caused by contrails and cause the earth’s surface to warm. 
They also include sulphate and soot aerosols that may play a role in 
enhanced cloud formation and change the radiative properties of clouds.18 

41. The EU’s total greenhouse gas emissions fell by 5.5% from 1990–2003. In 
the same period the carbon dioxide emissions from the international aviation 
of the 25 Member States of the European Union rose by 73% or 4.3% p.a.19 
In written evidence, the Department for Environment, Food and Rural 
Affairs (DEFRA) pointed out that, according to the EU greenhouse gas 
monitoring mechanism, in 2001, carbon dioxide from aviation emissions 
accounted for 3% of the EU’s total carbon dioxide emissions, up from 1.8% 
in 1990. The Commission points out that if growth continues at this rate, 
aviation emissions will account for 4.5% of total carbon emissions by 2012. 
Research published by the Tyndall Centre20 in 2005 claims that, if 
unchecked, aviation will account for the EU’s entire carbon budget by 2045, 
if the EU aims to stabilise its carbon emissions at 450ppm21. 

                                                                                                                                     
16 Passenger Forecasts: Additional analysis, published by the Department for Transport in December 2003 

and available at 

http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_031861.pdf 

17 These are generally referred to as contrails 

18 See Footnote 7 

19 Environment Agency written evidence 

20 The Tyndall Centre for Climate Change Research, University of Manchester. 

http://www.tyndall.ac.uk/index.shtml.  

21 Parts Per Million. A unit of concentration. 
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42. In 2000, aviation in the United Kingdom was responsible for around 11% of 
the total climate change impact of the United Kingdom.22 United Kingdom 
forecasts suggest that the United Kingdom’s combined domestic and 
international aviation emissions could account for up to a quarter of the 
United Kingdom’s total contribution to global warming by 2030.  

43. In summary, the current level of aviation emissions is small as a proportion of 
total global, EU or United Kingdom CO2  emissions. However, all 
commentators agree that, in the absence of public policy changes, passenger 
air travel and air-freight will continue to increase and with it a significant 
growth in CO2 emissions. In addition, aviation causes other emissions that 
appear likely to contribute to global warming. 

European Commission’s solution 

44. Any environmental policy measures have to assess and weigh up the benefits 
and costs involved. In the case of aviation, the industry is strongly linked to 
global business and economic growth, also strong and continued growth in 
demand is forecast for personal as well as business travel. On the other hand 
there is widespread agreement that growth in aviation will bring significant 
growth in emissions and damage to the global environment unless something 
changes the equation. Is it possible to have both growth in aviation and 
reductions in the levels or growth of emissions from aviation? If policy 
intervention is proposed, how can it achieve the best balance of outcomes at 
least cost? 

45. It is against this background that the European Commission is proposing 
that aviation emissions should be included in the European Union Emissions 
Trading Scheme. In the next chapter we go on to review the options for 
dealing with the climate change impact of aviation considered by the 
Commission. 

                                                                                                                                     
22 BAA written evidence 
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CHAPTER 3: OPTIONS FOR TACKLING THE CLIMATE-CHANGE 

IMPACT OF AVIATION EMISSIONS 

46. The Commission has produced an impact assessment to accompany its 
Communication, Reducing the Climate Change Impact of Aviation. This 
analyses twelve options for dealing with the climate change impact of 
aviation. In this chapter, we set out the twelve options and the views of the 
Commission and our witnesses on these options. 

Options considered to be not sufficiently effective or practicable 

47. The following five options were, after preliminary screening, rejected by the 
Commission for Community-level implementation at this stage because they 
were not sufficiently effective or practicable. 

  restrictions on air traffic volumes 

 regulatory standards 

 restrictions on access to EU airports for the least-efficient aircraft 

 voluntary agreements with airlines to reduce emissions 

 departure/arrival taxes, VAT on air transport, removal of public 
subsidies. 

Restrictions on air traffic volume 

48. Restricting the volume of air traffic at individual airports would guarantee a 
reduction in greenhouse gas emissions from aviation. The Commission 
concludes however that it would be a disproportionate measure that would 
preclude the full use of existing airport capacity and would involve a choice 
as to the desirable level of aviation activity that could not be based on any 
objective measurement. The Commission also points out that such action 
would breach the principle of subsidiarity since it is within the sphere of 
competence of Member States. 

Regulatory standards 

49. These could be either technical design standards that affect the aircraft 
engine design or operating standards that affect the way an aircraft is 
operated. ICAO recommends technical design standards to limit emissions of 
certain pollutants from aircraft engines. The Commission believes that 
technical design standards implemented at Community level alone would 
significantly distort the market for large civil aircraft and jet engines in favour 
of manufacturers based outside the EU and therefore not subject to these 
design standards. 

Restrictions on access to EU airports for the least-efficient aircraft 

50. In its impact assessment the Commission explains, “the establishment of 
operational restrictions based on climate performance indicators agreed at 
EU level is considered a less promising avenue than the use of economic 
instruments which would provide more flexibility for aircraft operators.” 
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Voluntary agreements with airlines to reduce emissions 

51. The Commission discussed the necessary conditions for and goals of a 
possible voluntary agreement in its 1999 strategy. In 2004, ICAO’s 
Committee on Aviation Environmental Protection (CAEP) endorsed a 
template agreement and guidance on voluntary measures. Neither of these 
has resulted in any concrete voluntary agreement being signed. 

Departure/arrival taxes, VAT on air transport, removal of public subsidies 

52. The Commission suggests that a movement-based aviation tax (for example, 
a flight departure tax levied on all flights leaving Community airports) would 
provide no incentive to operators to improve environmental performance or 
to invest in cleaner technologies. However, a movement-based aviation tax 
would provide environmental benefits to the extent that it had influenced air 
transport demand. The Commission concludes, “to the extent that other 
more sophisticated options are available and deliverable, such taxes are not 
the preferred way of mitigating the climate impacts of aviation.” 

53. Domestic air passenger transport is currently subject to VAT in some EU 
Member States although not in the United Kingdom. International air 
passenger transport is exempt from VAT in all Member States. Applying 
VAT to all air passenger flights could contribute to reducing the climate 
impact of aviation by reducing demand but it would not provide a specific 
incentive to reduce emissions. Much the same could be said of the Air 
Passenger Duty levied on departures from the United Kingdom. 

54. The Commission explains in its impact assessment that public subsidies to 
the aviation industry are currently illegal, save for rescue aid or restructuring 
aid, and therefore the Commission believes that the removal of subsidies 
would not offer a significant opportunity for environmental improvement. 

Options considered inadequate to achieve policy objective but worth 

pursuing 

55. The following five options were considered inadequate to achieve the policy 
objective of reducing CO2 emissions as quickly as possible but nevertheless 
worth pursuing: 

 raising awareness of air transport users 

 improving air traffic management 

 research and development in air transport technology and operations 

 applying energy taxes to commercial aviation23 

 improving the competitiveness of rail transport 

Raising awareness of air transport users 

56. The Commission thinks that raising the awareness of consumers about the 
effects of their behaviour could directly influence the choice of mode of 
transport, the choice of destination and/or the choice of airline. However the 
Commission accepts that raising consumer awareness is unlikely on its own 

                                                                                                                                     
23 Civil aviation includes both private and commercial aviation. This option deals only with applying energy 

taxes to commercial aviation. 
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to have a significant impact on demand for air services, or to channel that 
demand towards more efficient operators. 

Improving air traffic management 

57. The 1999 IPCC Special Report estimated that improvements in this area 
could help to improve overall fuel efficiency by 6–12%. The International Air 
Transport Association estimates that eliminating delays in Europe would 
save 1 million tons of CO2 emissions p.a.. Strategies to improve Air Traffic 
Management (ATM) are being examined by Eurocontrol24 in the framework 
of their 20 year strategy ATM 2000+. At a Community level, improvements 
in ATM if achieved could offer a modest opportunity to reduce aviation 
emissions in Europe over the next few years but cannot be the primary 
instrument for dealing with the climate impact of aviation. 

Research and development in air transport technology and operations 

58. In its impact assessment, the Commission details the significant sums of 
money that have been devoted to the research and development of new 
technological and operational solutions to reduce aircraft emissions. Any 
resulting advances are likely to have a long lead time and thus the 
Commission judges this option as worth pursuing but unlikely to produce 
sufficiently urgent results for it to be the primary instrument for dealing with 
the climate impact of aviation. 

Applying energy taxes to commercial aviation 

59. It is common for Member States to exempt fuel used for international air 
services from energy and similar taxes25. The Commission concludes that the 
extension by Member States of energy taxation to aviation could provide 
side-benefits in terms of greenhouse gas reductions relatively quickly but only 
to a limited extent. This option is not considered sufficiently robust to be the 
basis for a strategy for achieving the Commission’s policy objectives in this 
area. 

Improving the competitiveness of rail transport 

60. The encouragement of modal shift from air to rail could make a modest 
environmental impact in the short term. It would not however, according to 
the Commission, help to provide stronger economic incentives to improve 
the aviation industry’s environmental performance and to reflect better the 
true costs of air transport in the price. 

Options considered in detail by the Commission 

61. The following 2 options were considered the best options to achieve most 
effectively the policy objectives and are considered in detail in the 
Commission’s Impact Assessment: 

 en-route charges or taxes on aircraft emissions and impacts 

 emissions trading for aviation 

                                                                                                                                     
24 European Organisation for the Safety of Air Navigation. 

25 This is done under the Chicago Convention 
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We agree that these are the main options. 

En-route charges or taxes on aircraft emissions and impacts 

62. En route charges are aimed at the wider impact of aviation’s climate effects 
arising from emissions along the entire flight trajectory and should be 
distinguished from charges or taxes designed to tackle local environmental 
problems at and around airports. 

63. In 2002 the Commission published a study of en route charges aimed at 
mitigating the climate-change effect of air transport in Europe26. The analysis 
made by the Commission of en-route taxes and charges in its 2005 Impact 
Assessment is essentially based on this study and considers two policy 
variants: 

 An environmental charge whereby each aircraft would pay a charge 
based on the volume of greenhouse gas emissions it discharged in EU 
airspace. This option would raise revenue; 

 A performance standard incentive whereby the better an aircraft 
performed relative to a standard, the more money it would receive and 
the worse it performed the more money it would pay. This option would 
be revenue neutral—the sum of payments and revenues would equal 
zero. 

Emissions trading for aviation 

64. The Commission’s impact assessment notes that including aviation in the 
EU ETS would require consideration of many design details, including how 
to take into account the full climate change impact of aviation. We discuss 
these issues below. 

Commission’s conclusions 

65. The Commission’s Impact Assessment concludes that in terms of 
effectiveness and efficiency, charges and emissions trading are equivalent. In 
terms of potential for wider application and legal certainty, emissions trading 
is preferable to charges.  

66. The Commission’s summary of the advantages and disadvantages of these 
two option shows that whereas for taxes and charges the advantages and 
disadvantages, numerically at least, are equal, for emissions trading the 
number of advantages is almost double the number of disadvantages.  

What views were expressed in written and oral evidence? 

67. The vast majority of the evidence we received was in favour, in principle, of 
aviation joining the EU ETS. British Airways recognised that, “air transport’s 
climate change impacts must be addressed…if practical solutions are not 
found to address the impact of aircraft emissions in flight, there is increased 
risk of punitive measures being introduced, damaging competitiveness and 
delivering limited environmental benefit”. 27 

                                                                                                                                     
26 Economic incentives to mitigate greenhouse gas emissions from air transport in Europe, CE Delft, 2002  

27 British Airways written evidence 
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68. BAA Plc welcomed the proposal to include aviation in the EU ETS, “We 
believe that an open emissions trading scheme represents the most 
economically efficient and environmentally effective way of industry 
addressing the impact of emissions”28 Dr Paul Upham from the Tyndall 
Centre for Climate Change accepted that, “providing double-counting of 
emissions is avoided, there appears to be no reason why the EU ETS should 
not be expanded to include other…activity, including transport.”29 

69. In oral evidence, the Minister, Mr Elliot Morley MP, explained that there 
were a range of options that could be applied to the aviation sector to tackle 
its climate change impacts but that carbon trading was one of the most 
effective and that the United Kingdom Government were keen to include 
aviation in the EU ETS as soon as possible (Q 261). Mr Wiltshire of the 
British Air Transport Association told us “We do not believe that there are 
politically practical alternatives to [including the aviation sector in the EU 
ETS]” (Q 50) 

70. Friends of the Earth welcomed the introduction of the ETS and believed that 
there was “no reason why any sector of industry could not be included within 
the EU ETS”30 However they had doubts whether the ETS as currently 
configured could cope with the inclusion of aviation and recommended that 
consideration could be given to protecting “more vulnerable” sectors by 
creating a dedicated aviation ETS linked through a controlled “buy only” 
gateway to the current ETS.31 

71. On the other hand, the European Low Fares Airline Association (ELFAA) 
did “not see it as necessary or appropriate to extend the ETS to include 
aviation.”32 They understood the case for reduction in emissions but believed 
that the considerable efforts already made by the airline industry to reduce 
carbon emissions had not been taken into account and would not be taken 
into account in an ETS that included aviation. In oral evidence it appeared 
that the ELFAA’s objection to including aviation in the EU ETS stemmed 
from the fear that the no-frills sector would be disproportionately affected by 
such a move, “We do operate only within Europe…. so we will have the full 
impact… We are the sector which will be most affected.” (Q 108) 

Other solutions to aviation’s climate change impacts 

72. In both written and oral evidence, our witnesses referred to possible methods 
of tackling the climate change impacts of aviation other than emissions 
trading. These included both measures that they would employ alongside 
inclusion of the aviation sector in the EU ETS and measures that they 
thought were not appropriate to address the climate change impacts of 
aviation. In this section we examine these measures and the views expressed 
in the evidence we received. 

                                                                                                                                     
28 BAA Plc written evidence 

29 Tyndall written evidence 

30 Friends of the Earth written evidence 

31 This was not explained further in the written evidence of Friends of the Earth. We understand it to mean 

that aviation would not be allowed to purchase allowances from other sectors but other sectors would be 

allowed to purchase allowances from the aviation sector. 

32 ELFAA written evidence 
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Fuel tax 

73. In written evidence, the Aviation Environment Federation and Friends of the 
Earth believed that a kerosene tax could play a part in dealing with aviation’s 
climate change impacts. Friends of the Earth thought that, “direct taxes or 
charges would curb demand and therefore emissions”33 and said that if 
aviation were included in the EU ETS, the exemption of aviation from 
kerosene tax needed to be addressed to ensure fair competition between all 
sectors included in the EU ETS. 

74. DEFRA recognised that, in the light of ICAO’s policy34, fuel used for 
international aviation should not be subject to tax and “a unilateral approach 
to aviation fuel tax would not be effective.”35 Mr Morley, whilst recognising 
in his written evidence that the global exemption of aviation kerosene from 
fuel tax was anomalous36, said that at this stage the United Kingdom 
Government did not wish to put additional costs on the industry (Q 317). 
Mr Gammeltoft, Head of Clean Air and Transport Unit, DG Environment, 
European Commission believed that taxation options were a possibility but 
explained that the bilateral air service agreements that individual Member 
States had with third countries would need to be renegotiated before taxation 
became a real possibility. (Q 104) Taxation options would take a 
considerable length of time to negotiate and implement and this effectively 
ruled them out of consideration at this stage. 

75. There was unanimity amongst the airlines and airline representative bodies 
from whom we heard that a fuel tax was not a feasible way forward, 
“Taxation applied to emissions, fuel usage….would not only be bad for the 
economics of our industry, it would also be bad environmental policy.”37 

En-route charges 

76. In paragraphs 62 and 63 en route charges were explained. This was the only 
option, other than emissions trading for aviation, considered in detail by the 
Commission in its impact assessment. Both the Aviation Environment 
Federation and BAA Plc believed that such a scheme could have a part to 
play in tackling the climate change impacts of aviation. BAA Plc would only 
support the revenue-neutral version of the scheme and, whilst maintaining 
that it would not be sufficient on its own, wanted it to be kept under review 
for aviation’s non- CO2 impacts.38 

Carbon offset schemes 

77. The Kyoto Protocol allows industries to meet emission reduction 
commitments in part by funding tree planting (known as “carbon sinks”) in 
the developing world. If aviation were brought into the European Union 
ETS, such schemes would be available to airlines just as they are to other 
emitters. 

                                                                                                                                     
33 Friends of the Earth written evidence 

34 Under the Chicago Convention 

35 DEFRA written evidence 

36 DEFRA written evidence 

37 BA written evidence 

38 BAA Plc written evidence 
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78. Some airlines already voluntarily run carbon emissions offset schemes 
whereby passengers are given the option of paying a third party organisation 
to invest in projects that reduce emissions elsewhere in the world. We 
received some evidence advocating this voluntary commitment scheme as a 
useful extra tool in fighting aviation’s climate change impacts.39 The evidence 
to date is that take up of these voluntary schemes has been very modest but, 
as the British Air Transport Association (BATA) pointed out, any passenger 
taking up the offset option would have to pay a higher overall cost (Q 8). The 
United Kingdom Government recognises that the provision of such schemes 
demonstrate that the industry has recognised its environmental responsibility 
and is responding proactively.40 

Improved efficiency of Air Traffic Control 

79. Mr Callaghan of RyanAir, speaking on behalf of ELFAA, told us that there 
were huge inefficiencies in Air Traffic Control and that, if this issue were 
properly tackled, a 12% reduction in carbon emissions could be obtained 
(Q 133). British Airways acknowledged that this figure came from an 
authoritative source (the IPCC) but questioned whether it was achievable 
because of the number of political obstacles, including military use of 
airspace, which would have to be overcome (Q 242). Mr Wiltshire, Secretary 
General of the British Air Transport Association, accepted that 
improvements in Air Traffic Control could bring about a reduction in carbon 
emissions (Q 55). BAA told us that advanced air traffic management could 
reduce environmental impacts by routing aircraft to avoid climate-sensitive 
parts of the sky where contrails would otherwise be produced.41 The 
Minister, Mr Morley, agreed and reminded the Committee that there was a 
20-year plan at EU level to bring about improvements to Air Traffic Control 
(Q 315).  

80. Most witnesses who considered improvements in Air Traffic Control as a 
viable tool to cut aviation CO2 emissions wanted it to be used in conjunction 
with the EU ETS. ELFAA wanted it to be used in conjunction with 
technological improvements. 

81. If aviation enters the ETS, technological improvements in the 
aviation industry will become even more urgent in order to reduce 
emissions while maintaining growth in air travel and airfreight. Air 
traffic management and control improvements can help reduce 
aviation emissions and measures to maximise these improvements 
should be pursued vigorously within the European Union and 
internationally. 

Investment in new technologies 

82. Mr Buck, BATA, explained that the new Boeing 787 aircraft should offer a 
20 per cent fuel energy saving. This aircraft would be in service by 2008 and 
should offer fuel efficiency and a corresponding carbon emissions saving. 
(QQ 54–55). Mr Callaghan of ELFAA mentioned the Boeing 800 series 737 
in which Ryan Air had invested as part of a 3 billion euro fleet replacement 
programme during the past five years. This aircraft had, “had the impact of 

                                                                                                                                     
39 BA written evidence, Monarch Airlines written evidence 

40 DEFRA written evidence 

41 BAA written evidence 
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reducing our per passenger emissions by 50 per cent. It has also reduced fuel 
burn by 45 per cent” (Q 113). ELFAA detailed a number of other 
technologies that no-frills airlines had invested in or would invest in which 
could deliver a cut in emissions (QQ 113–115). 

Other policy tools 

83. If agreement to the inclusion of aviation in the ETS could not be obtained, 
the Environment Agency favoured an increase in Airline Passenger Duty 
(APD) or an EU-wide emissions charge.42 

Inclusion of intra-UK flights in NAP of current ETS 

84. Regardless of agreement to the inclusion of aviation in the EU ETS, the 
Environment Agency thought that the United Kingdom could show 
leadership in the area of tackling the climate change impacts of aviation by 
including intra-UK flights in its own second phase of the National Allocation 
Plan of the current ETS. 

Conclusions 

85. The paragraphs above demonstrate that there was broad agreement both by 
the Commission and by most of our witnesses that emissions trading was the 
best way forward as the primary instrument to tackle the climate change 
impacts of aviation CO2 emissions. Even the ELFAA, the only witness who 
thought that it was inappropriate to extend emissions trading to the aviation 
sector, acknowledged that the scheme was likely to get political backing.43 

86. All witnesses expressed concern about the details of an ETS that included 
aviation: even those who were supportive of the proposal in principle said 
that the devil was in the detail. In the next chapter, we examine the evidence 
that we have received about the detailed design of the scheme. 

87. We therefore conclude that, in principle, the inclusion of aviation 
emissions in the EU ETS is appropriate. 

                                                                                                                                     
42 Environment Agency written evidence 

43 ELFAA written evidence 
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CHAPTER 4: DESIGN OF AN ETS WHICH INCLUDES AVIATION 

88. The Commission has concluded that inclusion of the aviation sector in the 
EU ETS is the best way forward to deal with the climate change impacts of 
aviation and it appears likely that a legislative proposal to facilitate this will 
be produced during 2006. 

89. A number of issues arise when considering the detailed design of an 
emissions trading scheme that includes aviation. In this Chapter, we 
consider: 

  the issues which the Commission has acknowledged need to be 
addressed and the views expressed to us by witnesses; and 

 other issues raised during the course of our inquiry. 

90. The CE Delft Report, produced on behalf of the Commission, identified the 
following seven design elements, which would require careful consideration: 

 Interplay with Kyoto Protocol; 

 Coverage of climate impacts (which of aviation’s climate-change impacts 
should be included in the ETS?) ; 

 Geographical scope of the scheme; 

 Decision on allocation rules; 

 Trading entities;44 

  Allocation method for allowances; and 

 Monitoring method. 

91. In its Communication, the Commission distilled these into four core issues: 

 type of entity made responsible for aviation’s climate-change impact; 

 extent to which the full impact is addressed; 

 types of flight covered; and 

 calculation and apportioning of sector’s emissions limitation. 

92. In the following paragraphs we examine the design issues that were presented 
to us during the course of our inquiry, following the order as set out in 
paragraph 90 above. Little or no evidence was received relating to the 
monitoring method and therefore we do not examine this element. 

Interplay with Kyoto Protocol and with the existing EU ETS 

93. Greenhouse gas emissions from fuel consumption in international aviation 
are not covered by the Kyoto Protocol and are accordingly reported 
separately in national inventories. By including aviation within the EU ETS, 
the European Union would be going further than the requirements of the 
Kyoto Protocol. This raises a number of issues. If aviation is included in the 
ETS, how will the emissions from aviation relate to the existing EU Kyoto 

                                                                                                                                     
44 This refers to which entities should receive and surrender emissions allowances. The CE Delft Report 

considered the following options:  aircraft operators, airports, fuel suppliers, providers of air traffic 

management and aircraft manufacturers. See paragraph 135 for more detail. 
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obligations on emissions reductions? As aviation is not within existing Kyoto 
obligations, what will the new self-imposed aviation emissions obligations 
represent? 

94. If aviation is included within the ETS, will the existing overall ETS limits 
[allowances] on carbon emissions be maintained or will the overall level be 
increased in order to accommodate the inclusion of the aviation sector? If the 
latter, by how much will the overall permitted level of emissions [allowances] 
be increased and on what basis? As time passes, and if there is pressure to 
increase the level of permitted CO2 emissions arising from aviation, will that 
mean smaller overall reductions in CO2 by the EU or even increased levels? 
Will there be a clear policy framework laid down to provide regulatory 
certainty on the future levels of allocated CO2 allowances for the aviation 
sector and will that cap be expected to expand or decrease over time? 

95. Answers to the questions raised in paragraphs 93 and 94 are of substantial 
importance in determining a number of matters. First, what will be the 
initial and future impact upon the price of carbon, upon other 
industries in the ETS and their customers, and upon CO2 emissions? 
Second, will the ETS be a robust framework within which to 
accommodate EU policies on aviation emissions and on air-passenger 
and air-freight growth in the future? Are those policies clear and 
compatible? 

96. One issue on which witnesses and the Commission were agreed is that 
emissions from international aviation should ideally be included in a wider 
international, even global agreement. Discussions on a post-2012 climate 
change regime are currently taking place. At the time of writing this Report, 
it was unclear what progress if any had been made on this at the Montreal 
Conference on climate change and Kyoto2. The position of the USA and in 
due course of China and India will be important on aviation emissions as 
well as on climate change more generally. The reported approach within the 
ICAO suggests that discussions on aviation emissions policy may yet make 
progress there although the same considerations may apply there. 

97. We encourage the Commission to continue to press for international 
aviation to be included in any post-2012 climate change regime. 

Coverage of climate impacts 

98. The European Union Emissions Trading Scheme monitors and aims to 
reduce CO2 emissions but currently does not monitor or seek to address the 
other climate change impacts of aviation which include emission of nitrous 
oxides and water vapour (which is a greenhouse gas), formation of contrails 
and emissions of sulphate and soot aerosols. Does this matter? 

99. Dr Anderson, of the Tyndall Centre, told us that the warming effects of 
nitrous oxides emitted from aircraft are 2 to 4 times that of CO2. However, 
the effects of nitrous oxides last for only a few days compared to the effects of 
CO2, which last for about a hundred years and hence are cumulative. He 
suggested that the non- CO2 effects of aviation should be dealt with 
separately from carbon, which should be included in the EU ETS (Q 338). 

100. Mr Lockley of the Aviation Environment Federation (AEF) expressed 
concern that, if emissions of nitrous oxides were not monitored, airlines 
would divert all their environmental effort to reducing emissions of CO2 and 
“let the nitrous oxides question go by the board” (Q 164). The Environment 
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Agency said that the global warming impact of aviation is three times greater 
than the equivalent amount of ground level emissions of CO2, therefore the 
wider climate change impacts of aviation must also be considered. However, 
the Environment Agency said that emissions such as nitrogen oxides and 
water vapour might best be dealt with by an EU charge rather than by the 
ETS, because the effects of these emissions are felt regionally rather than 
globally.45 

101. BAA recognised that total climate change impacts should be addressed46. 
They thought it might be possible to expand the ETS to include these effects 
in the future though there are practical difficulties to overcome. As reported 
in paragraph 19 above, the 1999 Report of the Intergovernmental Panel on 
Climate Change recognized that while the effects of some types of aircraft 
emissions are well understood, the effects of others are not, and identified a 
number of key areas of scientific uncertainty that limit the ability to project 
aviation impacts on climate and ozone. The Environment Agency told us 
that it is considered unlikely that additional non- CO2 gases will be 
incorporated in Phase II of the EU ETS.47 The Communication from the 
Commission says that both the CO2 and non- CO2 impacts of aviation should 
be included as far as possible.  

102. We urge the United Kingdom Government and the European 
Commission to fund further research into understanding and 
addressing the non-CO2 climate change impacts of aviation, and to 
seek wider international agreement on this issue as the basis for 
future policy. 

Geographical scope of scheme 

103. We can categorise flights involving the European Union into those flights 
that are entirely within the EU (flights that both take off and land within the 
EU) and those flights between the EU and third countries. Of the latter, an 
equal number of flights depart the EU for third countries to the number that 
land in the EU from third countries. If the aim is to cover those emissions for 
which the EU is “responsible” and avoid double counting then this could be 
dealt with by all “intra EU” flights plus all flights departing the EU for third 
countries. (Q 79) In effect, this would involve all flights departing EU 
airports. This would cover all the EU’s contribution to aviation’s CO2 

emissions, some 40% of which arise from intra-EU flights and some 60% 
from departing flights to third countries (Q 79).  

104. Our inquiry revealed different views on which flights should be included 
when aviation emissions are calculated if aviation enters the ETS. Should it 
be “intra-EU” flights only? If so, what is the relevant geographical area of the 
EU? Does it include all parts of the Community “including islands, the 
Outermost Regions and Overseas Countries and Communities”?48  The Delft 
Report makes the distinction between Ultra Peripheral Regions (UPR), e.g. 
the Canaries, Madeira, Martinique; and Overseas Countries and Territories 
(OCT), e.g. Bermuda, Montserrat, Saint Helena when it considers five 
scenarios for the geographical scope of an ETS including aviation. (See the 

                                                                                                                                     
45 Environment Agency written evidence 

46 BAA written evidence 

47 Environment Agency Written evidence 

48 Environment Council conclusions, 2 December 2005. Paragraph 6. 
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Minister’s supplementary written evidence for a complete list). Should an 
intra-EU scheme include Iceland, Norway and Switzerland? Should it 
include flights between the EU and all third countries? If so, which flights, all 
departing flights or also flights arriving in EU from third countries? If some 
parts of the EU (UPR and OCT) were excluded from an “intra-EU” 
scheme, would they have to be included in a wider scheme including all 
departing flights from EU airports? Should only flights in EU airspace be 
included and if so, how would over-flying by aircraft [without taking off or 
landing in the EU] be treated? 

A global scheme 

105. Without exception, our witnesses said they would greatly prefer a global 
scheme that would cover all aviation CO2 emissions if that were achievable. 
However, it was generally accepted that the EU did not have the competence 
to introduce this and that ICAO was the body with responsibility in this area. 
We have noted above (paragraph 22) that progress by the ICAO in this 
direction has so far been limited. But it is reported to be considering market 
based options to address aviation emissions through emissions trading 
schemes and guidelines will be drawn up for discussion at its Assembly in 
2007. 

106. Many witnesses expressed the wish that the European Union ETS which 
included aviation should be the stepping stone to a global scheme, “the 
European emissions trading system… offers an opportunity to involve the 
rest of the world in our efforts to combat climate change… we should be 
making a system here which could logically be continued by the rest of the 
world” (Q 79). 

Inclusion of intra-EU flights only 

107. More than 95% of intra-EU flights are by EU airlines. (Q 99) Including only 
intra-EU flights in the EU ETS may be the simplest to achieve of the 
geographical scope options. Many of our witnesses assumed that this would 
include all such flights irrespective of nationality of the airline involved 49 
British Airways, concerned about the difficulties of including emissions from 
carriers based outside the EU, favoured an intra-EU scheme only because 
they thought it was the best that was achievable. They expected such a 
scheme to form a bridge between the current position and an ETS that 
included all aviation CO2 emissions.50 Other witnesses questioned whether 
the EU could include non-EU airlines in the ETS. The Minister assured us 
in oral evidence that there is no legal obstacle to applying a scheme to non-
EU airlines for flights departing the EU and, we assume, for intra-EU 
destinations. (Q 287) We noted the careful language of the Minister on this 
important point but note that there is some doubt on the issue. See also 
paragraph 116 on a related point. 

108. Air France supported the position of the European Aviation Agency that for 
further analysis the geographical scope be limited to intra-EU flights (with a 
possible extension to associated European States), irrespective of nationality 
or type of operation. They said that “intra-EU” should exclude overseas 
territories of EU Member States and exclude over flights. There appears to 

                                                                                                                                     
49 See, for example, BAA written evidence 

50 BA written evidence 
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be some sensitivity within the Commission and Council of Ministers on the 
inclusion of Ultra-Peripheral Regions and Overseas Countries and 
Territories within an intra-EU scheme. In the event that air fares rise 
significantly over time, the impact upon travel between the EU and some of 
these areas could be considerable as might be the economic consequences for 
the areas concerned. If the areas are not included, it could raise questions 
about the desire of the EU to introduce a comprehensive scheme for 
aviation. Other parts of the EU might seek omission or relief from the 
scheme, e.g. Cyprus or in due course Turkey. The Environment Council of 
Ministers urged the Commission to consider, inter alia, “the diversity of 
situations in the various regions of the Community” when undertaking an 
impact assessment during 2006.  

109. The ELFAA thought it possible that proposals based on intra-EU flights 
might not include flights within the EU by non-EU airlines and on that basis 
believed the proposals would be discriminatory. Other witnesses51 assumed 
that coverage would include all intra-EU flights and would not have any 
significant effects on the competitive position of EU airlines relative to non-
EU airlines. 

110. Some witnesses were concerned that the application of the ETS to intra-EU 
flights only, including non-EU airlines, could distort competition within the 
aviation industry in favour of flights to and from non-EU destinations against 
intra-EU flights52 although that was not a general concern. The ELFAA, 
however, argued strongly that this approach would disproportionately affect 
those airlines that operated only within Europe. They argued that standard 
business model airlines53 which concentrate on inter-continental traffic could 
absorb any increased cost of their intra-EU operations and spread it over 
their entire network. Monarch Airlines made a similar point in their written 
evidence. 

111. In oral evidence, Mrs Jan Skeels of the ELFAA explained that an intra-EU 
scheme would impact upon their members 100% because, “we operate only 
within Europe …. whereas other airlines can carry some of the costs of 
operating within Europe or they can cross-subsidise those costs from 
operations outside of Europe, or indeed operations coming into Europe”  
(Q 110). 

112. Mr Buck, representing the leisure carrier members of BATA54, put it to us 
that, “the overall cost base of my airline with a 75 per cent exposure to an 
Emissions Trading Scheme compared to [an]other airline which might only 
operate flights to and from Florida, which would have a zero exposure to the 
cost of an Emissions Trading Scheme, would affect the overall cost base of 
the two airlines and could distort competition with my airline as opposed to 
theirs” (Q 40). 

113. The Commission also told us that restricting the proposals to intra-EU 
flights would raise competitive concerns.55  

                                                                                                                                     
51 See for example BAA written evidence paragraph 4.3.1 

52 Aviation Environment Federation written evidence 

53 These are airlines that do not consider themselves to be, nor market themselves as “no-frills airlines”.  

54 The members of BATA are Astraeus, B A CitiExpress, bmi, Britannia Airways, British Airways, DHL Air, 

Excel Airways, First Choice Airways, flybe, Monarch Airlines, My Travel, Thomas Cook, Virgin Atlantic 

Airways. 

55 See European Commission’s supplementary written evidence 
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Inclusion of intra-EU flights plus flights departing from the EU 

114.  The Communication from the Commission expressed the preference to 
cover all flights departing from EU airports, both to intra-EU and to third 
country destinations.(Q 106) This would capture all the EU’s contribution 
to aviation’s CO2 emissions, some 40% of which arise from intra-EU flights 
and some 60% from flights to third countries. 

115. Mr Gammeltoft explained that the Commission were looking to create a 
system that could logically be extended to the rest of the world. (Q 79) They 
believed that an ETS covering intra-EU flights and flights departing from the 
EU was the best way forward to achieve this, i.e. all departures from EU 
airports. 70% of these flights are by EU airlines, 30% by non-EU airlines.  
(Q 99) 

116. Representatives from the BATA concurred with the Commission’s view, “I 
would support what the Commission is proposing to do, which is to have a 
scheme as wide as possible within the EU, including all flights departing 
from the EU. There may well be bilateral difficulties in achieving that, but, 
as I understand it, at the moment that is the Commission’s stated aim and 
that is what we would support.” (Q 260) In written evidence, the BATA had 
told us that they believe it will be extremely difficult to get agreement from 
many non-EU states to include emissions produced outside EU airspace and 
by non-EU airlines.56 

117. Friends of the Earth went somewhat further than the Commission and told 
us that emissions in EU airspace plus the remaining emissions from flights 
departing the EU for non-EU countries should be included.57 This was the 
only suggestion made to us that the intra-EU basis of inclusion should be 
that of air space rather than intra-EU departing/arriving flights and would 
therefore include over-flying aircraft. However, the basis of airspace was not 
applied by Friends of the Earth to flights departing from the EU to non-EU 
destinations. Mr Wiltshire of BATA pointed out that air traffic control 
payments for use of European air space are made for over-flying aircraft. The 
European Aviation Industry, in written evidence, said that flights over EU 
airspace should be excluded. 

118. The ELFAA explained that, although they would like the scheme to include 
as many flights as possible in order to minimise the possibility of competitive 
distortion, “we have great difficulty conceiving of how this emissions scheme 
could be made to apply to airlines of non-Member States, which brings us 
back to the worry that it will be launched as an intra-European operation 
only” (Q 112, Q 121, Q 125). The European Low Fares Airlines expressed 
similar doubts about the ability of the ETS scheme to include non-EU 
airlines. British Airways told us58 that “attempts to include all flights from 
and to no-EU countries (extra-EU) would result in international disputes, 
leading to retaliatory action and high risk of disruption to the British Airways 
operation”. They argued that legal action could significantly delay full 
implementation of an extra-EU scheme and could lead to exemptions and 
compromises for particular countries with damaging consequences for EU 
based airlines. 

                                                                                                                                     
56 BAA written evidence 

57 Friends of the Earth written evidence 

58 BA written evidence 
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119. The Minister, Elliot Morley MP, favoured the Commission’s suggested 
scheme, “if we want this Scheme to be really effective and also an issue of 
competitiveness and equity then it should apply to all planes taking off from 
EU destinations, whatever their country of origin” (Q 284). 

120. The Minister addressed the question of the legality of including within the 
EU ETS a third country airline taking off from an EU airport, telling us that 
“it would not be against current international agreements to apply it to all 
carriers departing from the EU” (Q 287). 

121. The Commission told us that the 1944 Chicago Convention on civil aviation 
requires laws and regulations to be applied to aircraft without distinction as 
to nationality and that all aircraft are required to comply with such rules. To 
the extent that they operate from airports in the EU, foreign airlines would 
thus be affected in the same way as EU airlines. However, when asked if 
there is a possibility that the scheme might have to be confined to intra-EU 
flights, Mr Gammeltoft from the Commission said that “at this stage it 
would not be prudent to exclude the possibility..” (Q 80) We have to 
conclude that there is some doubt about the ability of the EU 
unilaterally to include flights of airlines not based in the EU. Press 
reports since we concluded taking evidence have reinforced this doubt 
for both an intra-EU scheme involving non-EU based airlines and for 
one covering all departing flights.59 

Inclusion of intra-EU flights plus flights departing from and landing in the EU 

122. This scheme would include all CO2 emissions from aviation either taking off 
or landing within the EU. If third countries were to participate in an 
emissions trading system or otherwise seek to impose levies on emissions this 
would lead to duplication as both parties [the EU and the third country] 
would be including all flights between them, both landing and taking off. 

123. Some witnesses questioned the legality and practicality of such a scheme, 
believing that bringing it into operation would involve legal challenges from 
third country airlines (see paragraph 108 above). British Airways agreed that 
there is no legal basis for it. (Q 228) 

124. Mr Lockley, from the Aviation Environment Federation (AEF), said the CE 
Delft report had looked at the legal issue and concluded that, “coverage of 
international aviation by an EU emissions trading scheme would not interfere 
with the sovereignty of other states or have any other regulatory impact on 
other territories outside the EU, including the high seas” (Q 170). This was 
because “Emissions trading does not relate to the operation of aircraft. It 
would establish obligations relating to the arrival and/or departure of aircraft 
within EU territory.” In effect, the level of emissions would serve only as a 
calculation parameter for determining how many allowances the aircraft 
operator must surrender to the competent EU authorities. (Q 170) 

125. In giving oral evidence, the AEF therefore revised their position from that set 
out in their written evidence where they advocated a scheme covering intra-
EU flights and departing flights. Mr Lockley explained that the AEF now 
supported, in addition, the inclusion of all flights arriving at EU airports from 
third countries (Q 171). When questioned about the practicality of such a 
scheme, he was confident that it could be made to work because, “that this is 
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how security charges are levied at the moment, and the system operates very 
smoothly, so I see no reason why emissions charges could not be levied in the 
same way” (Q 172). 

126. The witnesses from the Tyndall Centre told us that is was essential that all 
flights were included to ensure that the ETS delivered the necessary 
environmental results in terms of reducing the climate change impacts of 
aviation (Q 339). 

Conclusions on geographical scope 

127. We believe that the best measure of the EU’s responsibility for aviation 
emissions is that of intra-EU flights and all flights departing from the EU to 
third countries. The Minister, Mr Morley, told us that it would not be 
against current international agreements to apply it to all carriers departing 
from the EU. We conclude that the geographical scope for aviation within 
the ETS should be all flights departing the EU, provided this does not result 
in a lengthy delay in moving forward. It is not clear to us what practical 
issues regarding negotiations with third country carriers and governments 
might be required to implement this approach. We have noted above 
(paragraphs 118 and 121) that there appears to be some doubt as to the legal 
position on this. We recognise the significant issues that could arise over time 
for areas within the UPR and OCT (see paragraph 104 and the Minister’s 
supplementary written evidence). If an intra-EU scheme were introduced, 
there will be some difficult issues to be resolved and the forthcoming Impact 
Assessment will no doubt provide more details on those issues. If the EU 
does press ahead with the wider geographical coverage it is difficult to see 
how it could exclude these areas as there would be many more territories 
outside of the EU’s ambit that could equally well claim exemption on similar 
grounds. 

128. An ETS scheme with aviation should include all flights departing EU 
airports. We agree that this is a desirable goal but we identified doubt 
whether the EU can unilaterally impose a scheme upon no-EU 
airlines. It is important that this legal uncertainty is resolved 
speedily. Otherwise, the EU may be forced to introduce a scheme 
based on intra-EU flights only and even then there may be challenge 
on the inclusion of non-EU airlines. 

129. We do not believe that a wider scheme to include in the ETS all flights 
arriving as well as departing EU airports is desirable or practical. 
Such a scheme would go well beyond dealing with the CO2 emissions 
for which the EU could reasonably take responsibility. 

Decision on allocation rules 

130. A number of issues arise here. What should be the total amount of CO2 

allowances allocated to aviation if it joins the ETS scheme? If that decision is 
taken at EU level, should Member States be free to distribute those 
allowances to “its” airline operators as it feels fit or should distribution 
between airlines be decided at EU level? What should be the basis of 
distribution of CO2 allowances? Are airline operators the appropriate trading 
entities for the operation of the ETS as it applies to aviation? 
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131. We heard evidence from the Aviation Environment Federation that they 
believed the allocation of overall emissions allowances for aviation should be 
set at European level and that all stakeholders agreed with this (Q 141). 

132. The Minister, whilst accepting that aviation emissions would have to be 
included in the overall cap, expected that within this there would also be a 
cap on aviation emissions. Asked if the initial allowances for aviation should 
be made at EU level or by Member States, the Minister replied, “The 
calculations would have to be made at EU level” (Q 279) Nevertheless, the 
Minister thought that aviation allocations would come within the National 
Allocation Plans of Member States. Mr Yeo, of the National Climate Change 
Division of DEFRA, told us that, “there is not a methodology for assigning 
international aviation emissions to Member States … that is something 
currently under discussion in the UN Framework Convention on Climate 
Change” (Q 282). Even so, the Minister went on to say airlines will come 
under each Member States’ National Allocation Plans based on the location 
of the head office of each airline (Q 283) and that the sectoral cap for 
aviation would add to the overall cap of the National Allocation Plans 
(Q 297). There appeared to us to be some confusion on this point. 

133. The Tyndall centre witnesses explained that the European Union needed to, 
“reduce the EU ETS cap by in the order of four per cent a year to get down 
to a minus 80 per cent reduction by 2050” (Q 334). The Aviation 
Environment Federation told us that a target for reduction of aviation carbon 
emissions should be set which was stringent and reflected the climate change 
goals that the European Union had agreed. 

134. Mr Yeo of DEFRA said that a key driver of the impact on the price of carbon 
is the overall level of allocation across the entire ETS scheme, not just for 
aviation (Q 294). The Minister added “I would hope very much that the 
[aviation] cap did present a challenge to the industry in terms of getting … 
emissions down ..” (Q 299) Asked if the future level of the aviation cap 
would be stable, rise or fall the Minister said, “It is crystal ball stuff really”. 
He foresaw tough negotiations on this because, “the setting of the cap is 
going to be everything, it is the crucial factor. Set it too high and you are 
going to have no impact on emissions …. Set it too low and .. you will have 
an  impact on fares and competitiveness” (Q 301). He added that when caps 
are reviewed it should be on the basis that each sector contributes to climate 
stabilisation (Q 302). He agreed that “We do need to give industry a long-
term signal so that they can plan and invest” (Q 304). 

Trading entities 

135. During the design of any ETS system, it will necessary to address the issue of 
which entities would receive emissions allowances and be required to 
surrender allowances. The CE Delft report considered several options: 
aircraft operators; airports; fuel suppliers; providers of air traffic 
management; aircraft manufacturers. 

136. Our witnesses appeared to assume that the aircraft operators would 
be the trading entities and we agree with them. Aircraft operators are 
most directly responsible for aircraft emissions and climate change impacts of 
aviation and best placed to respond to pressures to reduce the level or growth 
in aviation emissions. 
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Allocation method for allowances 

Auctioning or free allocation? 

137. In paragraph 8 we noted that in Phase 1 of the ETS, most initial allocations 
to businesses were made free of charge. In the United Kingdom no 
allocations have been auctioned to date. This will not automatically be the 
case if aviation is included in the EU ETS. Some witnesses favoured 
auctioning at least some of the initial aviation emissions permits for the 
aviation sector. Auctioning ensures that permits are allocated on a non-
discriminatory basis with the market determining which airline secures 
emissions allocations.  

138. The cost to airlines of purchasing their initial allocation of carbon emissions 
upon entry to the ETS is subject to some uncertainty. It depends upon many 
variables including the initial total level of allowances allocated to aviation 
compared to the then current level of CO2 emissions by aviation. The Delft 
Report estimated that auctioning could raise €600mn. Another study in 2004 
estimated that for intra-EU flights only, auctioning would cost British 
Airways €42mn, KLM €13mn, and SAS €17mn. BA told us that their 
estimate was €50–60mn. An estimate supplied to the Committee by the 
Environment Agency suggested that the cost to BA of an auction of initial 
allowances for all its flights departing EU airports could be in the order of 
€200mn. We discuss below who might bear those costs. 

139. Mr Lockley of the AEF favoured auctioning because it would be in line with 
the “polluter pays” principle: the airlines that emitted the most CO2 and 
therefore caused the most pollution would need to buy the most permits. He 
thought that auctioning would create a pot of money that could be used, by 
the EU, for further research into cleaner technologies (Q 142). 

140. The Minister, Mr Morley MP, put it to us that, “although there is a cost to 
it, really auctioning has the most attractions” (Q 262). He later told us that 
this was his personal opinion and that he thought there is a very strong 
argument for auctioning. (Q 274). He went on to say that the view of both 
DEFRA and of the DTI is that, within the United Kingdom National 
Allocation Plan, ultimately auctioning would be desirable. “It is a place we 
would like to get to, but you have to get the scheme started” (Q 274) 

141. Mr Gammeltoft, for the Commission, was non-committal on this issue in 
oral evidence, “we need to look in more detail at how the different groups of 
aircraft operators are impacted by the decision on allocation. This is why it 
has been deferred to the working group to look at this in more detail” (Q 70). 

142.  Airline witnesses disagreed that auctioning was the best method of allocating 
allowances and wanted them to be allocated free of charge, as they were for 
Phase 1 of the EU ETS. Industry and industry bodies argued that auctioning 
would impose on them a significant financial cost because they would have to 
purchase the initial allocation of permits. 

143. British Airways explained that they were against auctioning permits because, 
“it takes resources away from the airlines which they really need—and we are 
not a particularly financially successful industry—to make the investment in 
the technology and in the emissions reduction” (Q 195). They were 
concerned that auctioning would create a flow of money, which airlines could 
ill afford, that had no environmental benefit. 
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144. This argument assumes that airlines would not raise their fares at all if CO2 

emissions allowances were distributed free of cost, unless the allocations were 
not sufficient to meet their requirements. In the latter case an airline would 
need to buy the additional emissions requirement in the CO2 market and 
would incur costs that would, in whole or in part, be passed on to the 
customer. 

145. It is possible that, even if initial emissions allowances were given free of 
charge, airlines would still raise airfares in the medium term to cover the 
opportunity cost of those allowances. If a particular flight did not take place, 
this would save some CO2 allowance that could be sold in the carbon market. 
A flight would need to cover both its costs and the opportunity cost of the 
carbon allowance if it is to go ahead. Airlines could do this because all would 
be in the same position. In that event, airlines would make windfall profits 
equal to the value in the market place of their free CO2 allowances. Economic 
analysis suggests that in the medium term air fares would rise to reflect the 
cost of carbon whether or not initial CO2 allowances were distributed free or 
auctioned. Airlines would not make a loss or be deprived of existing 
resources if initial allowances were auctioned but they would not make a 
windfall profit. Airlines, air fares and air-freight charges will come under 
close scrutiny for evidence of windfall profit taking in the event that 
allowances are issued free of charge. 

146. The BATA, in written evidence, also told us that, “it is essential that the 
initial allocation of allowances is…applied on the basis of free allocation”.60 
In oral evidence they expanded on this, “The other industries currently in the 
scheme account for about 50 per cent of total EU carbon emissions and we 
are just two per cent of that intra-EU, so we do not see that we should be 
treated any differently from the other industry sectors” (Q 13). This appears 
to be a strong argument against auctioning for initial aviation CO2 emissions 
allowances, unless basic CO2 allowances for all industries were put up for 
auction in Phase 2 of the EU ETS. A supplementary case against auctioning, 
not one made to us, is that aviation emissions at present are not a significant 
problem but the projected growth is. Placing aviation in the EU ETS is 
aimed at reducing future growth and level of emissions rather than penalising 
current levels. Airlines will have to buy carbon in the open market as and 
when their emissions exceed their basic allowances and that is how growth in 
emissions is discouraged or bought from other industries that in turn reduce 
their emissions. 

147. We agree that, unless basic CO2 emissions allowances for all 
industries were put up for auction in Phase 2 of the EU ETS, there is 
a strong argument against auctioning initial aviation CO2 emissions 
allowances. 

148. Economic analysis suggests, however, that even if initial emissions 
allowances are distributed free of charge, airlines might still raise 
airfares in the medium term to cover the opportunity cost of those 
allowances. In that event, airlines would make windfall profits equal 
to the value in the market place of their free CO2 allowances. This 
would strengthen the case for auctioning. Airlines, air fares and air-
freight charges should come under close scrutiny for evidence of 
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windfall profit taking in the event that allowances are issued free of 
charge. 

Grandfathering or benchmarking? 

149. Any allocations that are made free of charge could be allocated either on a 
grandfathering basis or on a benchmarking system. In the following 
paragraphs we analyse these two options. 

150. Grandfathering refers to allocating allowances based on past levels of 
emissions and it is the method by which permits were allocated in Phase 1 of 
the EU ETS. 

151. Benchmarking on the other hand refers to a level of emissions fixed 
according to industry best practice. This would mean that the airlines that 
emitted more CO2 than industry best practice would receive fewer permits 
than they needed and thus would be forced to either cut their level of 
emissions or purchase more permits through the ETS. 

152. The ELFAA, and BATA were strongly in favour of benchmarking. No-frills 
airlines represented by ELFAA had, “always used the most fuel-efficient and 
therefore low CO2 emitting aeroplanes” (Q 113). Benchmarking would allow 
some credit to be given for this. BATA expanded on this, “the methodology 
we prefer is one called benchmarking which allows an average allocation to 
an averagely performing industry sector or industry member, in our case an 
average airline. Those operating with more fuel efficient aircraft would tend 
to get a benefit out of that approach and those operating with less fuel 
efficient aircraft would get a penalty”. 

153. British Airways had similar reasons for favouring benchmarking over 
grandfathering, “I think the more compelling argument for a benchmarking 
approach is that it does not penalise early action. So if you already have a 
relatively fuel-efficient fleet, as British Airways have—our fleet is younger 
than the international average and our fuel efficiency figures are better than 
the average for airlines internationally—you are not penalised coming into a 
scheme because your historical performance is giving you less emissions 
permits” (Q 196). Dr Sentance of British Airways said that benchmarking 
would create a more complex administrative burden on the competent 
authorities (Q 196). 

154. The Aviation Environment Federation were against benchmarking in 
principle in that it pre-supposed a free allocation of permits, which they 
opposed absolutely. They did however favour benchmarking over 
grandfathering (Q 148). 

155. The Minister did not come to a definite view on this subject (Q 262). 
Mr Gammeltoft from the Commission told us that the Commission had an 
open-mind on this issue but recognised that different airlines would have 
different views, “High-growth airlines, for example, are likely to, relatively 
speaking, benefit from benchmarking rather than traditional grandfathering 
on the basis of volumes of traffic so far” (Q 73). 

156. We heard little evidence in favour of grandfathering but compelling 
arguments in favour of benchmarking which is more consistent with the 
“polluter pays” principle and ensures that the significant investments made 
by airlines in the recent past to cut their emissions are rewarded. We 
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conclude that any permits that are allocated free of charge should be 
allocated based on a benchmarking system. 
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CHAPTER 5:  THE IMPACT OF AVIATION ENTERING THE ETS  THE IMPACT OF AVIATION ENTERING THE ETS 

157. The impact of aviation entering the ETS may be assessed in a number of 
ways. For example, the impact upon: 

 aviation growth in passengers and freight 

 growth in the number of flights 

 growth in fuel used 

 the environment in terms of emissions 

 different airlines within the EU, and EU airlines relative to non-EU 
airlines 

 economies within the EU and outside, business, economic growth 

 people’s leisure and tourism choices and opportunities 

 other carbon emission sources [industries] and their customers. 

More research on impacts needed 

158. Our witnesses addressed themselves directly to just some of these, while 
giving little attention to wider impacts upon economies, business or 
consumers. No witness addressed the impact upon air freight. Most attention 
was paid to the impact upon aviation in general and through that upon the 
environment. Many witnesses addressed the knock on effect upon other 
industries that were in the ETS and for some witnesses this was a major 
issue. It appeared that many witnesses addressed the impacts in the short to 
medium term while ignoring the longer term. For others, the longer-term 
impacts were the most important issues to address in taking decisions on 
whether or not entry of aviation into the ETS would achieve policy 
objectives. 

159. Many witnesses, when questioned about the likely impacts of aviation 
entering the ETS relied on statistics and projections produced by the 
Commission. Some said that there were too many variables, in terms of the 
detailed design details of an ETS which included aviation, for authoritative 
figures to be produced (Q 67). The Minister told us that, “The forecasting of 
allowance process is complex and highly uncertain.”61 As we explained in the 
previous chapter, important decisions have yet to be made about the detailed 
design of an ETS in which aviation is included and this does make predicting 
the detailed impacts more difficult. Even so, despite these disclaimers, most 
witnesses sought to predict some impacts and the issues they raised are 
discussed below. 

160. Industry bodies and airlines appeared not to have carried out their 
own detailed research into the impacts of including aviation in the EU 
ETS. We would urge them to do so as far as is practical ahead of the 
publication of the Commission’s legislative proposal to bring aviation 
into the ETS which is expected to be produced in 2006. This would 
enable them to respond fully when the proposals are published. 
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Impact on air fares and the environment 

161. The majority of witnesses told us that the impact upon passenger air fares 
and hence upon demand for air travel would be very modest. The BAA told 
us, “We recognise that aviation will need to take up more than its allocated 
share of (carbon emission allowances), given society’s growing demands for 
air transport, and given the absence of short-term technological solutions 
which will allow a breakthrough in reducing CO2 emissions” Emissions 
trading will lead to higher air fares, and the extra costs on aviation will 
depend on range of factors. BAA quoted the CE Delft Report estimates of 
higher fares in an intra-EU scheme as between €1.3 and €2.6 per return 
flight. BAA thought that higher air fares may influence choice of mode but 
only on short-haul journeys and that there would be no significant impact on 
competitiveness of the United Kingdom or the EU aviation industry as a 
whole. BAA added that environmental benefits would depend on lower 
emissions and that depended on the level of the emissions cap set for aviation 
and the ETS scheme as a whole. Again they quoted the CE Delft Report 
assessment for an intra-EU aviation scheme of a 30% reduction in aviation 
emissions by 2012 compared with no policy change. 

162. British Airways said that under the ETS, “the environmental outcome is 
fixed by setting an upper limit on economy-wide emissions. However, 
certainty over the environmental outcome comes at the expense of certainty 
over the market price of CO2 allowances. Therefore the actual cost of 
emissions trading cannot be predicted.”62 The Environment Agency also said 
that the cost to the aviation industry would depend on the size of the cap for 
allowances allocated to the aviation sector and on the way those allowances 
were distributed between participants63. 

163. The AEF felt that placing aviation within the ETS was unlikely to generate 
significant emission reductions in the aviation sector itself. Most airlines 
would purchase permits to expand and the regime would not be 
burdensome. The AEF felt that aviation might be eased into the ETS to 
make it more politically attractive. This, they told us, would be a mistake 
given the forecast rapid growth of aviation. They argued that a sectoral cap 
on allowances is needed for aviation within the EU ETS with a stringent 
target for the aviation sector. 

164. Monarch Airlines calculated that a carbon price of €23 per tonne would be 
equivalent to an extra €4.20 per passenger over all its routes, and around 
€3.30 per passenger on its intra-EU flights. As with the ELFAA, Monarch’s 
main concern was that an intra-EU scheme would discriminate against 
carriers with largely intra-EU operations. ELFAA argued that an intra-EU 
scheme would be discriminatory against European airlines that conduct all 
their operations in Europe because other European airlines with non-EU 
routes could absorb the cost and spread it over their entire network.64 

165. DEFRA explained that placing aviation into the ETS meant emissions 
reductions required to achieve a desired environmental outcome would take 
place in as cost-effective a manner as possible.65 DEFRA also said that the 
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cost of correcting the market failure would depend upon the details of the 
trading regime. This raised the important question of the level set for 
emissions allowances for aviation upon entry to the EU ETS, a matter to 
which we return later. Even so, DEFRA told us that the impact of emissions 
trading on ticket prices would be relatively small.66 

166. The Commission argued that including aviation in the ETS would enable 
airlines to manage their emissions cost-effectively. If they anticipate that their 
emissions will exceed their allowances, they can take measures to reduce 
their emissions—for example by installing more efficient technology—or they 
can buy additional emission allowances on the market, whichever is cheaper. 
Conversely, if their actual emissions are lower than their allowances, they can 
sell their surplus allowances on the market or else “bank” them to cover 
future emissions. 

167. The Commission’s impact assessment concluded that the overall effect on 
the European economy and competitiveness is likely to be very small in terms 
of GDP growth and employment. For aviation, the main impact is likely to 
be a small reduction in the rate at which demand grows. For example, for 
2008–2012 forecast overall growth of 17% in demand for air travel might be 
reduced by between 0.1% and 2.1%. The impact assessment produced some 
estimates of the impact upon air fares with the impact varying upon which 
scheme was adopted and its precise design. Table 1 gives the estimates 
provided. These appear to be small increases that would be unlikely to have a 
significant impact upon demand for air travel and upon emission levels from 
aviation. 

168. Clarity is needed about present and future policy on the level of 
permitted carbon emissions, both in total and for the aviation 
industry. We have severe doubts about the view that the impact upon 
carbon prices, airfares and air travel will be modest, except in the 
short term.  

 

TABLE 1 

Estimates of impacts of ETS on air fares 

Length of flight Range of fare increases depending 

on assumptions (in Euros) –  per 

round trip 

Short haul 

(e.g. Amsterdam – Paris) 

0.2 to 4.6 

Medium haul 

(e.g. Munich – Palma de 
Mallorca) 

0.4 to 9.0 

Long haul 

(e.g. Gatwick – Newark 
USA) 

1.0 to 6.9 
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169. The EA told us “if the cap is set at a challenging level, including aviation in 
the EU ETS will drive trading prices [of carbon] up because the industry will 
be net buyers … an escalating cost of carbon because of the expected 
expansion of the industry within a capped regime. The EU ETS will 
therefore provide the strong market signal to prompt new technology and 
fuel changes in aviation, or bridge to another, future, mechanism” It is 
difficult to believe that fare increases of the levels indicated by the 
Commission will have those effects. The question is whether the cost of 
carbon and of airfares will rise more steeply than suggested by the 
Commission, a matter to which we return later. 

170. In an ETS scheme including aviation, the adjusted level of overall 
allowances and the initial cap for aviation will be a key driver of the 
price of carbon. This in turn will determine the effect on aviation and 
other industries in the ETS. There is considerable lack of clarity in 
the detail of thinking in this area both within the Commission and 
within the United Kingdom government. This cannot be left as a 
detail to be dealt with after legislation is passed. The Commission’s 
Impact Assessment must be more forthcoming and explicit about 
likely initial allowances for aviation and the principles governing 
future levels. 

171. A wider issue was opened up by the BATA. They said that improvements in 
fuel efficiency will not be enough to off-set the expected growth in demand 
for air travel. “Unlike many other industry sectors, aviation does not have 
feasible alternatives to fossil fuels in the short to medium term.” 
Consequently, aviation will have to buy emissions permits from other 
sectors.67  BA accepted that under the ETS, if aviation “does increase its 
emissions, this rise is funded by cuts in other sectors”.68 Under the ETS, “it 
is a reality that in order to achieve the necessary reductions in greenhouse 
gases, the cost of economic activities and products that are energy intensive 
will need to rise.” 69 

172. DEFRA agreed that “The inclusion of aviation has the potential to impact on 
the EU Allowance price, which will have a subsequent cost to existing (non-
aviation) EU ETS sectors. .. the magnitude and nature of this impact will 
depend on a wide range of design factors.70 In September 2005 DEFRA 
commissioned a study of these matters. The Minister later told us that the 
study is, “designed to give an indicative feel to inform further work, rather 
than attempt to conduct a precise quantified assessment of the impact of 
aviation on allowance process, which would be challenging, particularly given 
the uncertainty in forecasting prices.”71 We understand that this report is to 
be published shortly.72  

173. Importantly, DEFRA commented that the Commission’s feasibility study 
“also indicates that the inclusion of aviation will result in a total reduction of 
20–26 MtCO2 of which 0.3–5.6 MtCO2 would come from aviation and the 
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remainder purchased from other sectors”.73 On that basis, we might expect 
around 15% of CO2 emissions reductions post-aviation entry to the ETS to 
come from aviation and around 85% from other industries. While precise 
estimates have not been forthcoming and many uncertainties exist, it 
seems clear that other industries and their customers will feel the 
main impact of aviation within the ETS. 

174. In view of the full-hearted commitment given by the United Kingdom 
Government to the inclusion of aviation in the ETS from 2008, we find 
it surprising that a fuller assessment of these matters has not 
preceded that policy commitment. It is imperative that both the 
Commission and the United Kingdom Government now conduct a 
rigorous assessment of all relevant issues before further policy 
commitments are made. 

175. Some of our witnesses took this proposition further by looking to the longer 
term. Dr Upham of the Tyndall Centre told us that on a number of 
assumptions, given the United Kingdom’s target for a 60% reduction in CO2 

by 2050, the consequences of continued aviation growth for other sectors 
would be severe.74 He argued that, if the additional warming effect of 
aviation emissions is included (which he accepted is somewhat problematic 
scientifically), then by 2017 aviation would have taken up all permitted CO2 

allowances for the EU. No growth in carbon emissions by other sectors 
would be possible thereafter. Even growth in aviation emissions would only 
be possible at a rate equal to continued contraction in emissions by other 
sectors over and above any contraction in emissions required to meet EU 
targets by 2050. This scenario already assumed fuel efficiency gains in 
aviation of 1% to 2% p.a. up to 2050. 

176. Mr Gammeltoft for the Commission told the Committee that in the shorter-
term aviation within the ETS will help reduce overall emissions in other 
sectors by buying allocations and essentially financing efforts to reduce CO2 
emissions in sectors where it is cheaper. In the longer term, he told us, the 
EU ETS would impact on the environmental performance of aircraft. On 
current evidence we believe that this takes an over-optimistic view of 
aviation’s ability to reduce its own emissions even in the longer term 
and under-states the potential conflict with other industries 

177. Other evidence that we heard suggested the new Boeing 787 aircraft will 
deliver 20% fuel efficiency saving (QQ 54,113). The BAA also told that 
future aircraft improvements, together with air traffic control efficiencies 
could deliver a further 50% fuel savings by 2020 (Q 55). It is possible that 
major technological breakthrough will occur but past evidence points to 
caution is assuming that, on average, fuel efficiency will improve faster than 
1–2% p.a. on average over the longer term. 

178. Dr Upham suggested that, if aviation is included in the ETS and the EU 
sticks to its emissions targets, then a rise in price of carbon would be likely to 
prevent the currently projected 2017 level of aviation activity and emissions. 
Aviation would become more expensive as airlines purchase emissions 
allowances that rise in price in the face of scarcity. Dr Upham warned that it 
would be unwise to assume the availability of sufficient allowances for 
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continued aviation growth even up to 2017 and certainly beyond it.75 This 
clearly presages very substantial increases in air fares and air freight charges 
within the next 10 years while at the same time prices of energy and other 
carbon intensive industries will have risen very sharply too, driven in part by 
the demand for aviation services. 

179. Dr Upham said that there is some scope for mitigating the above 
conclusions, especially through participation by the aviation industry directly 
or indirectly in the Clean Development Mechanism and Joint 
Implementation schemes. He told us these could be important instruments 
for an aviation industry seeking growth under conditions of a tightly capped 
EU ETS. 76 On this and other somewhat less demanding assumptions, he 
calculated that by 2020 EU aviation emissions will be 54% of the EU’s 
overall emissions  target for 2050; 67% by 2030 and 101% by 2050. This is a 
somewhat less dramatic scenario than his initial prognostication but it would 
still lead to the same major consequences for the aviation industry and its 
customers and for other industries in the ETS albeit over a rather longer time 
period for adjustment. But even this is a very different picture from that 
provided by the Commission, the Minister and the airline industry. It 
highlights some substantial issues underlying EU policies on emissions 
targets and the inclusion of aviation within the EU ETS. 

180. It is, of course, not the inclusion of aviation within the ETS per se that would 
raise prices of carbon, of air travel, of all industries in the ETS and curtail 
growth in all the sectors concerned, but the contracting emissions cap that is 
necessary for the ETS to achieve its ultimate purpose.77 

181. This led Dr Upham to question the political will to institute a declining cap 
in the ETS from an early date if aviation is included. He thought there was a 
danger that including the aviation sector might reduce the willingness to 
control overall CO2 emissions or might result pressure to allow aviation 
emissions to grow. In that case, he told us, the less desirable option of a 
severe emissions or fuel charge would be necessary to reduce demand. 
“Given the potential for uplifted aviation emissions to consume the entire 
EU 2050 budget by 2017, and to continue to grow for further decades, there 
is a strong case for a supplementary mandatory requirement for an annual 
reduction of offsetting of EU aviation emissions of at least” 2% p.a..78 

182. Commenting upon the Tyndall projections, the Minister said that they give a 
projection at the upper end of growth in aviation and that “it is very difficult 
to say for sure whether those figures are actually going to materialise”. But, 
he added, “it is likely that there will be an impact upon fares” but it would be 
premature to say that it would be an enormous impact. (Q 305) 

183. Friends of the Earth took a similar view to that of Dr Upham. They did “not 
believe that the EU ETS as currently configured could cope with the 
addition of aviation. … (aviation) will be a high net buyer of permits, there 
would be heavy knock-on effects on other sectors ... (this) could push up the 
price of (allowances) to other .. sectors to a politically unfeasible level.” The 
conclusion reached by Friends of the Earth was that other sectors within the 
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ETS should be protected from the increasing demands of airlines for 
emissions allowances by establishing a dedicated aviation-only ETS linked to 
the existing ETS through a controlled “buy only” gateway. Despite its name, 
a “buy only” gateway means that aviation could only sell CO2 allowances to 
other sectors, not buy them. In that way, other CO2 emitting industries 
would be protected from the impact of demands from aviation. It would, of 
course, be highly unlikely that aviation would be a net seller of CO2 

allowances. The dedicated aviation ETS would have its own caps and 
targets.79 

184. In summary, the Commission, the United Kingdom Government and the 
aviation industry support entry of aviation into the EU ETS because they 
believe that aviation will be able to offset it emissions growth through the 
purchase of emissions allowances surrendered by firms in other sectors and 
that this is economically optimal solution. But the Tyndall Centre 
(Dr Upham) and Friends of the Earth take a challenging view of the 
implications of this policy for aviation, for other industries in the ETS or for 
the achievement of emissions targets. Their analysis raises some important 
questions even at this stage. 

185. Greater clarity from the Government on these matters would be 
helpful, as would answers to the following questions: 

 Will inclusion of aviation within the mainstream EU ETS 
eventually become a major problem for other industries in the 
ETS? If so, over what timescale? Should that potential problem be 
recognised now and if so, what are the implications for the 
proposal to deal aviation climate change emissions within the 
framework of the EU ETS? 

 Is aviation a special case in the context of emissions-reduction 
policies in the sense that its ability to reduce the level or even the 
growth of CO2 emissions is extremely limited in the foreseeable 
future? Is it wise to put it into an ETS where the ability of many 
businesses to reduce emissions or willingness to accept reductions 
in output is implicit?  

 Is there consistency between aviation policies of the EU and of 
Member States and CO2 reduction policies within the context of 
Kyoto? How can those policies be reconciled, if at all? Is an 
environmental policy driving a proposed way forward that may 
quite quickly lead to a serious clash with policies on aviation and 
economic growth? Are the proposals by the Commission frank 
about the real impacts and the policy issues they raise? 

 How do other countries outside the EU view these issues? Is there 
any real prospect of taking the EU ETS global with aviation within 
it? Or are the better prospects likely to be a dedicated aviation 
ETS, encompassing an increasing number of countries over time? 

Other impacts 

186. A number of more detailed impacts were discussed by witnesses. Almost all 
such discussion was in the context of the relatively mild impact on airline 
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costs and air fares as set out by the CE Delft Report and endorsed by the 
Commission and the Minister. In the event that the scenarios set out by 
Dr Upton and Friends of the Earth proved correct, some of the issues and 
impacts would fall into still sharper focus. 

Would no-frills airlines be disproportionately affected? 

187. We heard evidence from representatives of the no-frills sector and the 
standard business model sector. Concerns were voiced that entering the EU 
ETS, if permits were not allocated free of charge, would have a 
disproportionate effect on those airlines whose operations were confined to 
intra-EU flights or for whom fuel was a high proportion of their total 
operation costs. 

188. ELFAA explained that no-frills airlines generally operated only intra-EU 
flight and that, if the ETS did not apply to all flights departing from and 
landing in the EU, airlines that operated flights to or from third countries 
would be able to cross-subsidise the cost of belonging to the EU ETS 
(Q 110). They argued that airlines operating only intra-EU flights would not 
be able to do this and would therefore be disadvantaged. 

189. Mr Gammeltoft told us that, “different types of carriers, low fare or high fare 
and so on, are in absolute terms affected in the same way” (Q 74). He 
accepted that it could be argued the ETS could have a different impact on 
airlines depending on their cost base but pointed out that there were, 
“arguments pulling the other way, for example, that low-cost carriers 
typically have a larger occupancy rate of seats” (Q 74). He added later that 
“depending on the allocation system that you use, you can actually 
differentiate the impact on different types of carriers” (Q 93). 

190. We agree that the design of an aviation scheme within the ETS could 
have differential affects upon different airlines and believe that the 
Commission’s 2006 Impact Assessment should examine these issues.  

Would European airlines be disadvantaged? 

191. British Airways expressed concern that entering the EU ETS could 
negatively impact EU carriers competing with non-EU carriers on certain 
routes. Dr Sentance gave the example of a flight from New York to 
Barcelona: BA might choose to route that flight via Heathrow in which case 
the second part of the journey would be included in ETS. An American 
airline choosing to fly direct from New York to Barcelona would not have to 
surrender carbon allowances for its journey. (Q 200) 

192. The Minister Mr Morley, in written evidence, said that care should be taken 
to ensure that entering the ETS did not distort competition within the 
industry. 

193. Until the details of the design of the aviation, including ETS are decided and 
estimates that are more robust provided on future price of carbon and 
airfares, it is difficult to assess whether EU airlines will be disproportionately 
affected by entering the ETS. Under the Tyndall / Friends of the Earth 
scenario, this could become a major issue if other major countries did not 
join a wider ETS and especially if the EU were not able to apply the EU ETS 
to non-EU airlines or have to confine a scheme to intra-EU flights only.  
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194. The implication of taking aviation into the EU ETS is that relevant aviation 
activity will face substantial increases in costs and airfares such that EU-
related market for air travel and airfreight will grow more slowly and 
eventually face stagnation. The alternative scenario, that increases in costs 
and airfares will be modest, at least hinted at by the Commission and the 
Minister, may be true in the short run but cannot be true in the medium 
term if EU-related aviation emissions are to be significantly curtailed. This 
must eventually impact disproportionately upon EU-based airlines. EU 
airlines or industry bodies might be well advised to carry out extensive 
research into this area.  

Environmental impacts 

195. Most observers agree that aviation is currently responsible for 3–5% of global 
CO2 emissions. Most also agree that aviation emissions are not currently a 
major problem but that they will be one of the most significant causes of CO2 

emissions within one or two decades. This is the reason for addressing policy 
to the issue now, rather than wait for it to become a major problem that is 
difficult to deal with. 

196. Under the Kyoto Protocol, signature countries have agreed to cut their 
carbon emissions by 2012. International aviation is not included within the 
Kyoto targets. However, the aviation industry is growing and with it 
aviation’s carbon emissions. There is broad consensus that aviation should be 
brought into a system to limit emissions. It makes more sense to do this as 
soon as possible before aviation becomes a major source of CO2 emissions. 

197. We asked witnesses whether taking aviation into the EU ETS would curb the 
growth in aviation emissions and therefore reduce the climate change 
impacts of aviation. 

198. Mr Lockley of the AEF thought that, in the long-run, the EU ETS would be 
the best way to deal with aviation’s emissions problems but that in the short-
term it would not be sufficient and would need to be accompanied by other 
measures (Q 137). 

199. Dr Upham agreed that the EU ETS could help to limit aviation emissions 
but he insisted that the overall emissions cap would need to be much tighter 
than it had been for Phase 1 of the EU ETS if it were to make a real 
difference to carbon emissions (Q 334). However, he foresaw much greater 
problems within one or two decades. He thought that the EU ETS including 
aviation would create unacceptable pressures on non-aviation industries in 
this longer term and concluded that there should be a separate aviation-only 
ETS with a “buy only” gateway link with the wider EU ETS. 

200. Mr Gammeltoft told the Committee that the EU ETS “In the longer term 
...will impact on the environmental performance of aircraft (Q 100). In the 
shorter term its environmental contribution “will be by making aviation 
contribute to efforts in other sectors by buying allocations and essentially 
financing efforts to reduce CO2 emissions in sectors where it is cheaper”  
(Q 100). 

Clean Development Mechanisms and Joint Implementation Projects 

201. A number of witnesses predicted that the aviation industry would obtain 
extra emissions allowances through financing Clean Development 
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Mechanism and Joint Implementation projects, which are Kyoto Protocol 
mechanisms. These are: 

 Clean Development Mechanisms (CDM) which allow airlines to carry 
out emission reduction projects in countries without targets (developing 
countries), and count the achieved reductions against their own targets; 

 Joint Implementation (JI) which allow airlines able to carry out emission 
reduction projects in countries with targets and count the achieved 
reductions against their own targets. 

 Both of these mechanisms are allowed under Phase 1 of the EU ETS. 

202. Dr Anderson favoured the use of such mechanisms (Q 339). Mr Lockley of 
the AEF, accepting that CDMs might be a way of allowing aviation to grow 
whilst recognising its environmental costs, thought that they offered airlines a 
“cheap get-out clause which will mean that emissions are not reduced in the 
EU as a whole” (Q 161). 

203. Dr Sentance believed that CDMs could be useful but explained that they 
were currently too bureaucratic and called for changes to make them cheaper 
and easier to implement (Q 240). 

204. Faced by increasingly strong environmental constraints, the aviation 
industry will be able obtain extra emissions allowances through 
financing Clean Development Mechanism and Joint Implementation 
projects, which are Kyoto Protocol mechanisms, if this is permitted 
under Phase 2 of the ETS. We believe that they should be permitted. 
We note the view of British Airways that the schemes were currently 
too bureaucratic and changes were required to make them cheaper 
and easier to implement. We urge the Commission to ensure that 
these concerns are fully reviewed. 

205. A more positive development of the CDM and JI initiatives should be 
encouraged by the EU and by the aviation industry. 

Impact on economies, business and tourism 

206. We received remarkably little evidence on this issue, other than the potential 
impact upon other generators of carbon emissions. That may be because 
most witnesses appeared to assume a limited effect upon aviation costs and 
hence upon air fares and air-freight charges. If the Tyndall/Friends of the 
Earth scenario has some validity, this assumption may be unfounded. We 
described the economic significance of aviation in Chapter 2. All 
commentators agree that aviation is, other things being equal, likely to grow 
very much further in the foreseeable future and with it the direct and indirect 
contribution to economic growth and consumer choice. By contrast, the 
most dramatic forecast of the Tyndall Centre is effectively that aviation 
might have to stop growing by 2017. These are sharply different views of the 
future of aviation, global business and personal international air travel. 

207. Applied to the EU and the global economy this raises important issues of 
economic development and of personal lifestyle choices. Can the EU take 
decisions that impact more widely on other economies without consequences 
for its own international competitiveness and potential retaliation? Can the 
EU determine a policy unilaterally that will raise airfares substantially and 
limit growth in air travel and airfreight between the EU and for example 
North America, India, China and the Far East without regard to the 
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competitive position of the EU in relation to those markets? Citizens and 
businesses in other parts of the world have choices. The price elasticity of air 
travel as a whole may be low but price elasticity between markets 
[destinations] is much higher as a recent Civil Aviation Authority (CAA) 
report about the factors influencing demand for outbound leisure air travel in 
the United Kingdom.80 

208. The overall answer provided to the questions above may be either that 
there will be no problem or that every effort will be made to persuade 
other countries to join an ETS including aviation. The former is 
unlikely, the latter may be wishful thinking. We hope that the 
Commission’s 2006 Impact Assessment will address these and many 
other issues with the same rigour as that applied to the environmental 
impacts of its proposals. 

209. Within the EU itself, what would be the impact upon EU economic and 
social integration? When questioned on the impact on tourism within the EU 
of the modest airfare rises predicted by the Commission, Mr Gammeltoft 
believed that there would be a redistribution of tourist numbers rather than 
an overall drop in tourism. He thought it possible, for example, that some 
parts of Spain might receive more Spanish tourists (Q 101). 

210. The answer provided to the questions above may be either that there will be 
no problem or that every effort will be made to persuade other countries to 
join an ETS including aviation. The former cannot be true, the latter may be 
wishful thinking. We hope that the Commission’s 2006 Impact Assessment 
will address these and many other issues with the same rigour as that applied 
to the environmental impacts of its proposals. 

 Is there a better solution to aviation emissions? 

211. Two principal ways have been suggested to avoid some of the problems 
identified earlier. First, to proceed with an ETS for aviation but to place 
aviation in a separate ETS. This may have a “buy-only” window that 
prevents aviation buying carbon allowances from other sectors but, 
theoretically, allows other sectors to buy from the airlines. The latter is 
unlikely, given that the purpose of separating aviation is the fear that it will 
drive carbon prices to levels that few other industries could afford. There 
would in effect be two separate EU carbon markets with two different prices. 
If operators in both were permitted to trade in the CDM and JI markets, 
then aviation would dominate those markets unless some device was 
established to limit access of aviation to them. That in turn would make the 
position of aviation even more difficult as the CDM and JI markets offer an 
important opportunity for aviation growth while investing in off-setting 
emissions reductions elsewhere. 

212. The second route, considered by the Commission, is en route charges or 
taxes on aircraft emissions and impacts. The merits of inclusion in the ETS 
includes the least-cost trade-offs to secure carbon reductions across 
businesses and sectors. It provides a market mechanism that determines the 
price of carbon and minimises intervention by governments. The demerits 
include the potential impact upon other industries in the EU ETS, their 
output and prices. 
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213. The merit of charges or taxes is that they can be targeted at aviation without 
a knock-on effect upon other sources of carbon emissions. The demerit is 
that it requires a highly explicit intervention by government in levying taxes 
and charges upon aviation, providing a direct and transparent link between 
government policy objectives and actions and airfares or airfreight charges 
and their consequences. Those interventions may have to be regular and 
frequent. This approach would raise the question of which authority in the 
EU determined the level of charges or taxes, who levies them and what 
happens to the revenues raised? 

214. The December 2005 Environment Council Conclusions noted the EU’s 
position that all policy instruments should be maintained as potential options 
but said that the inclusion of the aviation sector in the EU ETS “seems to be 
the best way forward” and that it has “greater potential for application 
internationally than other policy alternatives ..” The Minister told us that 
there are a range of options that can be applied to aviation to deal with 
emissions and carbon but he thought that the carbon trading approach is one 
of the most effective (Q 261) He thought that non-CO2 emissions might be 
dealt with in a different way. (Q 313) Asked if he would consider levying 
charges or taxes, he said that, “ if the carbon trading scheme does not appear 
then we may have to look at other alternatives.” (Q 317) 

215. In summary, the impact on airfares and on air travel would not be a 
consequence of entry by aviation into the EU ETS. Those impacts would 
follow from any determined attempt by the EU to reduce significantly the 
growth in aviation emissions on a sustained basis in the years ahead. If the 
environmental policy objectives are paramount and the impact on industries 
and their customers is a secondary if important concern then entry by 
aviation offers the economically most efficient way forward and will, initially 
at least, shield politicians, governments and EU institutions from some 
politically difficult decisions.  

216. The Commission and the Minister appeared to suggest that aviation should 
be included in the ETS in order to deal with a future significant rise in 
emissions, but that inclusion will not have much impact on air fares, hence 
upon demand for air travel, or upon economic activity. This may be a 
convenient means to secure acceptance in the short term but it may be less 
than frank about the medium term. Some of the evidence we have received 
suggests that the honeymoon, while extended, may not last. It is important 
that all Government departments are fully involved in developing the United 
Kingdom’s analysis of any Commission proposals, as the consequences of 
joining the ETS or of alternative policies involve industry and users of 
aviation, as well as the environment. The analysis and recognition of those 
wider consequences appear to us not yet to have been thought through with 
sufficient rigour.  

217. The December 2005 Environment Council Conclusions noted the 
EU’s position that all policy instruments should be maintained as 
potential options but said that the inclusion of the aviation sector in 
the EU ETS seems to be the best way forward and that it has greater 
potential for application internationally than other policy 
alternatives. We agree with them but there are substantial problems 
ahead. 
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218. It is important that all government departments are fully involved in 
developing the United Kingdom analysis of any Commission 
proposals as the consequences of joining the ETS or of alternative 
policies involve industry, users of aviation as well as the environment. 
The analysis and recognition of those wider consequences appear to 
us not yet to have been thought through with sufficient rigour.  

219. We shall scrutinise the Commission’s Impact Assessment, and the 
United Kingdom Government’s Regulatory Impact Assessment, with 
considerable care when they are published in the next few months. It 
is important that any legislative proposals are well thought through 
and sustainable in the longer term, both on environmental and 
economic grounds. 
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CHAPTER 6: SUMMARY AND CONCLUSIONS 

220. In this chapter we summarise the main issues considered in this report and 
draw together the conclusions we have reached.  

221. Aviation meets three main needs, business and leisure related travel and air 
freight. Passengers travelling for leisure reasons benefit not only the airlines 
and airports but also the tourism industry and economy of their destination. 
Business travel helps develop global trade and investment. Globally, there are 
some 2 billion air passengers a year and 40% of inter-continental exports by 
value are transported by air. However, aviation has an impact on the 
environment. This inquiry has been carried out in response to proposals by 
the Commission to limit the climate change impacts of aviation by including 
aviation in the EU ETS. 

222. The EU Environment Council, in December 2005 urged the Commission to 
bring forward a legislative proposal by the end of 2006 that is both 
environmentally useful and economically efficient. The Commission has 
established an Aviation Working Group to consider ways of incorporating the 
climate change impact of aviation into the EU ETS. This Report therefore 
reports evidence given to us to date and raises a number of issues. We 
intend to return to the topic when the Commission produces draft 
legislative proposals. (para 28) 

223. All commentators agree that, in the absence of public policy changes, 
passenger air travel and air freight will continue to increase and with it a 
significant growth in CO2 emissions. In addition to CO2 emissions, aviation 
causes other emissions that appear likely to contribute to global warming. We 
agree that action will be needed to address this environmental issue.  

224. We do not agree with the Environment Council that global aviation 
emissions are currently a serious problem but we agree that they will 
become so. The current level of aviation emissions is small as a proportion 
of total global, European Union or United Kingdom CO2 emissions. It is 
most unlikely that aviation could be included within the EU ETS (if that is 
the desired option) by 2008. Stavros Dimas, the European Commissioner 
was recently quoted as saying that aviation would be included in the ETS at 
the earliest opportunity but that this was unlikely to be before 2012.81 It is 
important that any legislative proposals are well thought through and 
sustainable in the longer term, both on environmental and economic 
grounds. (para 219) 

225. Two options were considered by the Commission to be the best means 
to achieve effectively the policy objectives of restraining growth in 
aviation emissions:  

 en-route charges or taxes on aircraft emissions and impacts 

 emissions trading for aviation 

We agree that these are the main options.(para 61) 

226. If aviation enters the ETS, technological improvements in the 
aviation industry will become even more urgent in order to reduce 
emissions while maintaining growth in air travel and airfreight. Air 

                                                                                                                                     
81 Financial Times. 10 January 2006. 
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traffic management and control improvements can help reduce 
aviation emissions and measures to maximise these improvements 
should be pursued vigorously within the EU and internationally. 
(para 80) A more positive development of the Clean Development 
Mechanism and Joint Initiative schemes should be encouraged by the 
EU and by the aviation industry. (para 205) 

227. There are a number of important detailed design issues for an emissions 
trading scheme that includes aviation. We consider these in Chapter 4. They 
are of substantial importance in determining a number of matters. What will 
be the initial and future impact upon the price of carbon, upon other 
industries in the ETS and their customers, and upon CO2 emissions? 
Will the ETS be a robust framework within which to accommodate 
EU policies on aviation emissions and on air-passenger and air 
freight growth in the future? Are those policies clear and compatible? 
(para 95) 

228. Witnesses and the Commission agreed that emissions from international 
aviation should ideally be included in a wider international, even global 
agreement. We encourage the Commission to continue to press for 
international aviation to be included in any post-2012 climate change 
regime.(para 97) 

229. The European Union Emissions Trading Scheme monitors and aims to 
reduce CO2 emissions but currently does not monitor or seek to address the 
other climate change impacts of aviation, which include emission of nitrous 
oxides and water vapour (which is a greenhouse gas), formation of 
condensation trails82 and emissions of sulphate and soot aerosols. The 
Environment Council says that both the CO2 and non-CO2 impacts of 
aviation should be included in a future scheme to the extent possible. We 
urge the United Kingdom Government and the European 
Commission to fund further research into understanding and 
addressing the non-CO2 climate change impacts of aviation, and to 
seek wider international agreement on this issue as the basis for 
future policy.(para 102) 

230. An ETS scheme with aviation should include all flights departing EU 
airports. This would cover all the EU’s contribution to aviation’s CO2 

emissions, some 40% of which arise from intra-EU flights and some 60% 
from departing flights to third countries. We agree that this is a desirable 
goal but we identified doubt whether the EU can unilaterally impose a 
scheme upon no-EU airlines. It is important that this legal 
uncertainty is resolved speedily. Otherwise, the EU may be forced to 
introduce a scheme based on intra-EU flights only and even then 
there may be challenge on the inclusion of non-EU airlines.(para 128) 

231. We do not believe that a wider scheme to include in the ETS all flights 
arriving as well as departing EU airports is desirable or practical. 
Such a scheme would go well beyond dealing with the CO2 emissions 
for which the EU could reasonably take responsibility. (para 129) Any 
doubts as to the legality of imposing an EU scheme on non-EU countries 
referred to in paragraph 121 above would apply more strongly in this case. 

                                                                                                                                     
82 These are generally referred to as contrails 
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232. In an ETS scheme including aviation, the adjusted level of overall 
allowances and the initial cap for aviation will be a key driver of the 
price of emissions allowances. This in turn will determine the effect 
on aviation and other industries in the ETS. The Minister told us “it is 
the crucial factor”. He also told us “We need to give industry a long-term 
signal so that they can plan and invest”. But the Minister told us that, “It is 
crystal ball stuff really”. There is considerable lack of clarity in the detail 
of thinking in this area both within the Commission and within the 
United Kingdom government. This cannot be left as a detail to be 
dealt with after legislation is passed. The Commission’s Impact 
Assessment must be more forthcoming and explicit about likely initial 
allowances for aviation and the principles governing future levels. 
(para 170) 

233. During the design of any ETS system, it will be necessary to address the 
issue of which entities would receive emissions allowances and be required to 
surrender allowances. Our witnesses appeared to assume that the 
aircraft operators would be the trading entities and we agree with 
them. (para 136) 

234. The method of distributing the total level of CO2 allowances for aviation 
raised disagreement. The British Air Transport Association told us that, “.. 
other industries currently in the scheme account for about 50 per cent of 
total EU carbon emissions and we are just two per cent …, so we do not see 
that we should be treated any differently from the other industry 
sectors” (Q 13). We agree that this is a strong argument against 
auctioning for initial aviation CO2 emissions allowances, unless basic 
CO2 allowances for all industries were put up for auction in Phase 2 of 
the EU ETS. (para 147) 

235. Some airlines argued against auctioning permits because, “it takes resources 
away from the airlines which they really need—and we are not a particularly 
financially successful industry—to make the investment in the technology 
and in the emissions reduction”. Economic analysis suggests, however, 
that even if initial emissions allowances are distributed free of charge, 
airlines might still raise airfares in the medium term to cover the 
opportunity cost of those allowances. In that event, airlines would 
make windfall profits equal to the value in the market place of their 
free CO2 allowances. This would strengthen the case for auctioning. 
Airlines, air fares and air-freight charges should come under close 
scrutiny for evidence of windfall profit taking in the event that 
allowances are issued free of charge. (para 148) 

236. If initial carbon allowances to aviation are allocated free of charge, there are 
compelling arguments in favour of a benchmarking basis for allocation 
between airlines. It is more consistent with the “polluter pays” principle and 
ensures that the significant investments made by airlines in the recent past to 
cut their emissions are rewarded. We conclude that any permits which 
are allocated free of charge should be allocated based on a 
benchmarking system. (para 156) 

237. The impact of aviation entering the ETS can be assessed in a number of 
ways. We consider these in Chapter 5. Witnesses addressed themselves 
directly to just some of these, while giving little attention to wider impacts 
upon economies, business or consumers. None addressed the impact upon 
airfreight. Most attention was paid to the impact upon aviation in general 
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and through that upon the environment. Many witnesses addressed the 
knock on effect upon other industries that were in the ETS and for some 
witnesses this was a major issue. 

238. Many said that there were too many variables in the detailed design of an 
ETS that included aviation for authoritative figures to be produced. The 
Minister told us that, “The forecasting of allowance process is complex and 
highly uncertain”. Industry bodies and airlines appeared not to have 
carried out their own detailed research into the impacts of including 
aviation in the EU ETS. We would urge them to do so as far as is 
practical ahead of the publication of the Commission’s legislative 
proposal to bring aviation into the ETS which is expected to be 
produced in 2006. This would enable them to respond fully when the 
proposals are published.(para 160) 

239. The majority of witnesses, including DEFRA, told us that the impact upon 
passenger air fares and hence upon demand for air travel would be very 
modest. Clarity is needed about present and future policy on the level 
of permitted carbon emissions, both in total and for the aviation 
industry. We have severe doubts about the view that the impact upon 
emissions allowances prices, airfares and air travel will be modest, 
except in the short term. (para 168) 

240. The inclusion of aviation in the EU ETS will affect the EU carbon allowance 
price, which will have a subsequent cost to existing (non-aviation) EU ETS 
sectors. The Commission’s feasibility study revealed that around 15% of CO2 

emissions reductions post-aviation entry to the ETS are expected to come 
from aviation and around 85% from other industries. While precise 
estimates have not been forthcoming and many uncertainties exist, it 
seems clear that other industries and their customers will feel the 
main impact of including aviation within the ETS. (para 173) The 
magnitude and nature of this impact will depend on a wide range of design 
factors. DEFRA commissioned an interim study of these matters. In view of 
the full-hearted commitment given by the United Kingdom 
Government to the inclusion of aviation in the ETS from 2008, we find 
it surprising that a fuller assessment of these matters has not 
preceded that policy commitment. It is imperative that both the 
Commission and the United Kingdom Government now conduct a 
rigorous assessment of all relevant issues before further policy 
commitments are made.(para 174) 

241. Some of our witnesses looked to the longer term and told us that, given the 
United Kingdom’s target for a 60% reduction in CO2 by 2050, the 
consequences of continued aviation growth for other sectors would be severe. 
Under some assumptions, no growth in carbon emissions by other sectors 
would be possible after 2017. Growth in aviation emissions would only be 
possible if emissions by other sectors were reduced over and above any 
contraction in emissions required to meet EU targets by 2050. One witness 
suggested that if aviation is included in the ETS and the EU sticks to 
its emissions targets, a rise in price of emissions allowances would be 
likely to prevent the currently projected 2017 level of aviation activity 
and emissions. This presages very substantial increases in air fares 
and air freight charges within the next 10 years while at the same time 
prices of energy and other carbon intensive industries will have risen 
very sharply too, driven in part by the demand for aviation services. 
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This scenario would have major consequences for the aviation industry and 
its customers and for other industries in the ETS albeit over a rather longer 
time period for adjustment. This is a very different picture from that 
provided by the Commission, the Minister and the airline industry. It 
highlights that there are substantial issues underlying EU policies on 
emissions targets and the inclusion of aviation within the EU ETS. 

242. Commenting upon these projections, the Minister said that they give a 
projection at the upper end of growth in aviation and that “it is very difficult 
to say for sure whether those figures are actually going to materialise”. But, 
he added, “it is likely that there will be an impact upon fares” but it would be 
premature to say that it would be an enormous impact. Greater clarity 
from the Government on these matters would be helpful, as would 
answers to the following questions: 

 Will inclusion of aviation within the mainstream EU ETS 
eventually become a major problem for other industries in the 
ETS? If so, over what timescale?  

 Should that potential problem be recognised now and if so, 
what are the implications for the proposal to deal with aviation 
climate change emissions within the framework of the EU ETS?  

 Is aviation a special case in the context of emissions-reduction 
policies in the sense that its ability to reduce the level or even 
the growth of CO2 emissions is extremely limited in the 
foreseeable future?  

 Is an environmental policy driving a proposed way forward that 
may quite quickly lead to a serious clash with policies on 
aviation and economic growth? (para 185) 

243. Mr Gammeltoft for the Commission told the Committee that in the shorter-
term aviation within the ETS will help reduce overall emissions in other 
sectors by buying allocations and essentially financing efforts to reduce CO2 
emissions in sectors where it is cheaper. In the longer term, he told us, the 
EU ETS would impact on the environmental performance of aircraft. On 
current evidence we believe that this takes an over-optimistic view of 
aviation’s ability to reduce its own emissions even in the longer term 
and under-states the potential conflict with other industries.  
(para 176) 

244. The most dramatic forecast of the Tyndall Centre is that aviation 
services for the EU might have to stop growing by 2017. Even if that 
exaggerates the position, when applied to the EU and the global 
economy it raises important issues of international competitiveness, 
economic development and of personal lifestyle choices. Within the 
EU itself, what would be the impact upon EU economic and social 
integration? Can the EU take decisions that impact more widely on 
other economies without consequences for its own international 
competitiveness and potential retaliation? Can the EU determine a 
policy unilaterally that will raise airfares substantially and limit 
growth in air travel and airfreight between the EU and for example 
North America, India, China and the Far East without regard to the 
competitive position of the EU in relation to those markets?  
(para 207) 
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245. The overall answer provided to the questions above may be either that 
there will be no problem or that every effort will be made to persuade 
other countries to join an ETS including aviation. The former is 
unlikely, the latter may be wishful thinking. We hope that the 
Commission’s 2006 Impact Assessment will address these and many 
other issues with the same rigour as that applied to the environmental 
impacts of its proposals.(para 208) 

246. It is, of course, not the inclusion of aviation within the ETS per se that would 
raise prices of emissions allowances, of air travel, of all industries in the ETS 
and curtail growth in all the sectors concerned, but the contracting emissions 
cap that is necessary for the ETS to achieve its ultimate purpose. The same 
issues and others too arise with alternative approaches to aviation emissions. 

247. Witnesses gave evidence on a number of more detailed impacts if aviation 
enters the EU ETS. Low fares airlines argued that they would be affected 
disproportionately in various ways. Other EU airlines were concerned about 
the impact of the ETS on them relative to non-EU airlines that would be less 
dependent upon the EU market. Most of the views expressed appeared to 
assume relatively mild impact on airline costs and airfares. As airfares may 
rise more sharply than airlines acknowledged, their concerns may be 
increased. We agree that the design of an aviation scheme within the 
ETS could have differential affects upon different airlines and believe 
that the Commission’s 2006 Impact Assessment should examine these 
issues. (para 190) 

248. Faced by increasingly strong environmental constraints, the aviation 
industry will be able obtain extra emissions allowances through 
financing Clean Development Mechanism and Joint Implementation 
projects, which are Kyoto Protocol mechanisms, if this is permitted 
under Phase 2 of the ETS. We believe that they should be permitted. 
We note the view of British Airways that the schemes were currently 
too bureaucratic and changes were required to make them cheaper 
and easier to implement. We urge the Commission to ensure that 
these concerns are fully reviewed.(para 204) 

249. Two principle ways have been suggested to avoid some of the problems 
identified earlier. The first is to place aviation in a separate ETS. The second 
is en route charges or taxes on aircraft emissions and impacts. We consider 
these in paragraphs 210 and 211. There are advantages and disadvantages of 
both. 

250. The December 2005 Environment Council Conclusions noted the 
EU’s position that all policy instruments should be maintained as 
potential options but said that the inclusion of the aviation sector in 
the EU ETS seems to be the best way forward and that it has greater 
potential for application internationally than other policy 
alternatives. We agree with them but there are substantial problems 
ahead.(para 218) 

251. It is important that all government departments are fully involved in 
developing the United Kingdom analysis of any Commission 
proposals as the consequences of joining the ETS or of alternative 
policies involve industry, users of aviation services as well as the 
environment. The analysis and recognition of those wider 
consequences appear to us not yet to have been thought through with 
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sufficient rigour. We shall scrutinise the Commission’s Impact 
Assessment and the United Kingdom’s Government Regulatory 
Impact Assessment with considerable care when they are published in 
the next few months.(para 219) 
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APPENDIX 2: CALL FOR EVIDENCE 

Sub-Committee B (Internal Market) of the House of Lords Select Committee on 
the European Union is undertaking an inquiry into the merits of including the 
aviation sector in the EU Emissions Trading Scheme (ETS). 

The Commission is due to bring out a discussion paper on the merits of including 
the aviation sector in the EU Emissions Trading Scheme which has been active 
since early 2005. It is one of the UK Presidency priorities to include aviation by 
2008, however the Environment Commissioner Mr Dimas has stated publicly that 
2013, the third round of the trading scheme, is a more realistic timeframe. 

This inquiry seeks to find out how well the Emissions trading scheme has worked 
so far, and whether it would be beneficial to include the aviation sector. 

The Sub-Committee seeks evidence relating to the following questions: 

 Has the emissions trading scheme worked well so far, and does the 
current system provide a solid foundation for expansion to include other 
sectors of industry? 

 Why include the aviation sector, and what are the possible costs and 
benefits to the industry of joining the ETS? 

 What are the possible impacts of the inclusion on the international 
competitiveness of the EU aviation industry (and its competitive position 
in relation to other transport modes)? 

 What are the costs and benefits to consumers and the environment of 
including aviation in the ETS? 

 At what point in the development of the EU ETS would it be feasible to 
incorporate the aviation sector? 

 What other economic or regulatory mechanisms exist to encourage 
reductions in CO2 emissions from the aviation sector, and how effective 
might they be compared to emissions trading? 
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APPENDIX 3: LIST OF WITNESSES 

The following witnesses gave evidence. Those marked * gave oral evidence. 

 Air France 

* Aviation Environment Federation (AEF) 

 BAA plc 

* British Air Transport Association (BATA) 

* British Airways 

* Mr Elliot Morley MP, Minister of State for Climate Change and 
 Environment, Department for Environment Food and Rural Affairs (defra) 

 Environment Agency 

* European Commission 

* European Low Fares Airline Association (ELFAA) 

 Friends of the Earth 

 Monarch Airlines Limited 

* Tyndall Centre for Climate Change Research, 
 The University of Manchester 
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APPENDIX 4: GLOSSARY 

AAUs    Assigned Amount Units 

 

ACA    Advisory Council on Aviation 

 

ACARE   Advisory Council for Aeronautical Research for 
Europe 

 

AEF    Aviation Environment Federation 

 

AERO2K   an EC Fifth Framework Programme project which has  
    developed a new global inventory of emissions and fuel 
    usage from aviation for the year 2001/02 

 

APD    Air Passenger Duty 

 

ATC     Air Traffic Control 

 

ATM    Air Traffic Management 

 

BATA    British Air Transport Association 

 

Benchmarking  an allocation method in which allowances are allocated 
free     of charge on a system of benchmarks, such as 
emissions    per unit of output 

 

CAEP    Committee on Aviation Environmental Protection 

 

CCS    Carbon Capture and Storage 

 

CDM    Clean Development Mechanism 

 

CE Delft Dutch Consultancy firm who produced Giving Wings 
to emission trading Inclusion of aviation under the 
European emission trading system (ETS): design and 
impacts, Report for the European Commission, DG 
Environment No. ENV. C.2/ETU/2004/0074r 

 

CO2     Carbon Dioxide 
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ELFAA   European Low Fares Airline Association 

 

ETS    Emissions Trading Scheme 

 

EU    European Union 

 

Eurocontrol   European Organisation for the Safety of Air Navigation 

 

FAB    Functional Airspace Blocks 

 

Grandfathering  grandfathering refers to allocating allowances based on 
    past levels of emissions 

 

ICAO    International Civil Aviation Authority 

 

IPCC    Inter-Governmental Panel on Climate Change 

 

JI/CDM   Joint Implementation and the Clean Development  
    Mechanism (known as project credits) 

 

NAPs    National Allocation Plan/s 

 

NGOs    Non-Governmental Organisations 

 

NOx    Nitrous Oxides 

 

OCT    Overseas Countries and Territories 

 

ppmv    parts per million by volume, a measure of   
    concentration 

 

Radiative forcing  the change in the balance between radiation coming  
    into the atmosphere and radiation going out. A positive 
    radiative forcing tends on average to warm the surface  
    of the earth, and negative forcing tends on average to  
    cool the surface 

 

SESAME   Single European Sky Implementation Programme 
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UNFCCC   United Nations Framework Convention on Climate 
Change 

 

UPR    Ultra Peripheral Regions 
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(SUB-COMMITTEE B)

MONDAY 17 OCTOBER 2005

Present Fearn, L Swinfen, L
Fyfe of Fairfield, L Walpole, L
Haskel, L Woolmer of Leeds, L (Chairman)

Letter from Mr Roger Wiltshire, Secretary General, British Air Transport Association,
to Sub-Committee B

Inquiry into the Aviation Sector in the EU Emissions Trading Scheme (ETS)

In response to your call for evidence of 28 July to our Chairman, Danny Bernstein, I am pleased to submit
evidence to your Sub-Committee’s investigation of aviation and emissions trading.

BATA has been very active on aviation environmental issues for a number of years. Most recently we helped
to launch Sustainable Aviation, a joint UK aviation industry strategy for sustainable development, which
includes strong support for including aircraft emissions in the EU Emissions Trading Scheme. I was chairman
of the Sustainable Aviation Steering Committee in the run up to and during the launch of the strategy and I
enclose a copy with this submission (not printed).

Despite air travel contributing only a small proportion of man-made CO2 emissions, the inclusion of a new
sector in the EU ETS will require much detailed work over the next few years. However, we believe that it is
right for aviation to be included in an international framework that achieves stabilisation of greenhouse gas
concentrations and, in the absence of a global scheme, the EU ETS is an appropriate first step.

Written evidence from British Air Transport Association (BATA)

1. BATA welcomes the opportunity to submit evidence to the Sub-Committee. BATA represents
UK-registered airlines, covering the scheduled, charter and freight sectors. Our members produce 90 per cent
of UK airline output.

2. The Sub-Committee seeks evidence relating to the following questions:

Has the emissions trading scheme worked well so far, and does the current system provide a solid foundation for expansion
to include other sectors of industry?

3. There have been some teething problems with the EU (Emissions Trading Scheme) related to the
decentralised approach adopted. If aviation is to join the ETS then allocation and target setting should be
imposed at an EU level so that there is consistent treatment of aviation emissions across the EU. Targets would
then aVect all carriers to the same degree ie in proportion to their emissions on the applicable flights. The
alternative of each State allocating to its own carriers, could lead to market distortions and is incompatible
with the EU’s open skies policy whereby carriers can operate services outside their home state.

4. It is essential that the initial allocation of allowances is designed to avoid market distortion and applied on
the basis of free allocation. The allocation methodology should be based on benchmarking which takes
account of the position of airlines which have taken early action by investing in the most fuel-eYcient aircraft.
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Why include the aviation sector, and what are the possible costs and benefits to the industry of joining the ETS?

5. International aviation (and shipping) are excluded from greenhouse gas emission reduction targets set as
part of the Kyoto Protocol. Although aviation only accounts for about 3 per cent of global CO2 emissions
currently, it is a growing industry and it will have to be accounted for eventually in some way if all emissions
are to be dealt with.

6. The industry is expected to grow at a rate faster than it can improve fuel eYciency which means it will have
to buy emission permits from other sectors. Costs to the industry are therefore likely to increase in the
long-term in line with emissions growth and the price of carbon in the scheme.

7. The benefit to the industry is that the ETS oVers a potentially economically eYcient method of accounting
for CO2 emissions whilst allowing it to grow within an overall emissions target.

What are the possible impacts of the inclusion on the international competitiveness of the EU aviation industry (and
its competitive position in relation to other transport modes)?

8. Geographical scope should, at a minimum, cover all intra-EU flights. This however would lead to market
distortion with disadvantages to those airlines operating solely or predominantly within the EU. Market
distortion will be reduced if all flights to and from the EU (for example flights to and from the USA or Brazil)
by all operators were also included within the EU ETS. Whilst this is obviously preferable from a competition
point of view, it will greatly increase the scheme’s complexity and we believe it will be extremely diYcult to get
agreement from many non-EU states to include emissions produced outside EU airspace and by non-EU
airlines. There is also a risk of market distortion if non-EU states take retaliatory action or insist on more
favourable allocations or targets.

9. If, despite these obstacles, the Commission wishes to seek inclusion of non-EU carriers and extra-EU
flights, they should do so in a way that avoids retaliation (or legal challenge) and without delaying
implementation beyond what could be achieved with a simpler scheme.

10. If agreement with non-EU states is not forthcoming in a reasonable time, then we believe that the initial
phase should cover intra-EU flights only, perhaps with the addition of EEA countries—Switzerland, Norway
and Iceland. The operator scope should include all air service operators, irrespective of nationality or type of
operation. This includes non-EU carriers, scheduled, charter, no-frills and cargo operators. Unless all
operators are included there will be unacceptable market distortion.

11. In order to avoid market distortion, the EU Commission should consider how other transport modes
might be brought into the scheme or what equivalent instruments might be applied to them if aviation goes
into the EU ETS.

What are the costs and benefits to consumers and the environment of including aviation in the ETS?

12. Unlike many other industry sectors, aviation does not have feasible alternatives to fossil fuels in the short
or medium-term. The environmental advantage of aviation being in the ETS is that overall emission targets
will be met. With other economic instruments that might be applied, the environmental eVects are uncertain.

13. The aviation industry has a good track record on improving fuel eYciency and reducing emissions but we
accept that improvements in eYciency will not be enough to oV-set the expected growth in demand.

14. Membership of the EU ETS will increase costs to the industry and consumers will pay higher fares than
would otherwise be the case. There are no direct benefits to consumers apart from the knowledge that the CO2

emissions of their flight have been accounted for as part of the EU emissions reduction programme. Consumer
demand for increased air travel will be met in an environmentally eVective and an economically eYcient
manner.
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At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

15. BATA supports the Government’s policy to investigate inclusion of aviation in the EU ETS from 2008,
or as soon as possible thereafter.

What other economic or regulatory mechanisms exist to encourage reductions in CO2 emissions from the aviation sector,
and how effective might they be compared to emissions trading?

16. Economic instruments such as taxes or charges are limited by international treaties. The Chicago
Convention prevents taxes or charges on fuel kept on board aircraft and consumed on international flights.
The UK introduced Air Passenger Duty (APD) as a surrogate fuel tax and it raises about £1 billion per year.
This is about 1.5 times the cost of CO2 emissions from all flights departing from the UK (based on the
Government’s price of £70 per tonne of carbon). Alternatively, it might be possible to devise an emissions
charge which is compatible with the Chicago Convention. However, such duties and charges do nothing to
encourage reductions in CO2 emissions beyond the level already being achieved. CO2 emissions are directly
proportional to the amount of fuel burnt and fuel is a significant proportion of operating costs. Airlines
already have every incentive to be fuel eYcient.

17. Membership of the EU ETS should be supplemented by technological investment and infrastructure
development by governments. A significant proportion of fuel is wasted due to the inadequate capacity of the
European Air TraYc Control (ATC) system and the shortage of slots at some major airports. These cause in-
flight delays and ineYcient routings.

18. APD should be removed from flights covered by the EU ETS once aviation has joined. The EU ETS is a
mechanism by which aviation covers the external costs of its CO2 emissions and if APD is retained, aviation
will in eVect be charged twice.

19. The economic and social value of aviation to the UK is very significant and we should use the most
economically eYcient mechanisms to address the industry’s CO2 emissions and climate change impacts.

15 September 2005

Examination of Witnesses

Witnesses: Mr Roger Wiltshire, Secretary General, British Air Transport Association, and Mr Simon Buck,
Head of Industry Affairs, First Choice Airways, examined.

Q1 Chairman: Good afternoon, Mr Wiltshire and We have made submissions to Government on this
subject. Also, we have been joint founder members ofMr Buck. Can I say how grateful we were for the
an initiative called Sustainable Aviation which waswritten evidence you submitted to us and for kindly
put together by the airports, the airlines,agreeing to meet with us today in oral session. You
manufacturers and air traYc control in the UK andwill know that this is held in public and that
launched in June which, amongst other things,afterwards a verbatim transcript of the proceedings
comments on this area.will be forwarded to you for any corrections. I
Mr Buck: My Lord Chairman, my name is Simonwonder if you would be able to stay with us until
Buck. I am the Head of Industry AVairs for Firstaround 5.30? That would be very helpful. We have
Choice Airways. In eVect, I represent a subset ofmany questions to ask you and I am sure that you
BATA. I represent leisure carrier members of BATA,have much to tell us. It would be helpful for the
which consists of First Choice Airways, ThomsonCommittee to be reminded, briefly, Mr Wiltshire,
Fly, Thomas Cook Airlines, Monarch Airlines, Mywho the Association represents and, Mr Buck, who
Travel Airlines, and also two other airlines that areyou represent. If you would like to make an opening
now members of BATA which are Excel Airways andstatement, Mr Wiltshire, please do and then we will
Astraeus Airways.go straight into questions.

Mr Wiltshire: Thank you, my Lord Chairman. My
name is Roger Wiltshire. I am Secretary General of Q2 Chairman: I know some of those would
the British Air Transport Association (BATA). We designate themselves as low cost airlines. In general,
represent UK registered airlines, both scheduled, does in BATA represent other low cost airlines or
charter and freight. We represent about 90 per cent of not?
the UK airline output. We have been active in the Mr Wiltshire: Our members have amongst their
area of aviation and the environment for at least the groups low cost or no-frills operations, so a number

of airlines have mixed operations.last five years over the period of my tenure in this job.
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and India are growing extremely rapidly and they willMrBuck: I would consider all our members to be low
cost airlines! start to out-emit, so to speak, many other regions in

the world.Chairman: I should have said “no frills”. Can we go
straight into questions; we have lots to talk about. At Mr Buck: If I might respond to something else that

Lord Fearn asked? He asked about other alternativesthe end I will give you an opportunity if there is
anything you would like to say that we might have to emissions trading. I would not want emissions

trading to be seen as the only possible way forward.missed.
It may well be it is the optimum way forward at the
moment and it is the view of the airline industry, andQ3 Lord Fearn: Good afternoon. Is there any
I think many others as well, that it is the optimumpractical alternative to entry of aviation emissions
way forward in terms of capping overall emissions.into the ETS if the growth in EU aviation emissions
There are other alternatives which could be exploredis to be reduced? Whilst we are at it, what are the pros
as well, such as voluntary oVsets. A number ofand cons of bringing aviation emissions into the
airlines and tour operators—I also represent the tourETS?
operators sector—oVer the opportunity forMrWiltshire: We believe what we see as the objective
customers to purchase a voluntary oVset at the timehere is a global framework on greenhouse gas
that they take a flight which equates to the cost of theemissions, such as to stabilise greenhouse gas
carbon which would be emitted on the journey thatconcentrations. We believe that all sectors that emit
the passenger is taking. There is a voluntaryshould be part of that global framework and we
opportunity there and a number of customers dobelieve that aviation should play its full part.
avail themselves of that opportunity already.Aviation is currently a very small proportion of

global greenhouse gas emissions, something in the
order of 3 per cent. Q7 Lord Fearn: Why is it voluntary?

Mr Buck: Because it is very diYcult to compel people
Q4 Lord Fearn: 3 per cent? to do something to give to the environment. I think it
MrWiltshire: 3 per cent of man-made greenhouse gas would be wrong to compel people to do that. That
emissions globally. Despite that, we are a growing could actually increase our prices and make our
industry, we recognise that growth and we have a prices uncompetitive with other competing
responsibility to be part of the solution. We believe organisations that do not apply a similar oVset
the solution is a global framework that allows this situation to those that we would be oVering. If we
stabilisation of concentrations of CO2. As far as were to add two or three pounds to our fare we could
alternatives are concerned, I suppose all activities price ourselves above a competitor if it were made
that emit carbon could be controlled in other ways. compulsory.
We could try to stop people doing things by putting
a veto on that activity, we could try to share activity

Q8 Chairman: Before I turn to Lord Fyfe, can I askout around the country, or we could try to put
two things. First of all, how many voluntary oVsetpunitive taxes to stop people doing certain things.
schemes are working now? What proportion of
passengers volunteer to pay a higher fare?Q5 Chairman: Mr Wiltshire, the question was, are
MrBuck: I note that the Association of British Travelthere any practical alternatives?
Agents—I do not know whether they are givingMr Wiltshire: We do not believe that there are
evidence to you or not—have been oVering schemespolitically practical alternatives to this. We believe
such as this for some time now. There is a tourthat people’s ability to fly should not be
operator in my own company, in the First Choiceextraordinarily limited by current attempts globally
Group, called Exodus, which is a soft adventureto control greenhouse gas concentrations. We are
holiday company, and they have been oVering thelooking for the most eYcient economic approach and
option to customers to purchase an oVset for the costwe believe that emissions trading is the most eYcient
of the carbon emitted during their flight. I have to sayapproach.
the take-up is not very great and the reason for that
is that generally environmental protection is not one

Q6 Lord Fearn:You mentioned 3 per cent, how high of the highest priorities that people have when they
would you expect it to go? are going on holiday.
Mr Wiltshire: Aviation is growing by some 3, 4 per
cent a year globally and emissions may be growing at
1 or 2 per cent less than that. The proportion depends Q9 Chairman: My question was not who is oVering

it but what is the evidence of take-up and the answeron what total man-made CO2 emissions are in the
world. I cannot possibly say what the size of that is, not surprisingly, not a lot.

Mr Buck: It probably reflects the concerns that manyparticular whole number will be. I do know from our
own experience in aviation that countries like China people have while going on holiday in any event.
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free allocation”. Would you explain in more detail,Q10 Chairman: It could be thought to be a good PR
exercise by the airlines, but you could not possibly please, what you mean by “free allocation”?
say that. Mr Wiltshire: As with existing members of the
Mr Buck: We do try. scheme that started in January, we believe aviation

should join on the basis of what is called free
allocation, which means that current emissions madeQ11 Chairman: Can I ask another question? You
by that sector are allocated as permits with no cost.said that you thought of capping aviation emissions,
There are detailed methodologies, of course, as tobut nobody has given us evidence saying they are
how you do that: the methodology we prefer is onegoing to cap them, it is all about reducing the rate of
called benchmarking which allows an averagegrowth of emissions.
allocation to an averagely performing industry sectorMrWiltshire: Yes, indeed. The capping applies to the
or industry member, in our case an average airline.overall scheme. It is important to note that a tonne of
Those operating with more fuel eYcient aircraftCO2 is the same whether it is emitted from aviation or
would tend to get a benefit out of that approach andfrom any other source.
those operating with less fuel eYcient aircraft wouldLord Haskel: Mr Wiltshire, you mentioned that you
get a penalty. Generally speaking, we believe that freesaw this within a global framework—your words—
allocation, just like other emitting industries, shoulddo you feel that the scheme has got to be a global one
be the approach that aviation has. The otherotherwise it will not work, or is that an ideal that you
industries currently in the scheme account for aboutare looking at?
50 per cent of total EU carbon emissions and we areChairman: Can we come to that later? If we start on
just 2 per cent of that intra-EU, so we do not see thatthat now, it may well cut across discussions later on.
we should be treated any diVerently from the otherLord Fyfe?
industry sectors.

Q12 Lord Fyfe of Fairfield: In your written evidence
you referred to “teething problems” within the EU Q14 Lord Swinfen: How could the initial allocation
ETS related to the decentralised approach which has of allowances be designed to avoid market
been adopted. What are those problems? Why would distortion? What would be the basis for calculating
you think that this is relevant to the entry of aviation the level of CO2 emissions arising from the aviation
into the ETS? operations within the EU? How would the initial
Mr Wiltshire: You probably know the Emissions allocation be made in relation to individual airlines?
Trading Scheme started in January of this year, so it You may have already answered that in part.
is less than a year old. I attended a Green Week event MrWiltshire: Yes, I think I have mentioned it on the
in the Commission in Brussels earlier this year, one basis of benchmarking. It will be an average eYciency
session of which was a discussion of the scheme, figure applied and airlines would then gain permits
including the companies and industries that are based on that average eYciency, so some would be
currently members of the scheme. I am sure you also slight gainers and some would be penalised. That is
know that the current allocation under the scheme the method on which we would do it across the whole
was through decentralised national allocations. I was of the industry based on airline records of fuel use,
quite struck by the number of companies and sectors which is a well recorded metric.
that were criticising the method of allocation, and the Mr Buck: I think benchmarking is the only fair and
fact there was no international standard applied to reasonable way for allocations to be made. The
the way in which allocations were made and that alternatives of auctioning or grandfathering have so
created perverse eVects in the scheme. Some many disadvantages, and have been shown in other
companies were almost encouraged to burn as much

reports, other than the Commission’s recent study, tofossil fuel as possible. It seems that there is already a
be so disadvantageous to airlines, particularly leisuregroundswell of opinion for a more internationally
carriers which are operating on very thin profitstandardised method of allocation even from
margins and have already taken considerable steps tocompanies already members of the scheme. I think
modernise their fleet. They would be deemed to bethis works well within our approach as we are an
emitting very small amounts of CO2 because theyinternational industry, anyway, that crosses borders
have a modern aircraft fleet and, therefore, under aand emits across borders, that our allocation
grandfathering scheme would receive a very lowmethodology should be on an international and
allocation in relation to the lower levels of emissionsEurope-wide basis at the very least.
which would inhibit their ability to grow and expand.

Q13 Lord Swinfen: Mr Wiltshire, in paragraph four
Q15 Chairman: It would be useful for the Sub-of your written evidence you say that “It is essential
Committee if you could explain how thethat the initial allocation of allowances is designed to

avoid market distortion and applied on the basis of grandfathering principle, which would be free, diVers
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certainly an issue that came up in the ETS schemefrom the other free allocation principles that are
being proposed. generally.

Mr Wiltshire: We have not done any work on that.Mr Wiltshire: As I understand it, grandfathering
meant that individual companies proved what they We have not identified which year it should be. The

practical diYculty of having accurate verified fuel usehad been using and the allocation was based on that
information. Benchmarking would be a much more records standardised across the industry is something

that needs to be achieved. That would suggest thatstandardised approach based upon the average fuel
eYciency across the industry applied to all airlines’ the base year would be very recent or even the year we

are in.actual fuel use and then you would get a much more
subtle result by way of allocation. The same total
permits would be allocated, they would just be Q21 Chairman:Unlike some schemes where the base
allocated in a slightly diVerent proportion. year was seven years ago, which meant that if a

carbon emitter improved significantly since then they
got an enormous bonus because they were given anQ16 Lord Swinfen:What would be the position with
allocation on technology that they no longer use, youan airline that upgrades its aircraft to a more eYcient
are not suggesting that the airline industry is all for afleet of aircraft, therefore producing less in the way of
very up-to-date base period?emissions? Would they keep the same allowance and
Mr Wiltshire: I cannot say we have a position on thehave some to sell or would their allowance be reduced
base year but there are practical diYculties into match their more eYcient aircraft?
achieving one that is far distant from where we areMr Wiltshire: If they were able to invest significant
today.sums of money in the new aircraft that you have

referred to they would have the option to grow
without the need to buy more permits to a certain Q22 LordHaskel:You say very firmly that the initial
extent, to the extent of the eYciency gained by those allocation should be made free of payment. Is this so
aircraft, or they could sell their permits if they wished that the airlines would face no immediate big costs
to be static in terms of capacity and operations. We for the current levels of their aviation emissions?
are a growing industry and people’s demand for Perhaps you could tell us what are the arguments for
travel seems to grow and, therefore, the airline is and against some form of payment mechanism for
likely to wish to use it to grow. the initial allocation?

Mr Wiltshire: We are looking for equity with other
sectors that emit.Q17 Lord Swinfen: If an airline wants to expand

without modernising its fleet, has it got to buy more
Q23 Lord Haskel: Other sectors of industry?emission rights?
Mr Wiltshire: Yes.Mr Wiltshire: Generally that is correct.

Q24 Lord Haskel: Not just of aircraft?Q18 Chairman: There will be winners and losers on
MrWiltshire: Not just of aircraft, all emitting sectorsthe grandfathering system, or I think what you have
of activity. We are a small proportion of what isdesignated as the free allocation system. Are all of
already a part of the European scheme and all thoseyour airline members agreed on the free allocation
sectors, as we understand it, received free allocationsystem as opposed to grandfathering?
to get into the scheme and we do not feel that weMr Wiltshire: On the free allocation as a general
should be treated any diVerently. In terms of payingprinciple, I think they are all agreed that
already, as an industry and certainly in our tradebenchmarking is the most appropriate mechanism.
association, we believe in the polluter pays principle,
but we should remind the Sub-Committee that the air

Q19 Chairman:Are there are no dissenting voices in traveller travelling from the UK already pays Air
the European aviation business? Passenger Duty of between £5 and £40 per departure
MrWiltshire: I can represent the UK airlines. Among from the UK depending on whether they are
the group I represent there are no major dissenters. travelling short haul, long haul, economy or first
Mr Buck: That is correct, my Lord Chairman. We class. This generates almost a billion pounds a year to
represent the leisure carriers which represents a more the Chancellor and, as far as we know, not a penny of
discrete part of BATA. The fairest way, and the way it is spent on environmental mitigation, although it is
we have all agreed on, is one of benchmark categorised as an environmental tax. It equates to
allocation. some one and a half times the carbon costs of that

journey on which it is raised. I do not think there
should be any doubt that the air traveller out of theQ20 Chairman:A last question before I turn to Lord

Haskel. What are you suggesting should be the base UK already pays their way, but we believe it to be a
very ineVective economic instrument.year because that is clearly rather important? It is
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Q28 Lord Fearn: Not America?Q25 Lord Haskel: When you talk about having an
Mr Wiltshire: That is something I think you wouldallocation free of payment, the air carriers are being
need to address to the US. Having said that perhapsgiven a tradable asset, something which they can turn
the US are not as averse to this as has been reported.into money. Why should they be given something
Emissions trading as a mechanism is something thatthat is immediately tradable for nothing?
the US has a lot of experience with, very successfullyMr Buck: Purely and simply to be consistent with the
bringing down its sulphur emissions through anway others in the scheme have received allocations. I
emissions trading scheme. It is not a mechanism thatthink it would be perverse if we were to be given
they are unaware of and, as it is a market mechanism,diVerent conditions of entry into the scheme and we
it is probably one that they would prefer rather thanhad to buy our permits when everybody else has not.
a tax or a charge.That really is a question for the designers of the

scheme right from the start as to why they did not
Q29 Lord Haskel: What sort of advantage wouldstart doing that. I think it would be very perverse if
states have that did not enter this scheme? Would itnew entrants to the scheme had to somehow buy their
mean that airlines would register their businessesway in when everybody else has not.
there and this sort of thing? Is there a real advantage
to it or is that they just would not be committed to a

Q26 Lord Fearn: You suggest that the geographical greener environment?
scope of an ETS, including the aviation sector MrWiltshire: I would suggest it is more of the latter.
should, at a minimum, cover all intra-EU flights. You It depends on the travel demand from that state
do not believe it is practical at this time to include all whether the airlines operating from that state would
flights to and from the EU. Would it be practical to get an advantage. It all depends on the numbers. If
include all intra-EU flights and all other flights the market for travel is high and the airlines could
originating in the EU even though this would impact operate from that state without the cost of carbon

taking oV from that state then obviously there wouldon non-EU based airlines?
be an advantage. All airlines could probably operateMrWiltshire: Our objective is a global scheme, as we
from that state anyway, at least those who have ansaid at the outset, and that is always our objective. If
agreement to do so. I think it is more the latter partwe can achieve through this scheme a widening from
of your question.intra-EU to something wider than that, then all well
Mr Buck: I think it depends on a whole range of costand good: but we do see rather larger political
issues, carbon not being the least of those. If carbon,diYculties for the Commission, for Europe, in
which appears to be a very volatile pricedimplementing this scheme outside the EU for states
commodity, was to be extremely expensive then itthat perhaps do not have much sympathy with the
would no doubt be a factor in airlines’ decisions as toattitude to climate change and the way it should be
where they should be registering their aircraft.dealt with that prevails in Europe. If the Commission

can achieve it, all well and good.
Q30 Chairman: Would a flight coming from theMr Buck: I would certainly endorse the view of the
United States into the EU, landing at one EU airportoptimum position being through a worldwide
and going on as some sort of cabotage flight, wouldEmissions Trading Scheme administered by ICAO,
that intra-European Union flight have to bebut I suspect that is some way away. If it is deemed to
registered for and subjected to carbon allowances?be the best way forward to lead by example then I
Mr Wiltshire: We believe that by definition this is anwould support what the Commission is proposing to
intra-EU flight, albeit one operated by a non-EUdo, which is to have a scheme as wide as possible
registered airline and we believe it should be included.within the EU, including all flights departing from

the EU. There may well be bilateral diYculties in
Q31 Chairman: For example, US airlinesachieving that, but, as I understand it, at the moment
undertaking such flights, having nevertheless set oVthat is the Commission’s stated aim and that is what
from the United States, would they have to be part ofwe would support.
the scheme?
Mr Wiltshire: We believe any intra-EU scheme

Q27 Lord Fearn: It will be very diYcult to set up a should do that, yes.
worldwide scheme, will it not?
Mr Wiltshire: There may be some opportunity for Q32 Chairman: As far as you know has there been
one or two individual states that are fairly any resistance to that by American airlines?
sympathetic to the EU view on climate change to do MrWiltshire: I do not know of any specific resistance
a bilateral agreement with Europe to include their but it would not surprise me if there was resistance
flights that take oV from Europe. That is probably from one or more sectors of the US aviation industry

to this.the first step that one could make beyond intra-EU.
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Q38 Lord Swinfen:Would the scheme covering onlyChairman:Lord Swinfen, you asked previously of the
Sub-Committee in private whether there is a certain intra-EU flights distort the market in international

aviation?coverage. Do you want to ask that question now?
Mr Wiltshire: There would be some distortion.
Applying a change like this which implies a cost toQ33 Lord Swinfen: I was interested in the position of
one region of aviation will create some level ofoverseas possessions of European countries; France
distortion. That is why we have always consideredin particular has a number of overseas possessions
that the bare minimum for the introduction of whatthat are considered by law to be part of metropolitan
we hope eventually will be a global scheme is at theFrance. Therefore, where are the boundaries of the
European level and not lower than that. There couldEU? Are they in the Caribbean?
be a distortion by airlines operating entirely withinMrWiltshire: I really cannot answer that specifically.
the EU having a cost burden that is not shared in
total with airlines that fly both within the EU andQ34 Lord Swinfen: I do not think you are going to be
outside the EU and the danger that those airlines inable to answer that but I think it is something that
the latter category could bring in lower costs in eVectneeds to be looked at.
and price uncompetitively with airlines that operateMr Wiltshire: Indeed.
purely within the EU.Lord Swinfen: We will be writing and asking.

Chairman: What about small private jets and private
jet services oVered? Q39 Lord Swinfen: As a matter of interest, you
Lord Swinfen: I was not just thinking of jets, I was mentioned a moment or two ago over-flying aircraft
thinking of small propeller aircraft as well. that did not land or take oV in the EU. Quite

obviously with an aircraft that is on the ground in the
EU if it is not paying its dues the aircraft can beQ35 Chairman: Which is a growing business. Are
impounded, but how can you ensure payment of duesthey included?
from an aircraft that over-flies?Mr Wiltshire: Obviously we are the civil public
Mr Wiltshire: That is more diYcult. The same issuetransport sector of aviation and we would like to
applies as to achieving an inclusion of flights leavinginclude all sectors of civil aviation, private as well as
the EU to any other state, to the US for example. Itpublic, in this. I would understand there to be
is possible to get payment from airlines that over-fly,diYculties applying this to airlines that do not have a
for example, the air traYc control payments for uselicence or certificate to carry passengers and,
of European air space are paid by airlines be theytherefore, are not under the same regulatory controls
from the United States, Russia, South East Asia oras we airlines are. We would wish to widen the scope
within Europe itself.to include all sectors because at the executive jet end

of the market there is competition between that mode
of transport and the public transport mode. Q40 Chairman: Just so the Committee is clear

on this: by only including flights inside the EU,
Q36 Lord Swinfen: If only intra-EU flights were to 75 per cent of aviation emissions caused by aviation
be included in the ETS, what percentage of CO2 flights that originate or depart from the EU is left out.
emissions from aviation originating or ending in the This scheme will only cover about a quarter of
EU—forget my Caribbean example for the aviation emissions originating from flights into and
moment—would therefore be excluded? What would out of or within the EU, is that correct?
be the figures if all flights originating in the EU were Mr Wiltshire: That is our understanding of the CE
included? Delft work, which seems to be comprehensive.
Mr Wiltshire: We have looked at this issue and we Mr Buck: It does have the potential to create
have taken as our text the CE Delft report to the distortion, as Mr Wiltshire has already said.
Commission dated July entitled Giving Wings to Certainly in the particular case of my airline I can
Emissions Trading.Our analysis of the figures in their think of an example of how this could apply. Perhaps
Executive Summary, table two, suggests that some 70 per cent of my own airline’s route network is
75 per cent of emissions would be excluded if only confined within Europe. However, we do compete
intra-EU flights were included. with some airlines on routes to and from Florida in

the United States. Obviously on those routes there
would be no emissions trading required so in directQ37 Chairman: Seventy-five per cent excluded?

Mr Wiltshire: That includes departing and arriving operational costs there would be no distortion, but
the overall cost base of my airline with a 75 per centflights from other states and over-flying flights, of

which there are a few. From the same data we believe exposure to an Emissions Trading Scheme compared
to this other airline which might only operate flightsabout 37 per cent of emissions would be excluded if

all flights originating from EU airports were to and from Florida, which would have a zero
exposure to the cost of an Emissions Tradingincluded.
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Q44 Chairman: That is what the customer wants toScheme, would aVect the overall cost base of the two
airlines and could distort competition with my airline know.
as opposed to theirs. Mr Buck: Absolutely. This is one reason why we are
Chairman: I think we will come to the question of so concerned about the potential for what sounds like
costs and the consequences as we go through. small amounts of money being added to the price of

a holiday, because the holiday industry is extremely
price sensitive and extremely competitive and a smallQ41 Lord Walpole: What is your estimate of the
increase in one company that is not aVecting anotheradditional cost, if any, on airline tickets for intra-EU
company or another holiday can distort the patternflights if the ETS scheme is introduced on the basis
of holiday making or the competition between thethat you suggest and the cost of carbon was £70 a
two companies. I am not sure whether the Committeetonne or, alternatively, at £100 a tonne? Can you give
is aware of a report carried out by a company calledtwo or three practical examples, like the ones you just
“TRUCOST” which was carried out three or fourhave, on routes which are heavily used and what
years ago. That contained some considerable analysiswould the diVerential impact on low cost airlines be
which looked into price, elasticity of demand and theand their routes?
eVects on diVerent types of airlines. I would be veryMr Wiltshire: Again, we have used the CE Delft
happy to provide you with the reference for thatreport as a text and a source of information on this.
report, if that would be helpful.In their Executive Summary, table four, they give

under option two, which is benchmark allocation, all
EU departures, not just intra-EU, and CO2, carbon Q45 Lord Swinfen: I was wondering if you thought
dioxide only. They estimate this option gives a ticket it would be fair to low cost airlines if all ticket prices
price impact of ƒ0.7 for short haul and ƒ1.3 for had to show what was actually being charged for the
medium haul. I think medium haul refers to ETS and for other taxes because that would show
Mediterranean flights from this country whereas that they are not exactly the same.
London-Paris would be in the order of a short haul

MrWiltshire: I think it would be very diYcult to showflight. That is using their CO2 price of ƒ30 a tonne of
for a particular flight what this carbon cost add-on isCO2 which is very similar to the £70 per tonne of
because the nature of the scheme is that a companycarbon that you quoted. That is ƒ0.7 for short haul
purchases permits for the whole of its operation, notand ƒ1.3 for medium haul. The other thing about this
for any specific flight. It is a bit like fuel hedginganalysis is that it is based on a four year growth of
where a company puts some resource into purchasingaviation emissions so the cost is based on purchase of
and managing its fuel cost to minimise it. Similarly,emission permits for that growth, which is assumed
a company would manage its carbon permits and itto be some 14.5 per cent over a four year period. That
would be very diYcult to allocate the cost of theirdoes not include payment for existing emissions. In
permits down to a specific flight.terms of sterling, I suppose we are talking about 50p
Chairman: But, as Lord Haskel said, at the point offor short haul and £1 for medium haul.
entry to the system, depending upon what the level of
the quotas were that were allocated, there could be

Q42 Lord Walpole: I think you have just answered little or no cost, a very modest amount, 50p
about the percentage increase and annual cost to the depending on the quotas that were allocated in the
aviation industry. first instance. We will come to the eVect of these costs
Mr Wiltshire: I did not answer the second part of in a moment.
your question about low cost airlines.

Q46 Lord Walpole: What would be the percentageQ43 Lord Walpole: Sorry, no, you did not.
increase in annual costs to the aviation industry of anMr Wiltshire: The impact on all airlines would be
intra-EU scheme based upon the ETS?directly related to the fuel they burn but the
Mr Wiltshire: It would depend on the way in whichproportional impact on the prices they can charge
the scheme was introduced. On the assumptions thatand their overall cost base would depend on the
we have talked about this afternoon, that it is a freeproportion of their total cost that is fuel. So an airline
allocation with the growth being purchased in thethat has a high proportion of its total costs as fuel,
way of carbon permits, we estimate the cost toand all airlines need the same amount of fuel to fly the
the industry in round figures as something likesame aircraft from A to B, the higher the proportion
£50 million for every year’s growth, so £50 million inof your costs are fuel costs, the higher the impact
the first year, £100 million by year two, £150 millionemissions trading will have. I cannot give you any
by year three. That is on the basis of about £70 aspecific figures by route, unfortunately.
tonne for carbon. We do not have a total industryMr Buck: There is a risk of becoming extremely
cost level, sitting as we do in the UK, for the wholearithmetical in answering these questions, but I am

not sure— of Europe but the impact could range from anything
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perhaps purchasing replacement aircraft at a slightlybetween 5 and 8 per cent depending on the price of
carbon and the individual airline’s cost base. faster rate than they otherwise would have done. We

would see the industry as having an incentive to
become more eYcient but there would be someQ47 Chairman: So an increase of 5 to 8 per cent in
impact on demand. It is diYcult to estimate what thethe cost base of an airline would result in an average
impact would be.rise in air ticket of about 50p or a pound? I am

surprised.
MrWiltshire: My Lord Chairman, I am very sorry. I Q53 LordWalpole:Over what time-scale can you see
am guessing what your supplementary question will significant reductions in carbon emissions, or can you
be and answering that. not see them?

Mr Wiltshire: As part of the UK’s Sustainable
Aviation initiative I mentioned in my introductionQ48 Chairman: Thank goodness!

Mr Wiltshire: I was answering a supplementary to that the manufacturing sector of UK aviation has
made a commitment with its European partners tomyself, which was that if all emissions required the

purchase of permits that would be the outcome seek another 50 per cent improvement in aircraft fuel
eYciency by the year 2020. That covers aircraft andapproximately. The growth basis scenario would be

the figures I indicated and the cost percentage would engine eYciency and design, and also improvements
in air traYc management eYciency and routings overbe quite modest, as described by the previous answers

in terms of price per ticket. Europe. That 50 per cent repeats a 50 per cent
improvement we have already made in the industry
over the last 30 years, so we are looking to newQ49 Chairman: And what would be the percentage
aircraft in 2020 being, as I say, 50 per cent more fuelincrease in annual costs to the aviation industry of an
eYcient than aircraft produced in the year 2000. Thatintra-EU scheme based upon the ETS?
is the sort of technology move we expect the industryMr Wiltshire: I cannot give you a percentage. Our
to achieve. It is a regular and steady improvementestimate of the total cost to the industry would be
that we have seen in the past and it is pretty clear thatsomething in the order of £50 million per annum of
from the new aircraft that are on the drawing board,growth, so £50 million in the first year, £100 million
or about to be delivered, that that promisedin the second and £150 million in the third and so on.
improvement is continuing.

Q50 Chairman: Across the EU?
Mr Wiltshire: Across the EU industry at intra-EU Q54 Lord Walpole: But is there not anything
flights level. somewhere in the future that is going to be dramatic?

Mr Buck: If I may add to that, my Lord Chairman,
first of all I will comment on the issue ofQ51 Chairman: And I think you said—though you
incentivisation. I would suggest that airlines havesought to revise your answer previously—that that
every incentive at the moment to operate as eYcientlywould be modest, not the 5 or 8 per cent increase in
as possible due to the price of fuel in the market, butcosts?
beyond that, many airlines already operate the mostMr Wiltshire: That is correct. The 5 or 8 per cent
fuel eYcient aircraft that they can do, particularly ifreferred to an all-permits and all-carbon cost
they operate in a competitive environment. In myscenario.
own case, First Choice Airway is the launch customer
in the UK of the new Boeing 787 aircraft which theQ52 Lord Walpole: Will the impact upon carbon
manufacturer assures us will oVer a 20 per cent fuelemissions from aviation under the ETS be largely
eYciency saving. That will be, I suggest, a significantthrough reduced growth in demand for air travel or
step change in the fuel eYciency of an aircraft andthrough the response of airlines to increasing costs of
will be one that we hope sincerely is matched incarbon emissions?
service performance.MrWiltshire: I think the answer is a little of both. The

price increase, that would have to be generated
through the additional costs that the industry would Q55 Lord Swinfen: But this new technology is not

going to come in overnight because aircraft arehave to pay, would result in some eVect on demand
and it would depend to a great extent on the specific incredibly expensive, even to change the engine on an

aircraft is very expensive as well, so this is obviouslytravel market we are talking about. It would also act
as an added incentive for fuel eYciency. There is going to be phased in over a period. Is this going to

start in 2020 or do you anticipate it being completedalready quite a strong incentive in the industry for
fuel eYciency but this would add a further incentive by 2020 at the current rate of improvements?

Mr Wiltshire: The example Mr Buck gave is of anin the same grain as current fuel eYciency, which
means that we would hope to see more fuel eYcient aircraft due to be delivered in, say, 2008 and that is

obviously part way to 2020, and that new aircraftaircraft engines produced in the future, and airlines
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Mr Wiltshire: The 50p figure came from an analysisshould deliver 20 per cent improvements in fuel
done by C E Delft based on one of the early years ofeYciency. What we are talking about by 2020 is a new
possible inclusion of aviation in the emissions tradingaircraft, together with aircraft traYc control
scheme. Nobody is sure what the price of carbon iseYciencies, that add up to something in the order of
going to be and nobody is clear about the impact on50 per cent. Yes, we see progressively, as new aircraft
airline costs. We in the airlines are not overly rich income along, greater fuel eYciency. That has
terms of profit and any cost addition feeds its wayhistorically been the case and it continues to be the
through into prices, generally speaking, so no costcase. The new technological ways forward are more
increase can be ignored in terms of its potentialsubtle than the historical ways of getting there but
impact on demand however small it might look fromthey are still there; lighter aircraft, lighter weight
a single analysis of what might happen in some of thefuselage, a more eYcient burning design in the
early years of the scheme. I think also that theengines. We also expect to see a contribution from air
diVerence between private travel, such as motoring,traYc control. That is why we very much support the
which you referred to, and other transport modes ismoves in Europe to streamline air traYc control
that aviation flies pretty eYciently from A to B. Pilotsroutings over Europe and the very complex and
do not put their foot down between one place and thecumbersome air traYc system there is, and that is
other. They fly a very eYcient mode and the aircraftsomething we look to governments to achieve for us.
is flown very eYciently. They are very competitive.
They are competing with each other on the same
routes and so I think there is not a fair comparisonQ56 Lord Walpole: Thinking of carbon emission, is
between the private decision of an individual who isit really better to fly or go another way if you are
buying fuel at the petrol pumps and an airline whichgoing less than 600 miles?
has fuel as one of its major costs but is competing onMr Wiltshire: This is a diYcult area; it depends a lot
that route with other operators.on the sources of energy of other modes, of which we
Mr Buck: The actual cost itself, as you quite rightlyare not quite as aware as we are of aviation. My
surmise, is not going to be that great but it doesunderstanding is, compared with the one-person car,
depend very much on the assumptions that are madethat eYcient air travel is better beyond 400
as to the cost of carbon. There are many already inkilometres. Obviously, a two-person car would make
the existing scheme within Europe who are veryit 800 kilometres. I do also know from our own
concerned about the admission of aviation to theexperience that flights to places like Florida from the
emissions trading scheme because they believe it willUK on an eYciently filled aircraft generate average
push up the cost of carbon and make it much morefuel eYciency per passenger of something like over
expensive for everybody else within the scheme, and100 miles per gallon. That is something that most
it would translate directly through into an eVect onpeople driving a car in London would be very pleased
the ticket price of some significance. My concern isto achieve.
not so much the cost itself, although it is a factor inThe Committee suspended from 5.23 pm to 5.29 pm for a
terms of overall dampening of demand, but thedivision in the House
potential for distortion between those who are
operating on routes within Europe and those who are
operating routes without Europe, and that can haveQ57 Chairman: Can I turn back to the question
a significant eVect on competition between airlinesasked by Lord Walpole about whether the impact on
where there is not an equal eVect on their cost base.aviation would be through reduced growth in

demand or through the supply side? All the evidence
with motor cars is that people have been willing to Q58 Chairman: So nobody in the industry, as

opposed to outside, has formed any view in yourkeep using them despite enormous increases in fuel
association about what the realistic eVect might be onprices, a large part of which is taxation. You are
ticket prices over, say, the next 15 or 20 years?talking about the impact of the entry of aviation into
Mr Wiltshire: The industry, certainly in the UK,ETS in the first few years being in the order of 50p or
recognises that this is economically the most eYcient£1 per journey. I have to say that it defies belief for me
route to go down in terms of carbon emission control.that that is going to have any significant impact on
Therefore, it is bound to be lower than some of thethe demand for air travel. As a motorist the cost of
other approaches but the absolute amount willmy petrol in the last few months has gone up a lot
depend on a number of factors that we have yet tomore than that. I do ask you again frankly to give me
understand.your assessment. Do you really think that for the

aviation industry 50p or £1 on a ticket is going to
have any impact on the demand for growth in air Q59 Chairman: I will make an observation, which is
travel in itself? I do not mean the supply side speculative, and then take your response. On the face

of it, with aviation being a small contributor toresponse, airlines keeping the costs down.
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Q61 Lord Haskel: You have explained about theemissions at the moment but easily the largest single
contributor to growth in emissions, and with the way in which governments can help by more slots and

by improving the infrastructure and how aircraft,price on tickets we are being told of 50p or £1 across
Europe, it rather implies that there will be you tell us, can be 50 per cent more fuel eYcient. If

you take the 50p or £1 per ticket and multiply it by theconsiderable political pressure to find ways of seeking
to take measures which would be much more number of tickets presumably you would get a large

amount of money which gives an indication of thedampening on the growth in air travel. Everybody
says there is going to be a lot of growth in aviation. amount of money which it is worth investing in this

sort of activity. What would be the broad cost ofDo you think European politicians are going to sit
and observe continuing growth, more emissions and achieving these developments? From that point of

view could you tell us what the costs would be anda pound on an airline ticket and say that is enough? I
just think there is a gap between the figures you are where you think the developments would come from?
quoting and the political (with a small “p”) objectives MrWiltshire: The broad costs would be the purchase
of trying to reduce emissions through aviation. If I of aircraft or new technology on the aircraft.
were in aviation I would be slightly uneasy. Unfortunately I do not have any information that
Strategically there is something to think about here. could quantify that answer. It would be through the

purchase of new aircraft which, as we haveMr Wiltshire: I would like to make a couple of
comments in reply and also repeat one thing I mentioned, would take place over the lifetime of the

aircraft, which can be as much as 25 years. We in thementioned earlier. I do not think most governments
would be in the business of demand managing UK have quite a young fleet of aircraft, with an

average age in the order of seven years, I believe, sotransport. I do not think it is in the interests of this
country and it is certainly not in the interests of the airlines in the UK tend to turn their aircraft over

more rapidly than perhaps other states do butdeveloping world which is growing its transport
demands very rapidly, much faster than we are in this unfortunately I cannot give you information

specifically about individual aircraft purchases or thecountry despite us already being quite a mobile
society. I think the benefits of transport and the general amount of money spent on new aircraft. I will

try to research an answer for you on that. Thebenefits of mobility are so strong that politicians
would be unwise to consider trying to price people proportion of that spend invested in order to improve

fuel eYciency would be a diYcult sum to work out. Itout of it. The second point I would like to make is
that in this country air passengers already pay Air would be part of an overall package but fuel

eYciency would be a major economic driver in termsPassenger Duty, as I mentioned earlier, which
equates to one and a half times the carbon cost of the of choice of aircraft for any airline.
journey that they are purchasing, and that money
goes to the Government at the moment and therefore
it is already built into the price they pay. Q62 Lord Haskel: What could governments do

apart from making the slots more eYcient?
Mr Wiltshire: As I alluded to earlier, the creation ofQ60 Chairman: I would like you to do a note for us
much more straightforward air traYc routings acrossand explain how air passenger duty, which varies
Europe would be an advantage to airlines thatbetween £5 and £40, does it not—
currently have to fly through a whole series of airMr Wiltshire: That is right.
spaces, often in a very dog-legged way, not directlyChairman:— is only one and a half times 50p or £1. I
from A to B. That would save money and time.am trying to understand the figures that we keep
Governments should also, I believe, treat aviation thegetting quoted to us as a Committee. The average
same as other sectors that emit and encourageprice on a ticket in Europe throughout this emissions
scientific research to develop the technologies thatscheme would be about 50p or £1, air passenger duty
are needed which in our case, we believe, willis £5 to £40 and yet that is only one and a half times
continue to improve the fuel eYciency of our aircraftthe cost. That would be extremely helpful to us. As a
in future. I am talking about very long-term, moreCommittee we will certainly be trying to assess the
fundamental engineering research about newimpact on people outside. This is the thing that
technologies. That would also maintain thepeople want to know: what is going to be the impact
aerospace manufacturing skills that we have in thison travelling and on demand and so on?
country. Also, they could ensure that there is priorityLord Swinfen: You have given indications of an ETS
given to understanding the climate change impacts ofcharge on trips to, say, Paris or the Mediterranean,
aviation generally and that is something we have alsobut could you also include in your answer the charge
encouraged through Sustainable Aviation.to, say the United States and Australia, because that

would have a bearing as well? Perhaps you could Mr Buck: There is an extent to which technological
advance can get us out of this situation we are in. Onewrite that in your note rather than answering it now.
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assessment when it is very diYcult to understand themight say that the aviation industry is already very
nature of the beast you are trying to move towards.well down the road to being just about as

technologically advanced as it can possibly be. There
are many other industries within the emissions
trading scheme, or which, potentially, could be part Q64 Lord Fyfe of Fairfield: I am really interested in
of that which are not that technologically advanced, that, Mr Wiltshire, because you started oV by being,
so there are many more savings that could be made in if I may say so, pretty critical and then you were
other industries than can be made in terms of oVering some excuses for the Commission as to why
eYciency gains within aviation. There is a risk, if the response was not all that you would have liked.
costs are increased to aviation on an intra-EU scope, How could you improve their response in the future
that you would find that certain routes might well to similar exercises?
become non-viable. I am thinking particularly of MrBuck: I wonder if I might be allowed, my Lord, to
some regional routes, for example, that if additional add to that? I perhaps would not be quite so kind to
costs were added to those routes one may well find the Commission as Mr Wiltshire. I do not think
that they are no longer viable. There are inherent carrying out regulatory impact assessments is the
risks in applying these costs to aviation which is strong point of the Commission and I think
already operating as eYciently as it possibly can. I consulting with industry, trying to ask them their
cannot think of ways in which I could make my estimate of costs, is not something the Commission
airline more eYcient, for example, than these new feels very much disposed towards doing. I certainly
aircraft that are not yet flying. The aircraft we have think that if the Commission were to take the time
ordered are paper aeroplanes that have not yet flown. and trouble to consult with the industry and ask them
We are promised these improvements by the to contribute to the formulation of costings that it
manufacturers but we are already operating state-of- uses in its Regulatory Impact Assessments when it
the-art aircraft with state-of-the-art engines that bothers to carry them out, it would be of benefit to all

in terms of good policy making.could not be more eYcient and we are filling them
with people on very high load factors of 90 per cent
plus, so we are already operating just as eYciently as
we possibly can. Q65 Lord Fyfe of Fairfield: That sounds sensible to

me, Lord Chairman, if I may say so. Coming back to
the point, how can we make them more responsive inQ63 Lord Fyfe of Fairfield:We are interested in your
the future to representations which organisationsviews, gentlemen, or your judgment, if you prefer, of
such as yourselves make?the quality of the impact assessment conducted by the
MrWiltshire: I am not an expert in the European fieldCommission and indeed your views on how they
but it would be helpful if in all cases the Commissionconducted stakeholder consultation.
was required to speak to industry. It seems that theyMr Wiltshire: I can speak with a little knowledge of
are not required to speak to industry as much as wethis question, my Lord. The amount of consultation
expect in the UK and I would hope that that could bein the case of our organisation was quite limited. I
made part of any regulation or development goingthink you will have to speak to others about the more
forward.detailed consultations in the European scene. We

have to push our way through the door in Brussels to
get our voice heard in terms of our views on this and

Q66 Chairman: That is extremely interesting. Whento speak to consultants or the Commission
I asked about costs and fares and so on youthemselves so, compared with consultation processes
nevertheless quoted the Commission’s papers whichand communication processes between the UK
implied to me that you accepted those.Government and the industry body, I found that the
Mr Wiltshire: Yes, but there are no other alternativeprocess in Brussels was quite weak. Indeed, they were
sources of information of that sort. That is at thequite averse to listening to the industry view. As I say,
moment anyway the best piece of information weyou will have to speak to other organisations or
have.companies who have perhaps better knowledge of the
Mr Buck: I think the consultation that C E Delft, theEuropean processes that took place in the early part
Commission’s consultants, had with the industry wasof this year. Because of that the quality of the impact
very bad anyway. It was extremely diYcult to get theassessment was not something that we felt was very
consultants to listen to the industry.strong. Having said that, the whole process of

emissions trading is very young for all the other
sectors that are currently engaged in it in Europe and
we are a new sector to it. I think it would be very Q67 Chairman:The conclusion we would draw from

that would be that the industry would produce itsdiYcult for anyone to do a high quality impact
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Q68 Chairman: Can I thank you very much indeedown figures on the costs of impact on fares and so on
for that? Is there anything you would like to add thatbut you appeared not to because you quoted the
we may have missed and that we should have askedCommission.
you?Mr Buck: It depends very much on the parameters
Mr Wiltshire: No, my Lord Chairman, thank youthat were being used. We did not know exactly what
very much indeed.it was that they were going to be considering. We
MrBuck:Thank you very much, my Lord Chairman.could only imagine the scenarios. Certainly we did

seek meetings with the consultants and we did make Chairman: Could I on behalf of the committee thank
both Mr Wiltshire and Mr Buck. You have beenas much input as we possibly could but it was very

late in the day when they agreed to see us. forthright in your replies and we are grateful to you.

Supplementary written evidence from British Air Transport Association (BATA)

AIR PASSENGER DUTY, EMISSIONS TRADING AND THE CARBON COSTS OF AIR TRAVEL

1. Background

The UK Government’s “Future of Air Transport” White Paper (ATWP) in December 2003 included an
assessment of the environmental cost of UK aviation, based on the cost of carbon emissions.

A recent study for the European Commission by the consultants CE Delft (Giving Wings to Emissions
Trading—July 2005) included EU aviation in the EU Emissions Trading Scheme (ETS). One option they
assessed suggested an average cost per shorthaul passenger journey of ƒ0.7.

Air Passenger Duty (APD) was introduced in the UK in the mid-1990s. It is categorised as an Environmental
Tax and the current duty paid by each passenger departing the UK is £5 for shorthaul journeys, £20 for
longhaul journeys and double these figures for passengers travelling in a premium class.

BATA has stated that APD is equivalent to over one and a half times the carbon cost of the departing flights.

This note explains the assumptions behind the CE Delft figure and the BATA statement and reconciles the
two.

2. APD and the Carbon Cost of UK Air Travel

The ATWP’s estimate of the environmental costs of air travel were based on calculations explained in the
technical supporting paper “Aviation and Global Warming” (DfT January 2004)

This paper reported UK aviation carbon emissions of approximately eight million tonnes of carbon in the year
2000.1, 2, 3 It also assumed a cost of carbon of £70 per tonne of carbon.

Hence the carbon cost of UK aviation in 2000 was 8 million x £70 or £560 million.

APD generated £948 million in 2000–01 (Source HM Revenue and Customs).4

Hence APD revenue is 948 $ 560 % 1.69 times the carbon cost of UK aviation.

This justifies the BATA statement.
1 “UK aviation” emissions are defined by DfT as the emissions arising from all domestic flights and all international passenger

departures. In other words, all departing passenger flights.
2 The carbon emissions figure was derived from an estimate of CO2 emissions for civil passenger aviation of 30 million tonnes. One tonne

of carbon corresponds to 3.67 tonnes of carbon dioxide and the UK total of hence approximately eight million tonnes of carbon.
3 The technical support paper also accounts for UK aviation’s non-CO2 climate change impacts by applying a CO2 multiplier. These

non-CO2 impacts are not well understood scientifically and the mechanisms that are thought to take place are very diVerent to the global
warming gas eVect of CO2.

4 The APD revenue as a proportion of carbon cost is for a financial year whereas the carbon cost is for a calendar year.
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3. Carbon Cost of a Shorthaul Journey

Assuming the shorthaul and longhaul rates of APD (£5 and £20 respectively) are broadly proportional to the
average shorthaul and longhaul emissions per passenger, the shorthaul APD of £5 is also 1.69 times the carbon
cost of a shorthaul air journey and we can also deduce the average carbon cost of a shorthaul journey:

Average carbon cost of shorthaul journey % £5 $ 1.69% £2.96.

4. Emissions Trading Costs

The CE Delft report calculated the typical cost per journey for various aviation emissions trading scenarios
(see pages 11 and 12 of the Executive Summary (not printed)).

The shorthaul ticket price increase of ƒ0.7 was based on Option 2 (Benchmarked allocation, flights departing
EU airports and CO2 only) at an allowance price of ƒ30 per tonne CO2. The footnote clarifies that this
additional cost is based on the cost of purchasing emission allowances after four years of growth. This growth
is equivalent to 14.5 per cent of the total aviation emissions in that year.

The cost of CO2 allowances for all emissions is therefore seven times higher and at ƒ30 per tonne CO2 the
ticket price increase would be ƒ0.7 x 7 % ƒ4.9.

Hence full CO2 cost for a shorthaul journey is ƒ4.9.

5. Reconciliation

The calculation of average shorthaul carbon cost, shown in paragraph 3 above, assumes a cost of £70 per tonne
of carbon, equivalent to £19.07 per tonne of CO2 or ƒ26.7 per tonne of CO2 (at an exchange rate of ƒ1.4 % £1).

Adjusting this carbon price assumption to ƒ30 per tonne of CO2 in line with the CE Delft report would take
the average carbon cost for a shorthaul journey to £3.32 or ƒ4.66. This is close to the figure of ƒ4.9 derived
from the CE Delft report.

6. Conclusion

The two separate methods of estimating the carbon cost of a typical shorthaul journey, from the BATA
valuation of APD using UK Government figures for the year 2000 and from the CE Delft report, produce
similar answers with only a 5 per cent variation.

Roger Wiltshire

2 November 2005
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TUESDAY 18 OCTOBER 2005

Present Eccles of Moulton, B St John of Bletso, L
Fearn, L Walpole, L
Haskel, L Woolmer of Leeds, L (Chairman)
Roper, L

Letter to Sub-Committee B from Mr Peter Gammeltoft, Head of Clean Air and Transport Unit,
European Commission

As written evidence for consideration by the Committee I hereby have the pleasure of forwarding a copy of
the Communication on Reducing the Climate Change Impact of Aviation (not printed) recently adopted by
the European Commission. A key recommendation contained therein is to take steps to include aviation in
the EU Emissions Trading Scheme.

Accompanying the Communication is an Impact Assessment report (not printed) setting out in further detail
the background for the policy conclusions. Also enclosed you will find a report on the results of the stakeholder
consultation (not printed) conducted in spring 2005, as well as a background study on the inclusion of aviation
in the EU ETS Giving Wings to Emission Trading (not printed) carried out by contractors CE Delft on behalf
of the Commission. The documents are also available on the internet at the following address:
http://europa.eu.int/comm/environment/climat/aviation–en.htm

7 October 2005

Examination of Witnesses

Witnesses: Mr Peter Gammeltoft, Head of Clean Air and Transport Unit, and Ms Jane Barton, Structural
Trainee, Environment Directorate-General, European Commission examined.

Q69 Chairman: Good morning, Mr Gammeltoft the companies and by the consumers, into the cost
structure of the airlines and ultimately also into theand Ms Barton. Thank you very much for coming

along. As you would expect, we have read with pricing structure for airlines. The eVect of this will
be to make sure that the distortion of competition,interest the various documents you have prepared

over the months—it probably feels like years. It is which is the result of the fact that you cannot see
the environmental costs, will be put right, if I canvery kind and generous of you to give us your time

today. We are most appreciative. We only have 45 put it in that way. Our examination has shown us
that emissions trading is the most cost-eVectiveminutes, I am afraid. I invite you to make an

opening statement, but I would be very grateful if option for taking this forward, and also, in our
view, the most politically realistic option, so that isyou would keep it brief, and then we will go straight

to questions. what we are pointing to at the moment. What we
are suggesting is that we have identified a numberMr Gammeltoft: Thank you, my Lord Chairman,
of key issues, on some of which we have proposedfor this opportunity to come and explain a little bit
a position, for debate in the European Parliamentabout what we are trying to say in our
and the Council of Ministers. Others still need to beCommunication on aviation and climate change.
resolved. A lot of detail will be done on the impactWe very much welcome this opportunity and we
assessment which is proportionate to the kind ofare grateful for the invitation to come here. I shall
overall conclusions that we have reached at thebe very brief in trying to say a couple of general
moment, but more work needs to be done, and wewords about what it is we are trying to achieve.
intend to establish a working group to elaborate allAviation is a sector which is in rapid growth. It is
the details, because the way this will impact onnot covered by the reduction obligations under the
airlines, ticket prices and so on will depend veryKyoto Protocol and, if we do not address aviation,
much on how we organise the detail in an emissionswe will be faced with a significant problem some
trading scheme.years down the line. The sooner we get to grips with

it, the easier it will be. That is, I think, point one. Chairman: Thank you. That was a very useful
introduction. I should say that in a number of casesPoint two is that we are trying to integrate the

environmental externalities, the environmental we are asking the questions in oral session so that
people who read or listen to these things, rather thancosts which are hidden, which are unseen today by
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Mr Gammeltoft: We do have a completely open mindread large documents, get some of the key points that
otherwise they might miss. on whether it is one or the other. The GivingWings to

Emission Trading report highlights, I think, that there
are diVerent types of airlines which will be aVected

Q70 Lord Haskel: The first question is really about diVerently. High-growth airlines, for example, are
how we start this thing oV, how we make the initial likely to, relatively speaking, benefit from
allocation of carbon emission quotas. The report benchmarking rather than traditional grandfathering
Giving Wings to Emission Trading argues that the on the basis of volumes of traYc so far.
actual cost increases would be passed on depending Chairman: That is helpful.
whether permits were allocated free or were
auctioned. Could you say something about why the
method of sale aVects the impact, given that the Q74 Lord Fearn: The Commission noted in its
emissions quoted have an opportunity cost of sale in working paper that the impact might be greater on
the market? We are in fact giving an asset to the carriers with low fares than high fares. Would this
airlines. distort competition across the aviation sector in the
MrGammeltoft: Yes. Firstly, we need to separate two EU to any material extent? Is there any way in which
issues. One is the overall environmental ambition of the scheme can be changed to achieve market
the scheme, and that is essentially set by the amount neutrality between them?
of allowances that you put into the scheme. The other MrGammeltoft: I think we need to be clear about this.
issue is the one that you raise, and that is the Everything else being equal, diVerent types of
distributional aspect of it, how we distribute the carriers, low fare or high fare and so on, are in
allowances. It is clear that diVerent ways of absolute terms aVected in the same way. So if you
distributing this will have diVerent distributional emit the same amount of CO2, have the same starting
eVects. These are part of the issues that the working conditions, you will end up paying the same amount
group needs to look at because it is very clear that for any allocations that you are buying because there
there are diVerent kinds of aircraft operators, and we is one price in the market for CO2. It is clear, of
need to look in more detail at how the diVerent course, that if you have a cost increase of X,
groups of aircraft operators are impacted by the depending on the cost base of the aircraft carrier, this
decision on allocation. This is why it has been can have diVerent impacts relatively speaking, but in
deferred to the working group to look at this in more absolute terms I would suggest that the impact would
detail, to find, shall we say, an equitable way forward have to be the same. In that sense, you could argue
on this issue. that low-cost carriers will be more aVected but, on the

other hand, there are arguments pulling the other
way, for example, that low-cost carriers typicallyQ71 Lord Haskel: But you do not have any view, do
have a larger occupancy rate of seats.you, about how the initial allocation can be designed

to avoid some sort of market distortion?
Mr Gammeltoft: I would venture the point that what Q75 Lord Fearn: We have heard in evidence from
we are trying to do is to correct a distortion that is other parties that the scheme would not exclude or
already in the market because of the fact that penalise many of the most oVending aircraft. Is this a
environmental costs are currently not reflected in the real concern?
cost structure of the airlines.

Mr Gammeltoft: The philosophy behind this kind of
approach is that we leave it to the market to decide
what should continue and what should not continue,Q72 Lord Haskel: But you do not see any distortion
rather than the traditional regulatory approach,in the way that the initial cost is allocated, whether it
where you ban certain kinds of aircraft because ofis auctioned or whether it is given?
low performance and so on. It is up to the operators.Mr Gammeltoft: You have diVerent eVects on
Everything else being equal, it will be less interestingdiVerent groups of airlines. I am not sure that I would
to operate highly polluting aircraft because the costscall it distortion or to what extent I would classify this
will be higher and this will discourage the use of theas distortion. It would obviously mean a change
most polluting aircraft. There will be essentially ancompared to the current position, and what it will do
incentive to renovate the aircraft fleet. Renewal in theoverall is to ensure that those who have less emissions
aircraft fleet will be pushed by incentives rather thanwill become more competitive at the end of the day.
by prohibitions.

Q73 Chairman: So issues like benchmarking versus
Q76 Lord Fearn: So at the moment are they taking,grandfather rights, and so on, are something on
or would they take into consideration, the age ofwhich at the moment you would have a completely

open mind? the fleet?
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lead in going the wrong way. Aviation, in our view,Mr Gammeltoft: What is taken into account here is
the emissions or the impact on the climate, so to the not only has to participate but also has to be seen by
extent that older aircraft have more impact on the other sectors as participating in combating climate
climate, there will be an incentive to replace these change.
aircraft. Chairman: I am tempted to start talking about cars,

rail, buses and so on, but I will not.

Q77 Lord Haskel: Would not the incentive be far
greater with an increased cost of fuel rather than the
cost of the emissions trading? From the numbers we Q79 Baroness Eccles of Moulton: My question is
have seen emissions trading figures are not high, but who should actually be included in the scheme. Could
of course, with oil trebling in price over the last you tell us what your present view is on which carriers
couple of years, surely that is a big incentive for and routes should in practice be included? Would it
carriers to run more eYcient aircraft? be practical to include all intra-EU flights and all
Mr Gammeltoft: That is obviously in itself an other flights originating in and/or arriving in the EU,
incentive, but we do not know how long the oil price even though this would impact on non-EU based
will remain at current levels. I think the issue here is airlines? There are obviously some options here.
that it turns out that emissions trading is a more cost- MrGammeltoft:Yes. It is quite clear. Let me make the
eVective option because if you pay more for oil, you more general point here that aviation, contrary to the
do not get more environment for your money. If you European emissions trading system which we have,
pay for allocations, you get more environment for oVers an opportunity to involve the rest of the world
your money because you are buying allocations from in our eVorts to combat climate change. The
other sectors, which means that, to the extent that European Council, when discussing the future eVort
there are no cost-eVective reductions to be had in the on climate change in March of this year, highlighted
aviation sector itself, the money is channelled into the need to involve the rest of the world and the need
other sectors and paying for CO2 or other greenhouse for further substantial reductions in greenhouse gas
gas reductions in other sectors of the economy. You emissions. Our view is that, from an environmental
get something for all of your money, which you do point of view, it is clear that the more routes you can
not necessarily find with fuel prices. involve in this, the greater will be the impact. So from

an environmental point of view, although certainly
Q78 Lord St John of Bletso: It is rather an ultra vires this would be the preferable option, there are a
question, but is the technology for carbon emissions number of issues that we need to look at more closely,
moving ahead so that engines of the future may have because we open up other issues when we start
far less emissions than current engines? I had an imposing this kind of thing on airlines in and out of
interesting meeting last week with Rolls Royce, who the EU. What we have been looking at is intra-EU
were talking about the technology of the future, flights; we have been looking also at flights leaving
which will be far more fuel-eYcient. the EU; we think that we should be making a system
MrGammeltoft: Indeed, technology is moving ahead, here which could logically be continued by the rest of
yes. There is a so-called ACA initiative, which is the the world, so we do not think it would be logical to
Advisory Council on Aviation matters, which has set say that we would include both flights to and from the
a target which is challenging, we believe, of a EU, because if everybody did that, some routes
50 per cent reduction of CO2 emissions or fuel would pay twice. If we do it either leaving the EU or
consumption for aviation engines in 2020. These are arriving in the EU, it is a system which could easily be
new engines. Given the fact that aircraft typically expanded to include other countries in the world, but
very often have a lifetime of 30–40 years, it takes from an environmental point of view, yes, it is quite
quite some time before this impacts fully on the clear. If you look at the intra-EU emissions, they are
performance of the fleet. So if you have enough time only about 30 per cent of the total emissions of in and
to wait, yes, you could rely on that only. Our view is out flights and intra-EU all taken together.
that we need to push ahead on technology—that is
very clear—because that is the way ahead in the
longer term, but in the meantime, the aviation sector

Q80 Baroness Eccles ofMoulton:As you continue tohas to participate in combating climate change. I
work on this problem, is there a possibility that yourwould interject here that we have a situation where all
view might change towards confining the ET just tosectors are reducing greenhouse gas emissions except
Europe?the transport sector essentially. The electricity
MrGammeltoft: At this stage it would not be prudentgeneration, industry and so on have all reduced their
to exclude that possibility but, as I said, from angreenhouse gas emissions. The transport sector is
environmental point of view, the more we can extendunfortunately going the wrong way, and I think

aviation, in terms of percentages and so on, is in the it, the better.
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Q85 Lord Walpole: If we can get back to the actualQ81 Lord St John of Bletso: You have mentioned a
bit about the distortion, but does the Commission estimate of additional costs, if any, on airline tickets

for intra-EU flights if the ETS system wereenvisage any material danger of distortion anomalies
emerging such as transferring flights terminating at introduced on the basis you suggest—in other words,

carbon at £70 a tonne or alternatively £100 a tonne—Zurich rather than at Frankfurt?
Mr Gammeltoft: We do not believe that that is a very can you give one or two practical examples of routes

which are heavily used?real danger. There are many issues involved in this.
We have done some example cost calculations and Mr Gammeltoft: Firstly, in the Giving Wings to

Emission Trading we have calculated a carbon cost ofimpact calculations on ticket prices. The size of the
impact that we are talking about—and we have been ƒ10 and ƒ30. The current price is, I think, ƒ23 per

tonne. I looked it up yesterday. I know it has beenlooking at long-haul, medium-haul and short-haul
flights—is nothing that exceeds more than a handful peaking recently but this was, in our view, a transient

phenomenon. We are not going into makingof euros.
forecasts about the future carbon price. I think it is
very diYcult to predict this kind of thing and it will

Q82 Lord Haskel: Could you be a bit more specific depend on a lot of things, but it will notably depend
and give us some figures? on the kind of cap that you impose on the overall
Mr Gammeltoft: If you look at Giving Wings to emissions trading system, which is a political decision
Emission Trading, if you do not pass on the full cost, and which will be based on the environmental needs.
we are between ƒ0–9 or something like that on the In our view, it is not useful at this stage to speculate.
ticket price. If you pass on all costs we are talking This will not be a decision for aviation alone. If there
about maybe up to ƒ20 on a long-haul ticket. (We is any increased pressure on the carbon price, this will
need to have a further look at this. This is also an not be a decision for aviation alone. This will be a
issue generally in the emissions trading system. In decision for the full emissions trading system, and it
particular, in relation to the electricity sector there is is certainly not an issue that we should be addressing
a discussion about exactly that issue, about passing in the isolated context of aviation. In GivingWings to
on costs). It is our view that the price increases are not Emission Trading there are some calculated
going to make airlines move hubs. There are many examples. I think it is covered in the section which
other issues, such as whether there is room in another starts on page 135. The consultants have calculated
hub. The question was moving to Zurich: what is the the price impact for a short-haul flight from
capacity to take flights in Zurich? If we say that Amsterdam to Paris, a medium-haul flight from
people from Frankfurt or Munich or places like Munich to Palma, Majorca, and a long-haul flight
Milan would have to go to Zurich to get a flight, what from London Gatwick to Newark in the United
would be the extra costs of a train ticket to get there? States.
With the kinds of possible impacts that we are talking
about on ticket prices, we do not believe that moving

Q86 Chairman: Can you mention two or three ofhubs is particularly a risk.
those for the record please.Chairman:We will return to the question of costs and
MrGammeltoft: Depending on the allocation optionsso on in a moment.
and other options that are chosen; on the short-haul
flight, if no opportunity costs are passed on, you have

Q83 Lord Roper: On this point that we were just ticket price increases from ƒ0.2 to ƒ4.6. For
looking at, you have already, I think, said that the medium-haul flights you have from ƒ0.4 to ƒ9.
intra-EU flights would take up something like
30 per cent of the total, therefore we can assume that Q87 Chairman: Can you give us an example of a
there would be something like 70 per cent of medium-haul flight?
emissions from aviation originating or ending in the Mr Gammeltoft: The medium was Munich to Palma,
EU which would be excluded. Is that right? Majorca.
Mr Gammeltoft: If you take the intra-EU option, yes.

Q88 Chairman: And that would be about ƒ1 to ƒ9?
Mr Gammeltoft: Yes. On the long-haul, we wouldQ84 Lord Roper: So 70 per cent would be excluded.
have anywhere from zero—and that is the case whereSecondly, what would be the figure if all flights
you only have intra-EU flights—up to about ƒ7.originating in the EU were included? Would it be half

of that 70 per cent? Would it be a further 35 per cent?
Mr Gammeltoft: It would be something like a further Q89 Chairman: An example of a long-haul flight

would be?35 per cent that you could add to the 30 per cent, so
it would be roughly two-thirds. Mr Gammeltoft: London Gatwick to Newark, ƒ7

maximum under the options chosen or theChairman: Let us go on to the question of cost and
price. parameters chosen for calculating these options.
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about low cost carriers with a lower cost base, thatObviously, this will depend, and this is an issue that
will be looked at by the working group. When it is clear.
comes to the detailed design of the possible inclusion
of aviation in the emissions trading system, obviously Q93 LordWalpole: For whom the fuel is a very high
we will have to go into more detail and come forward proportion.
with an impact assessment which will assess the Mr Gammeltoft: Yes. I would also add here what I
impacts on the aviation sector and the diVerent parts have already said, that depending on the allocation
of that sector. system that you use, you can actually diVerentiate the

impact on diVerent types of carriers.
Q90 Chairman: Can I just get the figures correct?
Did you say that the Gatwick to New York would be Q94 Lord St John of Bletso: If we can get a bit more
lower than some of the medium flights? So going elaboration on the numbers, what would be the
from London Gatwick to New York could result in a percentage increase in annual costs to the aviation
lower increase in ticket price than going from sector of an intra-EU basic emissions trading
Frankfurt to Palma. Is that right? scheme? Secondly, what is the present forecast for the
Mr Gammeltoft: One of the options excludes price of carbon by 2015?
international flights, so that is one reason. The third Mr Gammeltoft: On the impact on the overall cost
option covers only EU airspace. This is one we have base of the airlines, we have not made any
looked at. There are many diVerent combinations of calculations at this stage. We have made calculations
options. It is impracticable to look at all options at of how it is going to aVect the costs of operating a
this stage. particular flight. These are the costs that you will find
Chairman: Rather than pursue that now, I would be on page 136 in the report Giving Wings to Emission
very grateful if you could do a brief note for us on Trading. For example, for a short-haul flight under
that particular point, why on the face of it the carbon option one, which was intra-EU only (and covering
costs of going to New York would be lower. I all estimate impacts) it goes from about ƒ50 to ƒ150
appreciate the point you have made there but it for the flight as such. If you want this per passenger,
would be useful. you need to divide this by the number of passengers
Lord Roper: Also, what the charge would be if one on the flight. On the carbon price in 2015, I would
were paying for the whole of the carbon emitted for also say what I have already said. In our view, the
the journey from Gatwick to New York. average carbon price in 2015 will depend on the kind

of caps that are imposed on the overall emissions
trading system, and these are political decisionsQ91 Chairman: A note will do.

Mr Gammeltoft: We will do whatever is practicable. which are taken on the basis of the environmental
needs. We do not have predictions and we do notSome of these calculations involve economic

modelling and so on. We have to assess how much think that it is the right time and place to discuss this
issue now. I think this is an issue that can be discussedwill be paid by buying allocations and how much will

be arranged through internal arrangements in the when discussing the overall future of the European
emissions trading system. There will be a review ofsector, technological improvements and so on. To the

extent that we can provide you with something, we the Emissions Trading Directive. I think it is
scheduled for next year.will do so.

Chairman: You will understand—and we will return
to this theme a bit later on—that when people who Q95 Lord St John of Bletso: To what degree would
are not technical people look at these things, they do these caps and these costs be compared with your
want to know what the impact is going to be on counterparts in other parts of the world: America,
prices, and they will suspect that your objective is that Africa and other regions? To what degree are they
although it starts modestly, the aim is to try and taking similar measures so we can have a global
spread this system, and they will ask us why we did solution here?
not ask that question now, because they did not Mr Gammeltoft: I think it has to be said here that
realise that was going to be a consequence. We will Europe is taking the lead on climate change, globally
come back to that. speaking. The Commission sees a need also in this

area. It is very diYcult. There have been ongoing
discussions in the International Civil AviationQ92 Lord Walpole: Do you think there will be a

diVerential impact on low cost airlines and their Organisation, and it is, I think, fair to say that it is
very diYcult to make progress on these issues.routes?

Mr Gammeltoft: I will say what I said before, that the Whatever progress there is is very slow. Our view is
that there is a need to show the way forward, and thisabsolute impact will be the same for the same ’planes.

The impact will in absolute terms be the same but it is part of the way of doing that. The idea of extending
it to, for example, all flights leaving the EU wouldwill be, relatively speaking, diVerent. If we are talking
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can change this assessment, and the more we go intoalso make sure that other countries’ airlines are
participating in the system and contributing to it. So the future, the less certain are these predictions.
it gives us an opportunity to involve other airlines in
it and get other airlines accustomed to the idea that

Q99 Baroness Eccles of Moulton: Is there a view onmaybe you have to pay for greenhouse gas emissions.
what the impact would be upon the competitive
position of EU airlines and EU businesses if onlyQ96 Chairman: Can I just ask one supplementary
intra-EU flights are included in the ETS?question on that? I understand entirely why you
Mr Gammeltoft: Thank you for that question. Thisprefer not to talk too much about the future. Partly,
gives me an opportunity to say something which Iyou say it is a political matter, but is not the situation
probably should already have said. I think it isthis: aviation at the moment contributes a very
important to be clear about what this means. Themodest proportion of CO2 emissions? Apart from
calculations that we have done have just been donewanting to have a nice tidy package so everybody is
over a short time period, a five-year period from 2008included, the real argument for including aviation is
to 2012, and they show that, with business as usual,the future forecast growth in aviation. If you do not
growth in this period would be 17 per cent. The wayinclude it early, it will be very diYcult to include it
that emissions trading might change this is bylater. That is probably something on which we can
reducing this growth figure by about 0–2 per cent. Soagree
over this five-year period we are talking aboutMr Gammeltoft: Yes.
whether the growth will be 15 per cent or 17 per cent,
in that interval. The first remark is that there will notQ97 Chairman: So the apparently low impact on
be a major impact on volumes in the sector as such.prices at the moment really does not tell the whole
That is our view. Secondly, on the question of thestory of where aviation might be in a few years’ time.
diVerential impact between EU airlines and non-EUAviation is likely to be a significant driver of the price
airlines, yes, there will be a diVerence, of course, thatof carbon in 20–30 years’ time. That is the concern
if we include only intra-EU flights, this willabout aviation in terms of emissions. Is that a fair
essentially be EU airlines. There are some foreignview?
carriers operating some lines, but more thanMr Gammeltoft: We have heard from certain
95 per cent will be EU carriers. If we go to flights, forindustrial groups that they are concerned that
example, arriving in the EU or departing from theaviation as having a net demand for carbon
EU, it will impact 70 per cent on EU airlines and 30allocations will drive the price up, but that in our view
per cent on non-EU airlines. It is clear that althoughdepends on how the system is conceived. We do not
the impact is small, it is there, and from the point ofknow how it will be conceived, so I think we will stick
view of equal impact on EU and non-EU airlines, itto not venturing any predictions about how this will
would also be preferable to include non-EU airlinesdevelop. It also depends on other things that we do
in the system by including, for example, flightsnot know about. We can have predictions about
arriving or departing from the EU.technological development in the sector. We can see

what is currently in the pipeline. We know that from
companies like Rolls Royce, Airbus, etc, but if there

Q100 Lord Haskel: Thank you very much for tellingare technological breakthroughs, this could radically
us your views about future technology. Do you seechange the picture. These are things that we cannot
the impact of carbon emissions on aviation asknow about. You only know about technological
reducing the demand for air travel, or do you thinkbreakthroughs when they happen.
the impact will be to make air travel more eYcient,
using less fuel?Q98 Chairman: Is it not the case at the moment that
MrGammeltoft:Let us return to the growth figures. Itthe forecast growth in air travel is a major driver of
will only marginally aVect the growth, which means itfuture CO2 emissions?
will only also marginally aVect demand. In the longerMr Gammeltoft: They are growing rapidly. That is
term it will impact on the environmentalvery clear. But if we get a 50 per cent improvement in
performance of aircraft. This will take some timefuel economy, there are also people working on other
because of the long turnover times in the sector, to thetypes of fuel—non-fossil fuels for aviation; there is
extent that you are improving the performance ofwork ongoing on bio-fuels and so on—these will all
engines, ’planes and so on. With the fuels it willhelp bring down the net emissions from the sector.
happen more quickly. In the meanwhile, it will be byThese are things that it is very diYcult to predict, so
making aviation contribute to eVorts in other sectorsyes, if everything stays the same as it is now, then it
by buying allocations and essentially financing eVortswill become increasingly important because of the
to reduce CO2 emissions in sectors where it isprojected continued growth in civil aviation: but

what I am saying is that there are many factors that cheaper.
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through a regulatory approach, and regulation ofQ101 Lord St John of Bletso:With so many of these
new countries coming on board, like Bulgaria and technical standards for airlines is mainly done

today through the International Civil AviationRomania, the whole tourism industry is opening up,
and with the open skies policy, with Ryanair and Organisation, which is a very lengthy and

cumbersome process. If we were to go that way, IEasyjet, it is going to be pretty diYcult to cut back on
the surge in growth in tourism in some of those areas think we would have to wait longer for improvements

than we will if we choose to go down the emissionsthat up until now have had very little tourism.
Mr Gammeltoft: The high growth figures that we are trading route.
quoting, 17 per cent over a four-year period, reflects
exactly the fact that there is a high growth rate in

Q104 Lord St John of Bletso: What about taxationthings like tourism. The introduction of emissions
options?trading will, in our view, not mean any significant
Mr Gammeltoft: Taxation options are also areduction in tourism. It may mean some
possibility. That is clear. But we have a situation withredistribution. Some people may choose to go shorter
taxation where you are probably aware that there aredistances, but it will even out on the tourist
a number of bilateral air service agreements. We havedestinations. In Spain perhaps they will receive more
25 Member States in the Union. All of them haveSpanish tourists who have to travel less, but there will
non-taxation clauses in their bilateral agreements.not be a major impact on the aviation sector. You can
Each Member State has potentially up to 200say the same, I think, for peripheral regions, which is
bilateral air service agreements. There may beanother issue that has been raised in this context.
thousands of agreements that need to be renegotiatedFirstly, we do not believe that projected ticket prices
before this becomes a way forward to address this.are such as to discourage people from flying to and
Our view is that, while we should continue pushingfrom peripheral regions, and secondly, we would also
for other reasons, for reasons of energy taxation andpoint to the fact that you can introduce public service
reducing energy consumption and so on, for openingobligations for carriers serving very remote
up the possibility of taxation, this should not be thedestinations for which there is a need to maintain a
preferred route for addressing climate change, but itdurable link with the mainlands to which they
is an option. Charges is another option but it is verybelong.
contentious at the international level. At the ICAO,
the International Civil Aviation Organisation

Q102 Chairman: That sounds like the following assembly meeting last year there was, shall we say, a
message to people: “Do not worry about aviation major discussion about charges, and the outcome
coming into emissions trading and paying for carbon. was a compromise, after a very long discussion, that
We will still have growth in airline travel. Do not until the next ICAO assembly in 2007 there was a
worry.” The system will encourage airlines to be political agreement not to impose environment-
more eYcient and so on, so it is not going to cut back related charges on aviation, but the same discussion
on growth in air travel. Tourists need not worry, is going to happen in 2007 and nobody knows what
outlying Member States need not worry, business as the outcome of that discussion will be. So it is a
usual, except that aviation will become more fuel- diYcult route to go down.
eYcient and emissions-eYcient. Is that a fair
summary of your view?

Q105 Chairman: Are the open skies arrangementsMr Gammeltoft: That is a fair summary. Our
between the EU and other countries that areinvestigations have shown that there will not be a
currently under way not having clauses in them aboutmajor impact of any kind.
taxation? Are they changing that situation?
Mr Gammeltoft: The Commission is pushing for this

Q103 Lord Roper: If in fact it was felt that kind of change. It is early days to say what the
introducing aviation into the ETS was not possible, outcome is, but it is on the way. I would say
what alternatives are there to try and find ways of agreements are on the way without non-taxation
reducing aviation emissions in the years ahead? clauses.
Mr Gammeltoft: There are a number of options. Let
me say once again that this is not the only thing we
will be doing. We will be promoting things like Q106 Chairman: A last question, if I may, and I

apologise. We asked a previous witness in oraltechnological development because we do believe it is
important, and it is important that we make a session what they thought of the impact assessment

and the consultation processes that were undertakenconcerted eVort to push technological development.
So a push-pull strategy: pull through the emissions so far and they were rather critical of these. I know

that in June, or earlier this year, the Commission hastrading system and push through things like research
programmes. Obviously, research is an avenue which issued new guidelines and so on. Have you had any

feedback that has had some negative aspects from thewe will have to explore in any case. You can go
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day, the decision and the responsibility about theindustry and so on about the impact assessment and
consultation that was conducted? impact assessment is ours.
Mr Gammeltoft: Yes, we have had critical remarks
from the industry but I have to say that we very often Q107 Chairman: Mr Gammeltoft and Ms Barton,

could I thank you again. You have been, as alwayshave critical remarks from the industry. In some
parts of the industry there is an expectation that with the Commission, straightforward and detailed

in your responses and it is greatly appreciated. Thankconsultation does not end until industry agrees
100 per cent on our analysis. Our view of this is you very much.

Mr Gammeltoft: Thank you, Lord Chairman. Thankslightly diVerent: that we undertake the impact
assessment, we take responsibility for the impact you for the opportunity and we will come back with

the note that we promised you on the impact onassessment and we consult with stakeholders on draft
impact assessments and so on but, at the end of the prices.

Supplementary written evidence from European Commission

This note supplements the evidence given by the Commission to Sub-Committee B on 18 October 2005.

Summary of the Proposals in the Communication and the Next Steps

The Commission Communication published on 27 September 2005 recommends the inclusion of aviation in
the EU Emissions Trading Scheme. This is part of a comprehensive approach to tackling the climate impacts
of aviation and the Communication also emphasises the need to continue or strengthen existing policies,
namely research into cleaner air transport, improving air traYc management and making progress towards a
more consistent policy on energy taxation.

The Communication identifies the following technical design elements for the Scheme which are crucial if the
policy is to deliver its full design potential for environmental and economic eYciency:

— The type of entity made responsible for aviation’s climate impact;

— The extent to which the full impact is addressed;

— The types of flights covered; and

— The approach taken for calculating and apportioning the sector’s overall emissions limitation.

As regards the entity responsible, the Commission considers that aircraft operators should be the entities
responsible.

As regards the impacts to be addressed, the Communication states that both the CO2 and non-CO2 impacts
of aviation should be addressed to the extent possible. To do so at the present stage, a pragmatic approach
would be needed and the Communication suggests two options.

As regards the flights to be covered, the Communication points out that in environmental terms, the preferred
option is to cover all flights departing from EU airports since limiting the scope to intra-EU flights (which both
depart and land in the EU) would address less than 40 per cent of the emissions from all flights departing from
the EU.

As regards calculating and apportioning allowances, the Communication recognises that the rules applied to
existing participants in the EU Emissions Trading scheme may not be suitable for aviation and that, given the
level of integration in the Community’s air transport market, a harmonised allocation methodology should
be agreed.

The design of the scheme will be examined by a Working Group to be set up by the Commission. The working
group will consist of experts from Member States and key stakeholder organisations including industry,
consumer and environmental organisations.

The Working group will report its conclusions by 30 April 2006. The Commission will aim to put forward a
legislative proposal by the end of 2006.
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Why is emissions trading a better solution than alternatives like taxes or charges?

Unlike traditional regulation, emissions trading does not impose compulsory emissions limits on individual
entities or prohibit specified aircraft, instead it sets a cap on the total emissions and allows the market to decide
where, how and when emissions reductions can be made most economically.

Compared to a fuel tax or an emissions charge, including aviation in the EU ETS can provide the same
environmental benefit at a lower cost to society—or a higher environmental benefit for the same cost. In other
words the impact on ticket prices, airline companies and the overall economy will be smaller for a given
environmental improvement. This is because, in contrast to a fuel tax or an emissions charge which would be
applied to the aviation sector in isolation, the aviation sector would be part of a wider emissions trading system
covering other sectors of the economy, which delivers greater cost-eYciencies.

Moreover, emissions trading has been endorsed by the International Civil Aviation Organization (ICAO). The
EU believes that emissions charges would also be compatible with the international legal framework for
aviation, but they are contentious within ICAO and would anyway be less eYcient than participation in the
EU emissions trading scheme.

Which airlines and routes will be affected?

The Commission considers that the scheme should apply to all carriers without regard to nationality. The 1944
Chicago Convention on civil aviation requires laws and regulations relating to the admission to or departure
from a Party to the Convention of aircraft engaged in international aviation to be applied to aircraft without
distinction as to nationality. All aircraft are required to comply with such rules. To the extent that they operate
from airports in the EU, foreign airlines would thus be aVected in the same way as EU airlines. To the extent
that they operate intra-EU routes, foreign airlines would be covered even if the scheme is limited to intra-
EU flights.

From an environmental point of view, the preference expressed in the Communication is to cover all flights
departing from EU airports, whether to another EU destination or a third country. Narrowing the scope only
to flights within the EU would cover less than 40 per cent of the emissions from flights departing from the EU
(and only about 25 per cent if compared to the emissions of all departing and arriving flights). It would also
favour long-haul over short-haul flights, thus contradicting the strategy’s environmental objectives and raising
competitiveness concerns.

How would allowances be allocated to airlines?

This is an important question which will be considered further in the context of the Working Group and in
the Commission’s further preparatory work. There are several elements to this question: there is a preliminary
question concerning whether the aviation sector will be required to surrender allowances to cover all its
emissions or just emissions above a baseline.

Then there are questions relating to setting the overall emissions limitation for the aviation sector and the
apportioning of that limitation between operators and the extent to which the methodology and procedure
should be harmonised between Member States. Possible options for apportioning the emissions limitation
considered in the feasibility study included grandfathering, benchmarking and auctioning or requiring the
aviation sector to purchase all allowances on the market. In this context it would also be necessary to consider
how new entrants would be treated and whether and if so any early action would be taken into account.

How can airlines reduce their emissions in practice?

Airlines can reduce their emissions in several ways, notably by investing in more eYcient aircraft and engines
and in optimising operations. Although the biggest improvements would typically arise from accelerated fleet
renewal, many aircraft in the current fleets also hold potential for improvements. For instance some aircraft
can be retrofitted with technical devices at the tip of the wings (“winglets”), new surface treatments that reduce
drag (air resistance) and even new engines. Airlines can also optimise their timetables, route network and flight
frequencies to minimise the number of empty seats flown. ICAO, the international body responsible for
aviation matters, has published a catalogue of “Operational Opportunities to Minimize Fuel Use and Reduce
Emissions.” In the longer term, research into more eYcient technologies and alternative fuels may provide
additional opportunities.
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What will the impact be on the European economy and competitiveness?

The aim of an emissions trading scheme is to incentivise the reduction of emissions in line with the polluter-
pays-principle. Therefore by definition it intends to make it more expensive to operate the most polluting
aircraft. Since this is the aim of the scheme it is not considered to be a distortion of competition. A scheme
should apply to all carriers operating from EU airports without regard to nationality, the rules will apply to
all airlines equally and therefore no significant impact on the competitive position of any airlines.

The impact assessment carried out by the Commission concludes that the overall eVect on the European
economy and competitiveness is likely to be very small both in terms of overall GDP growth and employment.
For the aviation sector the main impact is likely to be a small reduction in the rate at which demand grows. In
the illustrative scenarios analysed in the background study, the anticipated growth in demand over the period
2008–12 is around 17 per cent, and the reduced growth in demand over this time-scale would vary from 0.1
to 2.1 per cent, assuming CO2 allowance prices of ƒ10–ƒ30.

However, the impact of the scheme is dependent on a number of factors in the design of the scheme which have
not yet been decided. A full impact assessment will accompany the future legislative proposal.

What will be the price impacts of including aviation in the ETS?

The feasibility report “Giving wings to emissions trading” assessed the impact on operating costs for airlines
and on ticket prices on the basis of 3 options. Under the first option the scheme would apply to intra-EU flights
only. Under the second option the scheme would apply to all departing flights from the EU. Under the third
option the scheme would apply to all flights (or parts of flights) in EU airspace.

The report assessed the impact of these options on short-haul, medium-haul or long-haul flights.

Under the 3 options, the price increase for a short-haul flight between Amsterdam and Paris would range
between ƒ0.2 and ƒ4.6 per round trip if it is assumed that no opportunity costs are passed through and
between ƒ1.5 and ƒ9.2 per round trip if it is assumed that opportunity costs are fully passed on. For a medium-
haul flight from Munich to Palma de Mallorca the price impact would range between ƒ0.4 and ƒ9 per round
trip if no opportunity costs are passed through and between ƒ3 and ƒ9 per round trip if opportunity costs are
fully passed on. For a long-haul flight between Gatwick and Newark, there would be no impact on prices if
the scheme is limited to intra-EU flights. Under the other two options the price impact would range between
ƒ1.0 and ƒ6.9 per round trip if no opportunity costs are passed on and between ƒ2.3 and ƒ19.8 per round
trip if opportunity costs are fully passed on. It is to be noted that if airlines were to pass on opportunity costs
fully and some or all allowances are allocated to aircraft operators for free, it would result in windfall profits
for aircraft operators.

21 October 2005

Letter to Sub-Committee B from European Low Fares Airline Association (ELFAA)

The European Low Fares Airline Association (ELFAA) brings together the majority of airlines in the
European low fares airline industry, with 11 members from nine European countries. ELFAA represents the
interests of low fares airlines and their customers, who currently constitute some 30 per cent of scheduled intra-
European traYc. ELFAA members themselves will in 2005 carry approximately 100 million passengers
between over 400 airports. Our members operate on the basis of maximising eYciency and reducing costs in
order to oVer the lowest fares to our passengers. This includes having the most fuel eYcient aircraft, and
carrying the maximum number of passengers on every flight. This eYciency and the use of technologically
advanced aircraft leads to the lowest levels of emissions in the industry. Our members therefore maintain the
most environmentally sustainable operations in the industry.

We welcome the United Kingdom Government’s initiative to consult with the industry before concluding on
the merits of including the aviation sector in the EU emissions trading scheme (ETS). While we are
understanding of the case for reduction in emissions, we feel there is a lack of appreciation of the very
considerable strides, already made in the aviation sector by the low fares airlines in particular, in investment in
new, technologically-advanced aircraft with much reduced levels of noise and emissions, and in highly eYcient
operational measures which further reduce environmental impacts of aviation. We therefore do not see it
necessary or appropriate to extend the ETS to include aviation.

In particular we are concerned at the highly discriminatory nature of the proposal, under consideration by the
Commission. We understand that the scheme, as proposed, will not include:
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— airlines of non-member European states, except in the highly unlikely of those states’ voluntary
consent;

— flights within the EU by airlines from third countries; and

— flights by Member States’ airlines, extending beyond the boundaries of the EU.

Many of the most oVending aircraft would thus be excluded from this scheme—akin to having the
Commission’s safety blacklist extend to only Member States’ airlines, flying wholly within the EU.

National network carriers of Member States would see all of their long-haul operations exempted from the
scheme. Particularly and disproportionately penalised would be the European low fares airlines, whose
operations are mostly intra-European.

The European low fares airlines have the youngest fleets in the business, having invested heavily in the most
technologically-advanced aircraft, each succeeding generation of which has achieved significant improvement
in the level of noise and emission. Also, the operational measures applied by the low fares airlines, which
include higher seat density, higher load factors and point-to-point services, reduce fuel burn and emissions per
passenger seat kilometre as compared to traditional ineYcient airlines. Fleet renewals and environmentally-
friendly operational measures should be endorsed by the European Union as the best means to reduce
environmental impacts of aviation.

The European Union was formed to promote trade, and mobility between Member States. The low fares
airlines have enabled this aspiration for mobility within the EU to be an aVordable reality for all, not the
previous rich few. Notwithstanding, they now face potential European legislation, which, by its narrow field
of application, will impact specifically such intra-European travel. However well-intentioned such legislation,
there is a perversity in seeing it applied by the Commission to curb the opportunities for aVordable travel of
only its own citizens.

Low fares airlines have principally developed services between the regions of Europe, in the main bypassing
already congested capital hub airports. In so doing, they have eliminated the need for wasteful multi-sector
connecting itineraries for intra-European journeys and also eliminated many millions of miles of unnecessary
car journeys to and from distant main airports. The contribution of the low fares airlines to the economic
development of the regions of Europe has also been indisputably immensely beneficial.

If, notwithstanding the penalising eVects on only its constituents, the Commission continues to pursue this
highly discriminatory policy, ELFAA would wish any such scheme to take account of investment to date in
new aircraft. OVending aircraft should be penalised and previous and future investment to reduce emissions
rewarded.

Proud of their achievement in this area, the airlines further favour the introduction of Eco-branding of airlines
and aircraft to enable selection of carrier and aircraft on the basis of its environmentally-friendly equipment.

In summary, ELFAA is opposed to the proposed application of this scheme on the grounds it:

— is not required;

— will have only very partial eVect; and

— is highly discriminatory in its eVect on intra-European aVordable mobility and regional
development.

In the event that it is pursued regardless, the Association would wish the factors identified above to be reflected
in the design of any scheme.

Our detailed comments are included in the attached position paper “Low Fares Airlines and the Environment,
June 2005” (not printed). We remain at your disposal for any additional information you may require for your
deliberations.

Stefan Vilner
Acting President of ELFAA and Commercial Director of Sterling

19 September 2005
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Examination of Witnesses

Witnesses: Ms Jan Skeels, Secretary General, European Low Fares Airline Association; Mr Jim Callaghan,
Head of Regulatory Affairs and Company Secretary, Ryanair, Member of the Executive Committee of ELFAA;

and Mr John Hanlon, Director, Flybe, Member of the Executive Committee of ELFAA, examined.

Lord Haskel was called to the Chair airlines have been the success story of liberalisation
of air transport within Europe and we have brought
many economic benefits right across Europe, not justQ108 Chairman: Good morning, Mr Hanlon,
to the airlines themselves but to airports and toMs Skeels and Mr Callaghan. Thank you very much
regions. Unfortunately, the European Commissionindeed for coming before our Sub-Committee. I
has not carried out any in-depth study into the exactthink you have been sitting in on some of the other
benefits that we have brought across Europe. It issession, so you know the routine. Before we start, I
therefore worrying that they continue to push outwould just like to make an announcement about
legislation without really knowing what the impact isDr Mark Williams, who is our specialist adviser,
going to be. We are a new sector, we are a verysitting on my right. Dr Mark Williams works
dynamic sector, and I think everyone would agreefor NERA Economic Consulting, which is
that we have changed European aviationa microeconomic consulting firm with 500
considerably. It is far more competitive. We doprofessionals around the globe. Many clients of
operate only within Europe. There may be the oddNERA have a direct interest in emissions trading,
flight that goes outside Europe’s boundaries but weand a client of Mark Williams is BAA plc, who have
do operate only within Europe, therefore, when yougiven written evidence to this inquiry. I just wanted to
talk about a European emissions trading schemesay that as it clarifies the position of Dr Williams. We
having the same impact on all airlines, yes, if it isusually start oV by inviting our visitors to make a
applied to all departing flights from the Europeanstatement, if they would like to. Ms Skeels, would
Union, it does, but of course, what you have toyou like to start?
remember is that both ends of our members’ flightsMs Skeels: Thank you very much, my Lord
are departing from Europe so we will have the fullChairman. If I can just say first of all, my name is Jan
impact. We are therefore concerned that studies haveSkeels and I am the Secretary General of ELFAA,
been presented to date without really including us awhich is the European Low Fares Airline
great deal. We are the sector which will be mostAssociation. As far as I am aware, we are the only low
aVected. We are concerned that the data which hasfares airline association in the world. We actually
been shown, for example, in the impact assessment islaunched the association in January last year simply
outdated. For our industry it is outdated. Thingsbecause existing associations were not taking the
change very, very quickly and assumptions that areneeds of low fares airlines and their consumers into
being made now on the eVect of this, the eVect onaccount. As you can imagine, with a whole raft of
prices and everything else, in our opinion are trulylegislation coming out of Europe, it is essential that
outdated. I welcome the fact that the Europeanwe can fight our own corner. We represent eleven
Commission has said today that there is a lot moreEuropean airlines, and they come from nine diVerent
work to be done on this. We have applied to be partEuropean states. We have two UK airlines amongst
of the working group and we are awaitingour members: Easyjet, who, incidentally, are not a
confirmation that we can be included. However, Imember of BATA (British Air Transport
suspect that the impact will be much greater than isAssociation); and also Flybe; and I think it is
being delivered to us today.reasonable that we could also say Ryanair are

counted in that as well because they do have a huge
Q109 Chairman: Thank you very much for that. Ioperation within the UK. The diVerence between our
am sure lots of these points will come out inairlines— because yesterday we were talking about
questions. Mr Hanlon, would you like to say wholow-cost airlines and there was confusion between no
you are?frills and low cost—our airlines do operate the low-
MrHanlon: Yes. I am John Hanlon. I am Director ofcost, no-frills business model, so we rely on low cost,
Alliances for Flybe, a regional UK carrier.high load factors, fast turnarounds, many eYciencies
Mr Callaghan: I am Jim Callaghan. I am Head ofthat come in, and the results of those are passed on
Regulatory AVairs and Company Secretary forto the consumer through low fares. It has changed air
Ryanair.travel from something within Europe which has

really been for the rich, into something more of a
commodity and has brought air travel within the Q110 Chairman: Thank you very much. You have

actually, Ms Skeels, started oV on one of ourreach of a lot of people within Europe who otherwise
would not have travelled. We do appreciate the questions which deals with what you call the highly

discriminatory nature of the proposal. You started toopportunity of being able to speak to you today. Our
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flights? There are a number of concerns that we have.say why you thought this was discriminatory,
because you operate in a diVerent way, but can you If ICAO cannot get 188 states to agree, we do not see

how the European Commission is going to achieveexplain why the low fares airlines do seem to have a
diVerent view on these issues? Would you support the that.
ETS, which you say has a discriminatory impact, if Mr Callaghan: My Lord Chairman, the concern of
those discriminatory aspects were resolved? Would the low fares airlines is that there have been a number
you approve of an ETS system for the airlines? of legislative initiatives coming out of Brussels
Ms Skeels: If I can start to answer that question, my recently where we have been discriminated against as
Lord, I am sure my colleagues will have comments to a sector. I am thinking in particular of the issue of
make as well. First of all, is the system discriminatory passenger compensation, where the average fare of
as such if it applies to all airlines departing from the the low-cost airlines is around ƒ50, and we are now
EU? If all airlines operated EU airport to EU airport, forced to pay ƒ250 in cases where flights are
it is not discriminatory. The fact that we operate only cancelled “within our control”, whatever that means,
within Europe impacts us 100 per cent, whereas other and that is a matter for debate. We made this concern
airlines can carry some of the costs of operating very clearly in our submissions that this issue is a
within Europe or they can cross-subsidise those costs global issue, and it should be handled at a global
from operations outside of Europe, or indeed level: in particular because I do not think it is beyond
operations coming into Europe. We are saying if it the realm of possibility that a system that comes out
applied to every airline operating out of European of Brussels may have, and we would be very
airports, which includes European airlines concerned that it will have the eVect of protecting
themselves and third . . . national airlines, who are less eYcient and more

polluting than the low fares sector. That is a very
strong concern that we would have.Q111 Chairman: You mean up to the European

frontier?
Ms Skeels: Yes: so if you had any airline at all Q113 Lord Roper: In your evidence to us you do
operating out of a European airport covered by this suggest that you have a much more modern fleet of
scheme, that would help resolve some of the aircraft than the other airlines. So you have a
problems that we have. The problem with doing that comparative advantage as far as that is concerned,
is that any third party state would have to voluntarily and therefore to that extent it is discriminatory in
agree to be part of this scheme. What state would your favour.
willingly subject their airlines to this type of scheme Ms Skeels: My Lord, it would depend on how the
without a quid pro quo? Our concern is, what is the allocation is made in the first place. If, for example,
cost of the extra-European airlines being included in grandfather rights are taken into account, if some
this scheme? On the one hand, yes, it makes it more equation is brought in that takes development over
equitable but, on the other hand, is there a hidden time into consideration and improvement over time,
trade-oV that we are not aware of and how will that we have a problem, because we have gone in from day
actually aVect us? It is probably nothing to do with one with the latest technology. So when you look at
emissions trading, but what would be the cost of that? improvement over time, for us, there has been none,

because we have started oV with the most eYcient
aircraft that we can have.Q112 Chairman: But if it were airlines operating out

of Europe, then all other airlines would have to Mr Callaghan: Can I just give an example from
Ryanair’s perspective? Over the past five years weparticipate if they are flying out of Europe.

Ms Skeels: Yes, if they fly out of Europe they have to have invested more than ƒ3 billion in our fleet
replacement programme. We have replaced the olderparticipate, but, for example, if you have an

American flight departing from Europe going to New 200 series 737 Boeing aircraft with the most modern
800 series aircraft, and that has had the impact ofYork, the US would have to voluntarily agree to be

part of this scheme, because they do not come under reducing our per passenger emissions by 50 per cent.
It has also reduced fuel burn by 45 per cent and noisethe European Union’s jurisdiction. In doing that, and

in bilaterals or any US-European agreements, they emissions by a further 45 per cent. We are also in the
process of investing in winglets, which are the fancywould probably seek a trade-oV—if they do not, they

are mad! What would that trade-oV be? Would it be things at the end of the wings, which will further
reduce emissions and fuel burn by around 5–6 perin the field of aviation? Would it actually have an

adverse impact on our members? We do not know. If cent. Furthermore, we are investing in new engine
technology which comes in from 2007, which willthe European Union goes ahead with the scheme and

finds out at the eleventh hour that it cannot get have the eVect of further reducing emissions by
between 15 and 20 per cent. If you take that as anagreement from all of these states, then what will

happen? Will it only be European airlines that are indication of where the industry is going, there is not
a whole lot more that we can do from this point on, sosubject to this? Will it only cover intra-European
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Q120 Lord Fearn: In paragraph 3 of your writtenwe would be very concerned about a system of quotas
that is based on, for example, last year or the year evidence letter you say that, on your understanding,

the scheme would not include non-EU airlines, intra-before, because we have made all the improvements,
and we will be penalised, despite the fact that we, EU flights by non-EU airlines, and flights by EU

airlines extending outside the EU. Could you pleaseRyanair, and our colleagues in the low fares sector
are at the cusp of technology whereas the likes of clarify the basis of that understanding? Which

airlines and flights should be included if aviation CO2Alitalia, who are operating with very old aircraft,
that are flying half-empty around Europe, will benefit emissions are brought into the ETS? Would a scheme

covering only intra-EU flights distort the market infrom the fact that they are not growing any further
and they are basically quite happy to have a system international aviation?
whereby they would not have to pay for any further Mr Hanlon: My Lord, we understand from our
quotas. interaction with members of the Commission, the

Environment Directorate in particular, that the
imposition of the European ETS scheme on non-EUQ114 Lord St John of Bletso: You say you reckon
Member States is dependent on voluntaryyou can get a 15 per cent reduction in carbon
participation by such states. We take a pragmaticemissions from the new delivered design compared
view, that that is very far oV, if not extremelywith the old?
unlikely, so we have great diYculty conceiving ofMr Callaghan: Yes, a further 15–20 per cent. That is
how this emissions scheme could be made to apply tobased on our numbers.
airlines of non-Member States; which brings us back
to the worry that it will be launched as an intra-Q115 Baroness Eccles ofMoulton:Particularly in the
European operation only, within which there areinitial stages of their existence, do any of your
some grave imbalances, to our disfavour. You maymembers buy second-hand aircraft?
consider that a level playing field between all theMr Callaghan: I am sure there are some.
European airlines of Member States would be fair,Ms Skeels: There must be some.
but the distinction to be made really is not so much
between traditional full service and low fares airlines;Q116 Baroness Eccles ofMoulton: That would be on
it is between hub network carriers and point to point,the other side of the spectrum, as it were, to the
mostly regional carriers, which the low fares airlinesdevelopments that you have indicated.
happen to be. National carriers operate extensiveMr Callaghan: Not necessarily, because you could
long-haul networks. Were they able to be outside thishave members purchasing newer second-hand
scheme, or, as we heard one option today, that partaircraft. These would still have quite high standards
of their journey outside European airspace, if I werein terms of fuel burn and emissions. Again, the focus
such a carrier, I could see in such a scheme aof low fares airlines is on reducing costs, and modern
mechanism that might serve me well to curb theaircraft burn less fuel, which is the major cost.
growth of low fares airlines, particularly within
Europe, because I would be aVected only on that partQ117 Baroness Eccles of Moulton: So you would
of my operation. Because of the success of the lowhave to put all sorts of factors into the equation: the
fares airlines, you will notice that those traditionalinitial capital cost, obviously, of establishing your
airlines have actually been scaling back Europeanfleet versus the running costs, and it just could be that
operations to the point where they use them primarilythe equation will come out in favour of lower capital
to feed the more profitable long-haul routes, thatexpenditure in the first place. I suppose all this would
they see their future in being present on those. So wecome out in the way the allowances were granted.
feel particularly vulnerable, and we feel we are theThe age of the aircraft would presumably be a factor.
stakeholder within Europe that has the most toMr Callaghan: Correct.
protect in this situation and could be the most
aVected by it. We would urgently like to be a member

Q118 Chairman: Presumably if the initial system of the working group because of that concern, to
was by benchmarking, your modern aircraft would actually consider this, and we have made that
have an advantage? request, and repeated it today.
MrCallaghan:One would imagine that that would be
the case. We would be a bit sceptical that this will
happen in practice. Q121 Lord Fearn: Will it be acceded to?

Mr Hanlon: That is not a decision within our hands,
but we will certainly go on making it.Q119 Chairman: So there are ways of taking care

of it? Mr Callaghan: Could I just give an example of where
this distortion is already happening in the market atMr Callaghan: I am sure there are. The question is

whether that will actually happen or not. the moment, in an unrelated field, and that is this
issue of fuel cost, whereby the majority of traditionalChairman: Exactly.
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benefit from its investment in new aircraft, etc. On thenational airlines have imposed significant fuel
surcharge, both in Europe and on their transatlantic issue of point to point, in addition to the investments

that our airlines have made in terms of technologyflights. What is interesting is that British Airways
recently again increased their fuel surcharge, but only that limits fuel and emissions, the operational model

of the low fares sector is such that we operate on aon their long-haul operations, not on their European
operations, because they are no longer able to point to point basis, which means that we do not

connect through hub airports. The advantage of thatincrease those fuel surcharges and still get people on
their aircraft in Europe. So they have increased it is quite obvious. You basically have one flight instead

of two. If you want to get from London toonly on the transatlantic flights, where there is not a
lot of competition, so people will pay pretty much Carcassonne on a low fares airline, you fly from

London to Carcassonne, whereas on the likes ofwhatever you charge them. If you have a system
whereby only intra-European traYc is covered by the British Airways and Air France, you fly to Charles de

Gaulle and then down to Carcassone. That is anenvironmental trading scheme, what British Airways
will do is simply increase their fares on the obvious benefit from the low fares model, that you

are operating direct instead of connecting throughtransatlantic routes, and will use that to cross-
subsidise their fares in Europe, ie they will charge congested hubs, where the vast majority of the

problem arises due to frequent delays in terms oflower fares than are economically feasible, and that
will create a huge distortion of competition, with low circling the airport, waiting on the ramp, needlessly

burning fuel all this time. That aspect of the low faresfares airlines that have nowhere else to go being
disadvantaged. We are operating exclusively within model should be incentivised in the trading scheme.

The other benefit of the low fares model is that itEurope. We cannot go long-haul; we have no desire
to go long-haul. This is an example of where this is removes traYc from those congested airports to

lesser used airports, and that limits emissions andalready occurring and will certainly occur if this
scheme is limited to European flights. It was also noise emissions.
interesting that Mr Gammeltoft mentioned on the
one hand that it would not be fair to double-charge Q123 Chairman: But if you do have a direct flight in
long-haul operators, so we cannot have it on a straight line, then presumably you pay less ETS?
outgoing and inbound flights, because somehow that Mr Callaghan: Again, the devil is in the detail. If the
would double-charge if you had a scheme somewhere scheme is set up such that eYciency is rewarded, then
else, but later on in his discussion he said, if I yes, that is correct, and it would actually incentivise
understand correctly, that the intention is to only other airlines to follow a similar model.
charge the portion within European airspace. So it Ms Skeels: We are not trying to be evasive and not
should be feasible to have a system whereby all traYc, answer your questions. We want to answer your
both arriving and departing, is covered by the ETS to questions, but we are trying to see this whole issue
the extent that that traYc is contributing to emissions from more of a holistic point of view; to actually see
in Europe. There is nothing that says the Americans what the problems are that are going to come out of
cannot have a similar scheme in the US that covers the whole thing further upstream, and try to pre-
both inbound and outbound traYc, as long as it empt those problems in formulating our position on
covers emissions within the US. That is the concern these issues.
for low fares airlines. I can predict that this will end
up being an intra-European system only, whereby the

Q124 Baroness Eccles of Moulton: I think you havelow fares airlines will be seriously compromised.
already partly answered my question by describingChairman: I think that point is very well taken.
the eYciency of the low cost airlines, the eYciency of
the aircraft. There is probably a bit more to be added.

Q122 Lord Fearn: In your evidence you note that You say in your written evidence that many of the
low fares airlines have higher seat density and higher most oVending aircraft would be excluded from the
load factors than traditional airlines. In addition, you scheme. Could you elaborate on that point, and is
note that low fares airlines operate point to point there any satisfactory way of measuring emissions
services. Can you explain how point to point services volumes that take into account the age of the fleet? Is
gives any advantage, and to the extent that your engine eYciency taken into account if emissions are
members fly fewer miles with more passengers per measured on a fuel usage basis?
tonne of emissions, does this not mean that the ETS Mr Hanlon: We believe that the older aircraft that
will be beneficial to your members compared to pollute more, and generate more noise, tend to come
your rivals? from states that operate into Europe from outside
Mr Callaghan: Again, if this system were to be Europe. We do not see them being covered by any
conducted in a constructive manner that incentivised stretch by this scheme, on a voluntary or an extended
airlines to reduce their emissions, then yes, the low basis, over many years. So in terms of the eVect on the

environment overall, we are focusing on a sector that,fares sector would be at the leading edge and would
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compliance mechanisms would be available toin our contention, is already driven, partly out of
environmental considerations but even more really monitor that they were complying in the same way

that European Member States’ airlines were? If theyby economic considerations, to have the lowest seat
mile costs. The opportunity for the development of refused to comply, I think it not impossible that some

of them would say that this is a constraint that doesthe low-cost sector in Europe arose from the pricing
policies of the traditional airlines and the eVect that not oVer an oVset benefit to them. I have seen nothing

in the papers that we have read so far—and we arehad on curbing the ability of Europeans to travel.
The European Union created an aspiration that was learning with each paper that we are receiving from

the Commission—that gives me confidence that athere but latent, and it gave every expectation that
people could now move and work (within the EU) mechanism could be developed that would arrive at a

realistic way of assigning a European carbonand travel backwards and forwards to and from
wherever they originated. The low fare airlines saw emission allocation to an airline, only part of whose

operation was concerned within Europe. If there isthat that need was not being met by traditional
airlines, who operated on a diVerent model, so moved something that is eluding me, I hope that we will

benefit from our participation in the seminar onin there, and have actually created considerable new
market there. You questioned whether some of our Monday.
members might start oV in the business with older Ms Skeels: If I can just add to that, of course, there
aircraft—that is obviously a very sensible way to get are airlines outside of Europe which are state-owned
into it, but you would not survive long in the low and which do operate on relatively older aircraft
fares sector in particular if your seat mile costs were which would be flying into Europe. Of course, it is
not the most competitive, because that is the big those states who would give their voluntary
advantage that you bring to the market, controlling agreement— or not—to become part of this scheme.
your costs. All these things that 20 years ago would Baroness Eccles ofMoulton: I think maybe we should
have been considered virtues but now are almost not pursue this. I can think of several counter-
considered vices because they are having the eVect of arguments, but I will keep them to myself for the
stimulating incremental traYc, by mastering costs, time being.
making it possible to apply low fares and giving Chairman: They could be collected in the form of
people the opportunity to travel as they very rarely landing fees or something like that. But I agree we do
have before. We see this regulation moving in on the not need to pursue it.
sector that is probably cleanest in that regard and
leaving outside its scope of application a lot of the

Q126 Lord Roper: Already today, and indeed inaircraft that will continue to pollute European skies
your written evidence, you suggested that thoseand could by no stretch, from what we have heard
airlines which are also operating long-haul flightstoday, be brought realistically within the scope of this
would be able to cross-subsidise this and absorb theregulation.
costs from other parts of their operation, but, for
example, take an airline which is operating across the

Q125 Baroness Eccles of Moulton: You have Atlantic in a competitive form with American airlines
touched on the point of non-EU airlines only being which would not be paying this at all. How would
able to join the emissions scheme voluntarily. What they be able to upload their fares across the Atlantic,
occurred to me is that within the emissions scheme where they were not incurring these costs, if their
that already exists, which covers 12,000 industries, American competitors were not having the same
there will surely be quite a lot of companies that are pressures put upon them? I do not really see how they
part of the scheme that is operating at the minute that are going to be able to make these cross-subsidies that
will be wholly owned by overseas businesses. you suggest.
Therefore, surely, any non-European airline that is Ms Skeels: The point is, my Lord, that they have the
operating entirely within Europe an intra-Europe scope to be able to do this. There can be agreements
service would automatically fall within the emissions on fares. If you are looking at intra-European travel,
trading scheme? The fact that it is owned by there actually is no scope whatsoever for our airlines.
somebody in the United States or Malaysia would It is from that point of view that we are making
not make any diVerence at all. that point.
Mr Hanlon: I understand the thrust of the question, Mr Callaghan: The point is that the competition on
my Lady. I think the diVerence is probably that such transatlantic—and is not just transatlantic; it is long-
operations on an airline level would not be discrete haul in general— certainly is not as fierce as intra-
operations, and I would have diYculty envisaging European competition. There is scope, and we would
under which state the allocations to such airlines say that the example of fuel surcharges is an example
based outside the European Union would be made. existing today where it is possible for the likes of
So what would be their allocation on whatever British Airways to simply increase their fares—

obviously there is a limit to that, but they do have themethodology is adopted? Having cracked that, what
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I think that they would make more of an eVort to optability to cross-subsidise which intra-European
airlines do not. to reduce the profitability of the long-haul network to

keep that valuable feed alive.
Chairman: Can we move on, although we have just

Q127 Lord Roper: Perhaps I can just follow up on heard from Mr Callaghan that he finds it very
that point about fuel surcharges, because you diYcult to make an assessment of costs.
suggest, again in your written evidence, that the
prevalence of fuel surcharges suggests that ETS costs

Q128 Lord Walpole: Could we try to see what thewould be passed on to customers. Does this imply
additional costs, if any, of airline tickets for intra-EUthat airlines themselves will not lose out to any
flights would be if the ETS system were introduced.substantial degree if they can pass on these costs to
What price per tonne of carbon would you assumetheir passengers?
initially? Would there be a diVerential impact on lowMr Callaghan: There is always the issue of whether
cost airlines and their routes? You will have heard theairlines can pass on certain costs to their consumers.
Commission’s views on this. Do you agree with whatAgain, I think the ability to pass on costs is more
was said earlier or do you disagree with the figureslimited in Europe because of the nature of
that were given? What do you think the percentagecompetition within Europe. The low fares sector is
increase in annual costs to the aviation industryparticularly sensitive to this because our success has
would be, based upon the ETS costs?been dependent on our ability to grow traYc. In
Ms Skeels: My Lord, it has been very diYcult for usorder to continue to grow traYc and to bring benefits
to come up with costs at this stage, because there areto new accession countries, etc, we have to continue
too many issues yet to be determined. I am in fear ofto be able to improve eYciencies, lower costs and
quoting from the CE Delft report, as did BATAoVer lower fares. If we are forced to absorb the costs
yesterday, for fear of you assuming that I agree withof ETS—and quite frankly, I do not have any clue
that report, which I do not necessarily. I am nothow much ETS is going to cost; and I do not think the
saying I do and I am not saying I do not. As we heardCommission has any clue, given its comments this
earlier, it is very diYcult even for the Commission atmorning, how much it is going to cost—there is going
this stage to say what the cost is. That having beento be an issue of to what extent airlines are going to
said, we do believe that, with aviation entering intobe able to pass those costs on to consumers.
the market for units, that will actually push the priceCurrently, with the fuel surcharges, again, British
up on the market quite considerably, and I think thatAirways has found that there is a certain limit to
is a real issue that somehow needs to be built into thewhich you can pass those costs on to consumers, and
formulations on price.they have reached that limit within Europe. So it is a
Mr Hanlon: In the fabled Delft report there is avery good question, and it is something that, frankly,
suggestion, which is not a conclusion, that the adventthe Commission should have looked into before
of aviation emissions into the trading scheme maycoming out with these proposals.
not result in an overall increase in the number ofMs Skeels: Of course, we are only looking at aviation
allowances, but that the aviation allowances mayhere, and intra-European air travel is in competition
have to come out of the hide of the overall carbonwith other modes of transport as well. So it is a case
allocation. That for me would completely discountof what the market will bear, and it does not matter
the reliability of the projections that have been madewhere those costs come from, whether they come
in that impact assessment of the price of carbon,from trading, whether they come from the airline
because we have heard from even the Commission aspassenger duty, wherever they come from, there is a
a witness that growth will continue unaVected, so welimit, and if our airlines exceed those limits, they will
are now going to have the aviation sector and thatlose the passengers and they will lose revenue.
continued growth putting pressure on those carbonMr Hanlon: If I could add one rider: the profitability
allowance values in the future, in a way that is notof the established airlines comes from their long-haul
present in the market now, and I suspect that thenetwork, where they incur costs once and have a
figures we heard quoted are based on what they seemuch higher fare to spread one-oV costs over. They
happening in the first year and today. So it is a veryhave a dependence, as aircraft size gets bigger, on
big unknown but one that I do not think has beenhaving feed from a number of diVerent points to
taken nearly enough account of in the considerationsgenerate 300–400 passenger loads at a stroke and as
that we were hearing this morning.frequency of such aircraft mounts. So they will

always operate within Europe, not primarily to
satisfy intra-European demand, but to tap other Q129 Lord Roper: You have, again, heard what the

Commission had to say about the proportion of CO2markets to actually generate economic overall
loadings on these ever-bigger aircraft. I do not see emissions from aviation originating or ending in the

EU would be excluded if only the intra-EU flightsthem, even if the costs of those European operations
for them became greater, withdrawing from Europe. were included. They took the figure of 30 per cent and
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Commission gets its estimates on costs wrong.70 per cent. Is your assessment about the same or do
you have a diVerent assessment? Clearly, that is the key issue: what is it going to cost

the industry? You have an industry that currentlyMs Skeels: My Lord, I believe everyone is quoting
only accounts for 3 per cent of emissions worldwidefrom the same documents. We have not actually
but accounts for 8 per cent of economic activities.come up with our own views on this. The only thing
There is a huge risk that, if the Commission gets thisthat I would say is, obviously, as was pointed out
wrong, it will have a dramatic impact on economicearlier, as new states come into Europe, there will be
development in Europe.a need for increased traYc between those. Tourism is

highly influenced by price, and we heard that from Chairman:Thank you. We will move on to that whole
question of technology.BATA yesterday. The real way to actually integrate

a state into the European Union is through air travel.
That is going to change the balance of things over

Q131 Lord St John of Bletso: I entirely agree withtime, and what I am saying is that will also change the
your introductory comments that aviation carbonimpact that there will be on European airlines
emissions is a global issue. We heard from Mroperating only within the European Union. It is not
Gammeltoft that his Unit’s predictions were thatactually part of that question but it leads back into it.
there would possibly be a reduction through ETS
from 17 per cent to around 15 per cent. Do you agree
with his Unit’s forecast that there will be a reductionQ130 Lord Roper: If I can just pursue it, as one has

seen, some of the low cost airlines have opened up in demand for air travel from 17 to 15 per cent, or will
the impact from the emissions be through therather rapidly to the new members of the European

Union over the last 18 months, and therefore that response of airlines increasing costs of carbon
emissions? Mr Callaghan, you spoke of Ryanair andwould suggest again that you were probably

replacing with more modern aircraft on those your new fleet taking the initiative to reduce carbon
emissions, which would have an impact of between 15journeys the older aircraft which had previously been

run by the state-owned airlines from those countries, and 20 per cent on design alterations. My questions
really are: what are the most likely ways in whichso there has presumably been some reduction per

passenger in the emissions as a result of your aviation will reduce the growth in carbon emissions if
and when the cost of emissions increases over time,activities.
over what time-scale can the aviation industryMr Callaghan: That is an excellent point. The
achieve a significant reduction in carbon emissionsproblem is that has not happened. What has
and, finally, from your evidence so far I can onlyhappened is that those more ineYcient state airlines
presume that these proposed changes will have acontinue to operate on those lines. The example of
major detrimental eVect on your particular industry.Alitalia is particularly poignant: the Commission has

now approved a further ƒ3.2 billion in state aid to Mr Callaghan: In terms of the question of
technological development, again, our experience iskeep that airline alive. A huge benefit to emissions

would be for the Commission to impose the strictly that we have reached the peak of what an airline can
do based on the current technology. There isstate aid rules on these airlines. Let them go out of

business, because there is enough eYcient capacity in obviously a relatively significant lead time, in terms
of the next development. It was interesting to hearthe market to replace those services. Unfortunately,

we have not seen that happening to date and until we Mr Gammeltoft’s comments in terms of what the
Commission’s thinking is in terms of how they seedo, we will continue to see ineYcient airlines

continuing to operate within Europe. There are also this issue developing over the next year or over the
next number of years. Clearly, there is room forother areas where huge eYciencies could be wrung

out of the system, and one has to question if the existing airlines to update their fleets, to benefit from
existing technology, and there is obviously aCommission is saying that intra-EU traYc is only

30 per cent of the problem, why these other areas are significant cost involved in that. For example, if
Alitalia were to have to completely upgrade theirnot being targeted. IneYcient airlines should be

forced to exit the market through enforcement of the fleet, they would probably need to take another
ƒ3.2 billion in state aid from the Italian government.state aid rules, plus improvements in the eYciency of

air traYc control services. I think the figure being I believe that we have reached the current outer limits
of technology, so it is diYcult to know where theused by the Commission is 12 per cent potential

benefit if air traYc control ineYciencies are improvements are going to come from. What is going
to happen then is that growth airlines like Ryanairaddressed. The Commission has not fully looked at

other alternatives to an emissions trading scheme, and the other low cost airlines are going to be forced
each year to purchase more emissions quotas,and what that scheme will bring in terms of actual

reduction in emissions levels. The key is that traYc because we are growing at an average of 25 per cent
per year. This relates back to Baroness Eccles’sgrowth into Eastern Europe and other Member

States is going to be seriously undermined if the earlier point on older aircraft. If you have a system
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national unions, which tend to slow things down—of, let us say, grandfather rights, where the likes of
Alitalia are basically given their quota of emissions there is a potential 12 per cent reduction in terms of

less fuel being burned, and also less emissions.based on their current level of traYc. They are not
growing in Europe, so they will quite happily sit back

Q134 Chairman: Can I just ask one final question?and say, “We don’t need to invest in any technology
You have been very critical of the way that thebecause we have no intention of growing in Europe,”
Commission has carried out its impact assessmentswhereas if Ryanair were to be given a quota based on
and consulted with stakeholders. Would you like toour existing levels of traYc, we would be put at a huge
say how they could do it better?disadvantage because each year we would then need
Ms Skeels: They can talk to us. That would be a start.to go back to the market and buy another 25 per cent,
Mr Hanlon: They could include us in the workingwhich would be hugely costly and would mean that
group.we would not be growing very much in Europe.
Ms Skeels: The Commission made it perfectly clear
that at the end of the day, it is their impact assessment,Q132 Lord St John of Bletso:You have answered the
but it is the whole issue and anything that comes outquestion in part. The forecast Mr Gammeltoft gave
of the European Commission will impact on Europe.us was that there was potential through the ETS of a
It is an impact on Europe, and as far as aviation isreduction in growth from a forecast 17 per cent to
concerned, we are very much a part of that because we15 per cent. Would you agree with that?
have given Europe in general such a lot. The thing isMr Callaghan: I would certainly disagree with that
actually to talk to the industry more, to includenumber, and again, the diYculty is that the
industry in the decision-making, which I hope is goingCommission has no clue what this is going to cost the
to happen after the seminar that we are going to onindustry, and if you do not know what it is going to
Monday.cost the industry, there is no way of determining how it
Mr Hanlon: I think the Commission, in ouris going to impact on growth. To give you an example,
contention, over-estimates the degree of equitabilitycertainly in our sector, the price would be highly elastic
about administrations of such schemes withinin terms of demand, so if you increased our costs by
individual Member States. There are interests in playone euro, the demand for the service is going to
there which are very clear. Some Member Statesdecrease by at least the same percentage. There has
operate extensive domestic networks, which I am surebeen no discussion between the Commission and
would be protected in the allocations system one wayindustry in terms of the impact this is going to have on
or the other. They include Germany, Italy, France.the low fares sector, because obviously our prices are
They do not include the UK. So if you accept our fearmore elastic than the likes of British Airways and
that intra-European traYc in particular is going to beparticularly their long-haul traYc, where, if you
the guinea pig here, and if you accept our further claimincrease the price by ƒ20 with another fuel surcharge,
that the low fares airlines are the biggest element atit has almost no impact on their passenger numbers.
risk there, the low fares airlines segment is largelySo I certainly would not agree that, based on their
headquartered in the UK, so UK plc is an enormousinitial costings, this will only have a possible eVect of
stakeholder here, and here we have a Europeana 2 per cent decrease in traYc numbers. In any event,
initiative that we believe impacts Europe and intra-we should be alarmed that the Commission is talking
European travel, and within that, UK interests inabout even a 2 per cent decrease in growth, because
particular. The UK is better at playing an even-that has a huge knock-on eVect on European industry
handed approach to allocations and distributions ofas a whole.
those things than we see mirrored in some of the
Member States, with whose airlines we compete.

Q133 Lord St John of Bletso: In terms of time-scale
though, you are talking about your new fleet having Q135 Chairman: Thank you very much. You have
a 15–20 per cent reduction in emissions. My final two put the case for the low cost, no frills airlines extremely
questions really were: over what time-scale do you well. Thank you very much for that. You have had the
think the aviation industry can achieve a significant benefit of not only ourselves but Mr Gammeltoft from
reduction in carbon emissions, not just, obviously, the Commission. Can I just make one comment on
from design features but also from the ETS? your written evidence? You say that you welcome the
Mr Callaghan: I think it really depends on the UK Government’s initiative to consult with the
willingness of airlines to actually invest in existing industry. We are not actually the UK Government.
technology, and the other issue, that is completely
outside of this discussion apparently, is the other area Q136 Ms Skeels: I think you will be seeing far more
where there is huge ineYciency in the system, which of us in the future.
is air traYc control. If the Commission seriously Mr Lockley: Certainly, yes.

Chairman: Thank you very much indeed.tackled the issue—obviously, there are issues with
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Memorandum by the Aviation Environment Federation (AEF)

Thank you for the opportunity to present our views on the merits of including aviation in the European
Emissions Trading Scheme (ETS). Aviation is the fastest growing source of greenhouse gas emissions and we
believe it is vital that eVective mitigation measures are developed and introduced as a matter of urgency.

The Aviation Environment Federation is the principal UK environmental NGO focusing exclusively on the
environmental impacts of aviation. We are represented on the International Civil Aviation Organisation’s
(ICAO’s) Committee on Aviation Environmental Protection (CAEP). We have seats on the major
environmental committees of European and national regulatory bodies, and provide expert advice on aviation
issues to our membership (which comprises the local community and amenity organisations around the UK’s
airports and airfields).

We answer each question from the Call for Evidence in turn, with the exception of questions 2 and 4, which
we consider more appropriate to answer together.

Has the emissions trading scheme worked well so far, and does the current system provide a solid foundation for expansion
to include other sectors of industry?

Phase I of the EU ETS has been something of a pilot. It has succeeded in establishing a price for carbon, and
has given a good indication of the feasibility of emissions trading. However, it has not been particularly robust
in terms of driving emissions reductions. Its chief value is the lessons that can be learnt about how to do things
better in Phase II. A number of these lessons apply to the inclusion of further sectors, such as aviation, for
instance:

— A cap should be set at the EU level, in order to avoid the “race to the bottom” seen with Phase I
National Allocation Plans (the over-generous allocations caused by Member States’ anxieties over
competitiveness); and

— “Grandfathering” permits can encourage dirtier industries to delay eYciency improvements until
they can realise a windfall profit from them.

Most stakeholders envisage a “linked” scheme for aviation, which will allow the sector to trade with the
existing scheme. Aviation is likely to be a net buyer of allowances, since marginal abatement costs are relatively
high in the aviation sector compared to others: recent research (CE Delft 2005 p.156) suggests that aviation
might buy around 1 per cent of the allowances on the ETS market in 2008. This would lead to a moderate
increase in demand, and should be regarded as a welcome tightening of the existing ETS. It cannot be
considered likely to cause a significant increase in prices and we therefore see the existing scheme as suYciently
solid to incorporate a linked aviation scheme.

Why include the aviation sector, and what are the possible costs and benefits to the industry of joining the ETS? What
are the costs and benefits to consumers and the environment?

Per passenger km, flying is the most polluting mode of travel (INFRAS, 2004). The aviation sector is growing
at around 5 per cent per annum, well above the 1–2 per cent per annum eYciency improvements across the
global fleet through operational and technological measures. It is important to realise that there is no
technology breakthrough on the horizon that will significantly improve this trend in the short to medium-term,
leading many commentators to advocate demand management measures. To put the problem in perspective,
recent research by the Tyndall Centre (2005) demonstrates that if unchecked, aviation will account for the
EU’s entire carbon budget by 2045 if it aims to stabilise carbon emissions at 450 ppm.
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It is therefore a matter of urgency to find measures that will control the growth in emissions. To maximise
eVectiveness, such measures should ideally be introduced at the global level. However, it is extremely unlikely
that global measures will be forthcoming before 2012 at the earliest. International aviation emissions are
excluded from national commitments made under Kyoto: Article 2.2 of the Kyoto Protocol requests
developed countries to purse the limitation or reduction of emissions from international aviation working
through ICAO. Since 1998, ICAO has responded by setting up a working group to look at market-based
measures, including emissions trading and charges. Its current work programme is looking at developing
guidance for states who wish to introduce either charges or trading, and has a focus on voluntary industry
participation in a trading scheme. No global instrument is proposed, and the emphasis on action by states is
only likely to be taken up by European countries. In this context, the European Commission has been
exploring the role for market-based instruments and has recently published its consultant’s report on how
aviation might be included in the EU ETS to complement earlier studies on the potential application of en
route emissions charges and taxes. We look forward to the publication of the Commission’s Communication
on aviation and climate change later this month.

In theory, trading is an eYcient instrument, as it focuses on emissions and allows reductions to be made at
least cost. However, it is unlikely to generate significant emission reductions in the aviation sector itself, with
most airlines electing to purchase the permits they require to operate and expand from the market. Even in the
more stringent scenarios analysed by CE Delft, ticket price increases are relatively modest, and few demand or
supply side responses will be seen in the short to medium- term. Consumers will bear a modest increase in price.
Given that those flying are mostly of higher socio-economic status (almost four-fifths of UK passengers are
ABC1) this will not be excessively burdensome.

As discussed above, the benefit to the environment will depend on the robustness or otherwise of the scheme.
One extremely important point to note is that CO2 accounts for only 25–50 per cent of the climate-change
damage of aviation. NOx (Nitrogen Oxides) emitted at altitude and contrails contribute to an overall positive
radiative forcing that is 2 to 4 times that of the sector’s CO2 emissions alone. A scheme tackling CO2 alone
will therefore be inadequate. One option is to use a “multiplier”, counting each tonne of CO2 as two, for
instance, and this may be an attractive short-term option. It might, however, lead to an increase in other
pollutants, as there are technological trade-oVs involved in reducing CO2 and NOx simultaneously. The best
option is a suite of flanking instruments, which are discussed later in this response.

There will be a severe environmental disbenefit if a weak, least-cost emissions trading scheme is promoted by
industry and governments as a full solution to the problem of aviation and climate change. We would
recommend setting a target for the aviation sector that is stringent and reflects European climate change
objectives of making an 8 per cent reduction in CO2 emissions below 1990 levels by 2012. However, we are
aware that arguments have been advanced to “ease” the industry into a trading regime to make it more
politically attractive. Whilst there would be scope to increase the stringency at a later date, we believe this
approach would be a mistake. As previously mentioned, the industry is forecasting rapid growth and a weak
target or allowance can only delay the need for the industry to make a full contribution to Europe’s climate
change objectives.

The issue of a cap requires urgent high level discussion if the Commission is going to progress the ETS concept
for aviation. While many stakeholders, including industry, have oVered their support for aviation’s inclusion
in an ETS, few have publicly stated their preference for a sectoral cap/volume of permits to be allocated. Until
this happens we believe it is diYcult to assess the environmental integrity of this approach.

What are the possible impacts of the inclusion on the international competitiveness of the EU aviation industry (and
its competitive position in relation to other transport modes)?

We would like to see the coverage of any scheme applied to all operators on relevant routes, including those
from third-country carriers. This would minimise economic distortion and maximise environmental benefit.
If this is the case, the EU aviation industry will be at no disadvantage on routes where it competes with third-
country airlines (although only 2 per cent of flights in the EU are operated currently by third-country carriers).

Furthermore, “routes” themselves do not compete with each other in the same way that “goods” do, as they
are subject to very limited relocation. A flight from London to Madrid cannot be priced out of the market
by a flight from Beijing to Singapore. Therefore the problem of a non-level playing field, and the associated
environmental problem of “carbon leakage”, where goods are produced elsewhere with no net reduction in
emissions, is greatly diminished.
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To a certain extent a flight from London-Madrid competes with a flight from London-Beijing (as a choice of
holiday destination, say). To minimise any distortion, we recommend that a scheme covers emissions from all
departing flights from the EU, not simply intra-EU flights. As well as the competitive argument, this approach
will also bring significantly more emissions within the coverage of a scheme, improving its overall eVectiveness.

There is potential for distortion between established carriers and market entrants if allocations are
“grandfathered”, ie based on historical emissions, as with the existing ETS. For maximum economic
eYciency, allocations should be auctioned, allowing the market to find the true price and conforming to the
principle that the polluter should pay.

Finally, on inter-modal competitiveness, let us be clear: any scheme that is environmentally robust will alter
the competitive balance towards less-polluting modes of transport. This is an objective. Short-haul flights are
proportionally more polluting than long-haul and will therefore be proportionally more aVected—and these
are the very flights that could be switched to rail, which generates as little as one third of the emissions and
has less than half the unpaid externalities of air transport. Currently 18 of the busiest 20 air routes in Europe
are under 600 km, a distance where high-speed rail can compete on time and should compete on price.

At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

It is technically, legally and economically feasible to link aviation to the EU ETS. We believe that if the
Commission brings forward a proposal in 2006, the sector could be included from the start of phase 2 in 2008.
Any further delay is largely political.

What other economic or regulatory mechanisms exist to encourage reductions in CO2 emissions from the aviation sector,
and how effective might they be compared to emissions trading?

We believe it is vital that consideration is given to the role of other economic or regulatory mechanisms.
Notwithstanding our comments above concerning the EU ETS, aviation’s inclusion cannot be guaranteed,
nor indeed, can we be certain whether it will be environmentally eVective (ahead of seeing the Commission’s
proposal and Member States’ preferences for the design of the scheme). At present, only a handful of EU
Member States have expressed outright support for including aviation in the EU ETS. It is also likely that any
scheme will be based, at least initially, on aviation’s CO2 emissions only. As previously mentioned, we would
like to see European policy tackling the sector’s total climatic impact. Other economic and regulatory
instruments therefore have an important role to play as alternatives to an EU ETS, in parallel with the ETS
(for example, for the purpose of fully internalising the external costs of aircraft greenhouse gas emissions) or
as flanking instruments to control the sector’s non-CO2 impacts on our climate. Potential measures are set
out below:

Fuel Tax—currently kerosene is exempt from tax on international flights (although several countries
tax domestic flights, most notably in the US). The Chicago Convention exempts fuel already on
board an aircraft from tax, but the many bilateral air service agreements in force extend this to a
general exemption. We believe it is desirable to end this anomalous and distorting exemption and
support the Commission in its attempts to remove exemption clauses in its renegotiation of bilaterals
on behalf of EU states, but acknowledge that this is unlikely to be completed in the short-term.
Nevertheless, we would remind EU states that the Energy Products Directive permits states to enter
into bilateral taxing arrangements if they so wish. There is nothing to stop the UK imposing a tax
on the fuel used for domestic aviation and we recommend that this is done immediately. Most
journeys within the UK could be switched to rail and there is no issue of international
competitiveness. Recently, France and Germany recommended taxing fuel or tickets for
international flights, albeit for the purpose of funding international development, implying some
political support amongst EU Member States for this approach.

Other taxes—European measures require political agreement that cannot be guaranteed. Although
crude in comparison to measures that directly target consumption or emissions, national taxes aimed
at the passenger can and should be applied as interim measures, including VAT on tickets for
domestic flights (aviation pays no VAT on tickets, the purchase of new aircraft, or the fuel consumed,
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and while most EU countries levy VAT on domestic flights, the UK does not), and amending Air
Passenger Duty to reflect environmental performance.

Emission charges—En-route charges are a feasible alternative or complimentary measure to the EU
ETS. En route charges are based on either the damage or mitigation cost of an aircraft’s emissions
(eg CO2 or NOx) emitted on any given route. While they can be revenue-neutral, we would
recommend that they are revenue raising (up to, but not exceeding the full damage cost) to contribute
to a fund that is used to deliver additional environmental improvements. In a global context, charges
are politically controversial and Europe fought hard at ICAO’s 2004 Assembly to retain the
flexibility to use them as appropriate. ICAO is currently looking at a range of legal issues
surrounding the use of emission charges, and we believe it is important for the EU to continue to
maintain its tough stance.

All the above economic instruments will generate supply and demand side responses proportional to the
increase in cost, driving a reduction of emissions within the sector. However, the elasticity of demand for
aviation is very uncertain. The modelling carried out for the Aviation White Paper in 2003 assumed a price
elasticity of "1, ie a 1 per cent price increase led to a 1 per cent reduction in demand. Other studies have used
figures of "1.4 or "0.7, with demand for premium class seats assumed to be much less elastic. The likely
impacts of a tax and charge in Europe have been assessed in studies for the Commission by Resource Analysis
(1999) and CE Delft(2002) respectively.

September 2005

Examination of Witness

Witness: Mr Peter Lockley, Head of Policy Development, Aviation Environment Federation, examined.

Q137 Chairman: Good afternoon, Mr Lockley. whilst working towards that goal, it is important also
Thank you very much indeed to you and your to keep other more short-term measures in mind.
Federation for submitting written evidence and for
being with us this afternoon. It is greatly appreciated
by the Committee. We know you always respond to Q139 Chairman: You sound like a politician.
tight timetables, and we are grateful to you. We have Mr Lockley: I will take that as a compliment.
obviously read your written evidence with care, and
we have some questions following on from that.
Would you mind if we go straight into questions and Q140 Chairman: It is, in this venue. Are you
at the end, if we have missed anything you feel we opposed to aviation joining the European emissions
should have raised with you, I will give you the trading system?
opportunity to deal with those—it that agreeable to Mr Lockley: Not at all, although, as you mentioned
you? at the start, we have certain conditions and
Mr Lockley: Certainly, yes. reservations.

Q138 Chairman: When you take away all your
Q141 Lord Fearn: You say in your written evidencereservations—and we will be dealing with many of
that an EU-wide cap should be put on aviationthose matters later on—despite your reservations,
emissions of CO2 if it joins the ETS. You recommendgiven that the EU is committed to reducing the
setting a target for aviation that is stringent and notoverall level of carbon emissions over time, do you
one that is weak. What do you mean by a “weak”think that this is probably the best way to do the work
target and by a “stringent” target?at the moment, if one is going to get a comprehensive
Mr Lockley: The EU is committed to an 8 per centcarbon emissions trading system?
reduction below 1990 levels across the periodMr Lockley: Looking 10–20 years down the line, we
2008–12. We see no reason why aviation should notwould certainly agree that an emissions trading
be included in a framework that would help the EUscheme that covers all sources of greenhouse gases,
to achieve that. That is not saying that aviation per sethat is capped overall in line with the EU’s agreed
would have to make those reductions, but we wouldstabilisation targets and that has limited scope for
like to see a framework drawn up whereby the burdencheap carbon credits through clean development
of making that reduction could be shared andmechanisms and joint implementation would be a
aviation play its part. That is what we mean by athorough and eVective way of dealing with the EU’s
stringent target, and anything less would be a weakemissions problem. Unfortunately, at the moment

that is a very distant possibility, and so we feel that, target.
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Mr Lockley: It comes as no surprise to me that theQ142 Lord Fearn: How should that cap be
determined and how should the overall cap on industry would prefer to have the allocations handed

out free of charge, but we see it as very much our roleemissions be distributed to individual airlines?
Mr Lockley: I think we have seen in our experience to propose an ideal ETS. Auctioning does not have to

be an all or nothing. Fifty per cent of the credits couldwith the first phase of the existing EU emissions
trading scheme that applying the principle of be auctioned, 20 per cent of them could be auctioned.

We would like as an initial position to see all of themsubsidiarity and allowing national governments to
set the cap has had problems. I think all stakeholders auctioned, and that can come in as part of the

horse-trading.in the aviation sector agree that it should be set
centrally at EU level. I have just described the level at
which we would like to see it set, in line with Q147 Chairman: I am not entirely sure what you
reduction targets. As to distribution, we would like to mean by “weak” and “stringent”. You said weak
see those permits auctioned to the industry. That would be if aviation was not included and stringent
would be in line with the “polluter pays” principle, would be if they are? You made quite a bit in your
and it would also generate a double dividend, because evidence that it should be a stringent target. What is a
you would have a pot of revenue that could be used stringent target? What do you mean in principle by it?
for environmental mitigation or research into cleaner Mr Lockley: We have to ask ourselves what we are
aircraft or the associated climate science, for trying to achieve by an emissions trading scheme, and
instance. So we feel that auctioning the permits if we go at it from the point of view that we simply
would be both the most economically eYcient way of want to set one up, then the question of a target is
distributing them and the fairest and the most very much a side-issue. But as an environmental
environmentally robust. organisation, we would like to see the ETS designed

with a particular end in mind and that end is a given
amount of emission reductions, which has been set atQ143 Lord Fearn:Would you wish to see the overall
EU level, and which we would like to see allocatedcap for aviation included within an overall target
amongst the sectors, aviation included. So a stringentlevel for all carbon emissions within the EU?
target would be one that is in line with that.Mr Lockley: Absolutely.

Q148 Chairman: Because the detail is important inQ144 Chairman: Could I just follow that with two
this issue, and these are all yet to be resolved, do youthings? I hear what you say, that you would like to see
mean by “stringent” that aviation would have to fitthem auctioned. Does that have any precedent in the
into the existing overall cap that has been set for allETS that has been established so far with other
industries, in other words, the cap for all industriesindustries?
should not be raised to permit the entry of aviation?MrLockley: It does not. As you know, the allocations
Mr Lockley: No, I am sorry if I gave that impression.were handed out, but we have to ask ourselves what
That is not what I intended. We accept that a certainthe existing ETS has achieved and how we could do
extra amount of allocations will be granted to thebetter. For the reasons I have outlined, I think
aviation industry. That said, we would like theauctioning would serve the environmental cause
overall framework for the EU’s emissions reductionsbetter.
to take that into account. Mitigation for the aviation
sector is going to be more expensive than it is for the

Q145 Chairman: But the ETS has only been in other sectors, so there is a case—and I am sure you
operation since January of this year. Are you saying will hear it put more forcefully this afternoon—that
that you have already formed the view that ETS is aviation should be allowed to emit more relative to
failing as a mechanism? the other sectors. That said, the overall framework
MrLockley: I would not say the mechanism has failed should take into account the reductions that we need
but I think the parameters that have been set for the to avoid dangerous climate change.
first phase, which we described in our written
evidence as very much a pilot, will not result in a large Q149 Lord Haskel: You say in your report that you
net reduction in the EU’s emissions. do not support grandfathering, and you have just

told us you prefer auctioning. What is your objection
to allocating on a benchmarking basis?Q146 Chairman: So as a Federation, your position is

that the initial allocations should be auctioned; there Mr Lockley: Benchmarking we regard as certainly
better than grandfathering. Grandfathering rewardsis no evidence that auction has been acceptable to

industry so far, and you have no fallback position at dirtier industries which delay before making
improvements. Benchmarking is still incompatibleall. If I may say, you have put forward an ideal

proposition but you have no view and the evidence so with the “polluter pays” principle because allocations
are distributed free of charge, and it does notfar is that that will not be accepted.
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Q155 Baroness Eccles of Moulton: Would you notgenerate the double dividend eVect that I
see a lower rate of growth? Otherwise, there is nomentioned earlier.
point in it, is there, unless it achieves a lower rate of
growth?

Q150 Lord Roper: They are issued free of charge Mr Lockley: I would agree with you that there is no
initially, but not necessarily throughout the whole point in a very lax scheme that does not achieve any
period of the operation. Are you suggesting they are reduction in growth but there is value in establishing
issued free of charge, but not necessarily for all time? a framework which will be progressively tightened.
Mr Lockley: No. I am suggesting they are auctioned That said, we would like to see—and I will come back
from the beginning. to that word “stringent”—as stringent a scheme as

possible from the outset in order to start getting the
environmental benefits as soon as possible, but at

Q151 Lord Roper: No, but if they were ticket price rises of under a euro, which are worked
benchmarked? out in many of the scenarios in the CE Delft report,
Mr Lockley: Yes. If they are to be allocated free of we do not see a great deal of reduction in the growth
charge, we would prefer that they were benchmarked. of demand.

Q156 Baroness Eccles of Moulton: Demand orQ152 Lord Haskel:You could have a benchmarking
emissions, or are the two synonymous?system presumably where people pay as well.
Mr Lockley: Sorry; of emissions.Mr Lockley: I do not think that is what the industry

means by benchmarking. They mean a level fixed
Q157 LordHaskel:You have dealt with the questionaccording to industry best practice, and then permits
of passenger flights but what about freight?allocated free of charge from there; and while we
Mr Lockley: We would envisage freight operatorswould support determining the levels by
being under the same obligations as passenger flightsbenchmarking rather than grandfathering, we would

not support giving out the credits free of charge.
Q158 Lord Haskel: Do you think that the increasedLord Haskel: In your opening statement you referred
price for freight would act as a deterrent?to “other short-term measures”. Could you tell us
Mr Lockley: Again, we hope so, and we would like towhat they are?
see a scheme designed specifically with that in mind,Chairman: Lord Haskel, to avoid duplication, I am
because the growth rates in freight are even morehappy for you to ask that question at the end, but I
alarming and the unpaid externalities are even morethink you may find you will have the opportunity of
dramatic than they are for passenger flights. So yes,obtaining answers to that beforehand. If you do not,
we would like to see a scheme designed with that inI promise we will take that as the last question.
mind also.

Q153 Baroness Eccles of Moulton: Good afternoon. Q159 Lord Haskel: Have you any idea of what the
Do you agree that the inclusion of aviation in the increased cost for freight would be?

Mr Lockley: I do not have figures on that oV the topETS—and I imagine by whatever means, whether it
of my head, but I would be happy to submit ais auction, benchmarking, grandfathering—will not
memorandum afterwards.actually result in an absolute reduction in CO2

emissions from aviation but will result in a lower rate
of growth in such emissions? Q160 LordRoper: In the long-term, if we are looking
Mr Lockley: At best, some slowing of growth will be to a reduction in the rate of growth in aviation

emissions, is that more likely to result because of aachieved, and that is what we are aiming for, but at
reduction in the demand side for air travel or from thethe ticket prices identified in the consultants’ report,
supply side responses to eVorts to reduce emissions inGiving Wings to Emission Trading, the report by CE
the air transport industry?Delft, we are very doubtful that any reduction in the
Mr Lockley: Levels of emissions are very closelygrowth of emissions will be achieved. Our aim is not
linked to levels of fuel burn, and historically, theto reduce absolutely the number of people flying; our
industry have done everything they can to reduce theaim is to manage that demand.
level of fuel burn, naturally, because that cuts their
costs and, in an age of high oil prices, we will continue

Q154 Baroness Eccles of Moulton: The question is to see that happening. An emissions trading scheme
about an absolute reduction in emissions as opposed may enhance that eVect to some extent, but it is
to a lower rate of growth in emissions. important to realise that all the technological and
Mr Lockley: I do not see that being achieved by the operational measures that the industry is promising

only achieve an improvement in fuel eYciency ofETS as it is currently envisaged.
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Mr Lockley: Again, that depends on the designaround 1 to 2 per cent per year. That is fuel burn per
parameters of the emissions trading scheme, but thepassenger kilometre. In the meantime, passenger
block on improvement in fuel eYciency is thenumbers are growing at 3 to 4 per cent per year and
possibility of technology. Given that we have reachedpassenger kilometres are growing even faster than
a situation with aircraft design whereby it is diYcultthat, so in the long-term it is going to be necessary to
to make an improvement in fuel eYciency withoutmanage demand in order to close that gap.
worsening performance on other pollutants, such as
NOx, and worsening the noise performance of the

Q161 Lord Roper: What do you think the shape of aircraft—and I am not an expert on the design—it
the demand curve is? Do you think it is relatively does seem that we have reached the point where there
inelastic or do you think that the increase in fares are significant trade-oVs.
which might result from emissions might lead to a
significant reduction in demand?

Q164 Chairman: So you would accept the argument
Mr Lockley: The model operated by the Department that fuel use is a good proxy for carbon emissions?
for Transport to predict passenger numbers works on Mr Lockley: Yes.
price elasticity of one: 1 per cent price rise, 1 per cent
decrease. In the run-up to the White Paper the NGOs

Q165 Chairman: Therefore, there is no danger thatasked the Government to re-run the model for
some aircraft might use the same amount of fuel aspredicting passenger growth with the parameters that
others but in fact emit more emissions? That is notwe would like to see imposed on the industry, which
broadly the case. Fuel use is a good proxy for carbonare VAT and fuel duty paid at the rate applicable to
emissions.motor cars. That might seem like an enormous price
Mr Lockley: We have a slight concern over levels ofshock, but if it is introduced gradually up to 2030, it
nitrogen oxides in that if an emissions trading schemeonly represents a 1 per cent price rise per year, which
is going to be implemented that uses a multiplier toexactly oVsets the 1 per cent price fall in real terms
take account of the non- CO2 eVects of aviation, onethat the DfT envisage under a business-as-usual
of which is the eVects of NOx emitted at altitude, thenscenario. When they re-ran that model with those
the supply side response will be to optimise aircraftparameters, they found that passenger numbers did
for fuel burn and let the NOx question go by the

continue to grow, what we would term sustainable board, and that will have a sub-optimal eVect,
growth, up to 320 million passengers—this is just for although there are already airport charges at certain
the UK now—in 2030 as opposed to a business-as- airports for NOx, so that eVect would be mitigated
usual scenario of 500 million passengers, and, just for somewhat.
reference, there were 217 million passengers in the
UK last year. So yes, we do believe a given level of

Q166 Lord St John of Bletso: Mr Lockley, a lot ofprice rise would result in a desirable reduction in the
your evidence so far hinges around cost and a certaingrowth of passenger numbers and emissions.
cynicism about the extent to which there is going to
be a reduction in carbon emissions. In your evidence,
you say that “In theory trading is an eYcientQ162 Lord Roper: How do you expect the aviation
instrument, as it focuses on emissions and allowsindustry to respond to a rising price of carbon?
reductions to be made at least cost. However, it isMr Lockley: If I can be frank, rather like I often go
unlikely to generate significant emissions reductionsabout buying my Christmas presents; which is to do
in the aviation sector itself . . .” Can you elaborate onnothing for most of the year, and then, at the last
the practicalities of real reduction?minute, run down to the shops and comply with my
Mr Lockley: First of all, our concerns are in theobligations at the least cost possible. In the case of the
political arena. Although we would like to see actionaviation industry, this is going to mean a shopping
from 2008, and that is the Department forspree at the clean development mechanism (CDM)
Transport’s objective, there is a real danger thatsupermarket, because it seems fairly clear that,
nothing will happen until 2013, eight years in thewhatever the price of carbon on the market, the price
future, and most predictions are that we need to turnof a CDM credit will be a great deal lower, and that
our emissions round in the next 10-15 years. So weis one major concern that we have with the emissions
are worried about the speed at which any tradingtrading scheme as envisaged. It has this cheap get-out
scheme would be set up, given that the wheels ofclause which will mean that emissions are not
European bureaucracy grind slowly. We are alsoreduced in the EU as a whole.
concerned that emissions avoided in developing
countries, which is the premise of a lot of clean

Q163 LordHaskel: Is the increased price of fuel then development mechanism projects, are no real
a greater incentive to improving the eYciency of the substitute. In developing countries where you do not,

for instance, have a framework or a cap on emissions,aircraft than the emissions trading scheme?
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Obviously, that is part of a global way of dealing withthose are emissions avoided—not reductions made,
but growth avoided that otherwise might occur, emissions. You do not want it included at all, or you

want it included, but somehow you want the“emissions foregone”. We just do not see those as of
the same value as genuine reductions made within the equivalent price of those brought up to the CO2 price?
EU. I think it is an opportunity for the EU to show Mr Lockley: I think the most feasible solution to
international leadership by setting its own carbon begin with would be to allow a proportion of credits
emissions on a downward path, and the emissions to be bought via CDM. That would force a given
trading scheme as currently envisaged will simply amount of reductions within the system, and it would
allow too much of a get-out clause. also increase the price somewhat, which would have

an eVect on managing demand.
Q167 Lord St John of Bletso: I totally agree with
you. We are talking really about a pilot study here in Q171 Lord Swinfen: Mr Lockley, you argue that
a way, where the EU is trying to take the initiative in emissions from all flights departing from the EU, not
terms of setting a global target. Do you think, in just flights entering the EU, should be included in the
reality, that by taking this initiative in global emissions trading scheme. Do you judge it to be a
leadership it will result in other authorities around practical position for aviation to be included from the
the world taking a similar strong line on such start of phase two in 2008, and if so, what evidence do
emissions? We are talking about 3 per cent, basically, you have for that?
in terms of total emissions.

Mr Lockley: Firstly, on the question of the legality of
MrLockley: I do not see that we can do anything else,

doing that, I would like to quote from thefirst of all, and secondly, there have been encouraging
consultants’ report, and I have brought a copy along.signs from the existing trading scheme. For instance,
“Emissions trading does not relate to the operationI know that Canada is interested in joining the EU
of aircraft. It would establish obligations relating toemissions trading scheme and that seems to be a very
arrival and/or departure of aircraft within EUpositive step towards a more global carbon market.
territory. The regulation of these conditions needs to
be in compliance with international public law and

Q168 Chairman: In your initial answer to Lord St EU law”, which they later demonstrate that it is.
John of Bletso about “In theory trading is an eYcient “The quantity of aircraft emissions within or outside
mechanism . . .”—this is not a challenging question the EU only serves as a calculation parameter for
at all; it is to try and understand where you came determining how many allowances the aircraft
from—you continue in various parts of your operator must surrender with the competent
evidence to appear to say you do not really trust a authorities within the EU. Consequently, coverage of
market trading system. Is that because somehow you international aviation by an EU emissions trading
think that it cannot work or really you would sooner scheme would not interfere with the sovereignty of
have other instruments than that? other states or have any other regulatory impact on
Mr Lockley: No. As I said at the outset, I believe, in other territories outside the EU, including the high
theory, emissions trading can be the best option, but seas.” In other words, it would in fact be legal to
we are talking about a scheme that is radically include all departing and all arriving flights, and in
diVerent from anything that has been envisaged so fact, we would like to revise our position slightly and
far, a scheme that genuinely caps the number of state that we would like to see all departing and all
emissions that the EU can put out rather than arriving flights included in the emissions trading
allowing too many cheap get-outs with CDM and so scheme. Your Lordships might be interested to know
forth. My problem is not with the theory of emissions that in Brussels this morning the low cost airlines
trading; it is with the practical implementation. came out in favour of exactly that option. They

understand that the broader a scheme is, the more
Q169 Chairman: Are you saying that you do not non-EU carriers will be included, because intra-EU
believe that the European Union and its Member routes are operated largely by EU carriers, so the
States are serious about having a cap on the growth relative burden would fall less heavily on the EU
of CO2 emissions? carriers. But they are also concerned that the EU
Mr Lockley: In the original draft for the emissions scheduled airlines, from whom you will hear more
trading scheme there was a cap on the amount of later this afternoon, will operate a form of cross-
CDM but it was lobbied out. There are diVerent subsidy by flying their cleanest aircraft on the intra-
actors within the EU and they want diVerent things. EU routes, in the scenario where you have only an

intra-EU scheme. The scheduled aircraft which also
fly to other countries would operate their cleanestQ170 Chairman: So is your position on CDM that
aircraft on those routes and so gain an unfairyou do not want it included at all, you do not want that
advantage over low cost carriers, who only fly thoseto be an alternative to reducing emissions in this

country, or are you saying you want it included? routes and do not have that option. Their position to
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industry, and we are not out to damage the industry;date has been that an intra-EU scheme is illegal but
that is flatly contradicted by the consultants’ report, we are out to help them grow in a sustainable fashion,

and I think introducing that over a 25-year periodand I will leave your Lordships to judge why the
scheduled carriers have been spreading that opinion. would be reasonable.

Q172 Lord Swinfen: I am not a lawyer so I am not Q178 Lord Walpole: Yes. They are damaging the
going to take up the legality, but do you think it atmosphere, are they not? You have to admit that.
practical? Mr Lockley: They certainly are.
Mr Lockley: Absolutely. That is the way in which
safety and security obligations are levied at the Q179 Lord Walpole: That is basically unacceptable.
moment and it seems to be the simplest way. Mr Lockley: I can only agree with you.

Q173 Lord Swinfen: You have been arguing around Q180 Lord Walpole: I do not know whether you
the legality of it, but do you actually have any would answer a slightly more technical question: are
evidence to give us? Nitrous Oxides the result of fuel quality or the engine
Mr Lockley: My evidence would be exactly that, that burn quality? I am never quite clear. Can you get rid
this is how security charges are levied at the moment, of Nitrous Oxides by having cleaner fuel?
and the system operates very smoothly, so I see no

Mr Lockley: No, I do not think it is possible.
reason why emissions charges could not be levied in
the same way.

Q181 Lord Walpole: Is it a function of the engine?
Mr Lockley: Yes. There is nitrogen in the atmosphereQ174 Chairman: So your answer to the question of
and that combines to form NOx.whether it is practical is that in your view it is legal?

Mr Lockley: It is legal and practical.
Q182 Lord Walpole: You cannot, of course, scrub
them in the air. You can on land but you cannot inQ175 LordWalpole:You appear in your evidence to
the air.cast doubt on whether or not air fare rises will
Mr Lockley: No, I do not believe so, otherwise wesignificantly reduce the growth in demand for air
would have heard about it by now.travel, yet you still propose that fuel tax and VAT be

levied on aviation within the UK. Is this a means of
reducing CO2 emissions? What rate of tax and air fare Q183 Chairman: I think I am right that your

organisation is only concerned with aviation, is itrises do you suggest would be necessary to have any
impact on the emissions? not?

Mr Lockley: That is correct.Mr Lockley: Firstly, just to clarify, what we meant by
that in our written submission was that on the price
rises likely from the conditions of the emissions Q184 Lord St John of Bletso: In answer to my
trading scheme—and this is going on the consultants’ previous question you made a big play of the fact that
report, the CE Delft report—we would be sceptical there needs to be political support in this drive for
that there would be any reduction in demand for air reduction in carbon emissions. Other witnesses have
travel, but I told the Committee earlier about the told us that Government policies aimed at reducing
experiment we did for the White Paper, re-running emissions should support investment in research and
the Department for Transport’s model. That is the development and recognise the need for continued
NGOs’ position, that taxes at those levels would improvements in infrastructure and air traYc
generate a significant reduction in the growth in management. Last week we had evidence from
demand, which is why we are surprised that the Ryanair, and they were saying that the design of their
Government still continues to insist that a tax would new fleet potentially could reduce emissions from their
have no eVect, when its own model says otherwise. fleet specifically by between 15–20 per cent. Another

witness said that by simply having more eYcient air
Q176 Lord Swinfen: I think you suggested earlier traYc control, this could reduce emissions by another
that the tax should be introduced over a period of 12 per cent. Do you agree with these figures?
years gradually? Mr Lockley: Certainly, but it is important to realise
Mr Lockley: That is correct. firstly, that that improvement is aspirational;

secondly, that it is only in the best new ’planes, and it
takes time for the fleet to be renewed and for those bestQ177 Lord Swinfen: If you want to reduce emissions,

why not introduce it all at once? new ’planes to become the norm throughout the fleet,
so the year on year improvement is nothing like theMr Lockley: Political acceptability. If I could come

back to that, I think a price shock of that magnitude dramatic 15 per cent. Certainly we would agree that
there needs to be more research into improved logisticsintroduced all at once would be damaging to the
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is a 10-15 year work programme, but they have stated,and improved air traYc management, although we do
not see why the Government should subsidise that, but as have the Department for Transport, that the lack of

a fuel tax is anomalous. That is one measure we wouldlooking at the larger picture, I would come back to
what I said earlier, that all these technological like to see brought in in the long-term. To deal with the

non-CO2 eVects of aviation, we would like to see an enpredictions have already been taken into account. I do
not know if you saw the Tyndall Report, which route NOx charge, because it seems logical that

aviation should cover its full climatic impact, and onesuggested that aviation would take up the EU’s entire
sustainable carbon budget by around 2050. That takes of those impacts is the eVect of NOx gases at altitude.

There is currently no charge levied on those and thatinto account all the new technology and all the
possible air traYc management improvements, so is a simple externality which the industry needs to face

up to.even if they are all delivered, as the industry say they
will be, we still have a gap between the growth in
demand and the improvement in fuel eYciency. Q187 Lord Swinfen: Mr Lockley, you suggested that

Alitalia should upgrade their fleet. Fine. What are they
going to do with the aircraft? Are they not going to sellQ185 Lord St John of Bletso: Then you have a
them to airlines based in countries which do not worryproblem with some airlines like Alitalia having a
about the emissions trading scheme and just pass thepretty old fleet and there being no particular demands
pollution on to another part of the world? What goeson them to reduce emissions to the same extent as a
up in the air in one part of the world is passed roundmore advanced, cheaper airline like Ryanair. What I
to others.suppose I am trying to get at is, of the areas where
MrLockley:That is correct, and the appropriate arenathere is research and development, what do you think
for dealing with that is ICAO (International Civilare going to be the most eVective in reducing carbon
Aviation Organisation), which sets the internationalemissions?
standards for aircraft, and we would certainlyMr Lockley: I have some figures here. The 1999 IPCC
encourage those to be tightened at every opportunity.special report suggests that in the period up to 2050
That said, I do not see what the EU can do about that.ATM (Air TraYc Management) improvements could
We would like to see a trading scheme brought in morecontribute 18 per cent gains worldwide, while
widely but at the moment there is little appetite fortechnology could contribute up to 50 per cent
that beyond Europe, and therefore we feel that EuropeeYciency gains. Over the same period, traYc is
should take a lead.predicted to grow 250 per cent or more. That gives you
Chairman: Are there any other questions? I suspectan idea of the relative scale of the eYciency
your question, Lord Haskel, has probably beenimprovements as against the growth. I would agree
answered but, by all means, ask the question.with you that Alitalia should be forced to renew their

fleet in the same way as other airlines, and an
emissions trading scheme would be one way of doing Q188 Lord Haskel: I would just like to come back to
that. the point that you made at the very beginning, when

you said there were some short-term measures. I
wonder if you could just list them.Q186 Lord St John of Bletso: I suppose my final
Mr Lockley: Largely, what I mentioned just now:question is: what actions are needed, in your view?
domestic fuel tax and en route NOx charges.Mr Lockley: Firstly, domestic fuel tax should be
Lord Haskel: You referred to those as in the long-applied without delay. The Commission in its recent
term.Communication has taken the opportunity to remind

governments that there is no legal obstacle whatsoever
to doing that. It would not damage the international Q189 Chairman: Twenty-five years, I think you said.
competitiveness of the UK because, self-evidently, a Mr Lockley: No, no. Domestic fuel tax can be applied
domestic flight cannot be taken to or from any other tomorrow, and we would like it to be applied
country. The UK is of a size where most journeys can tomorrow.
be undertaken by rail, with the obvious exception of
ones over water, and rail should be competing on price

Q190 Chairman: At what rate?as well as on time. A further advantage would be that
Mr Lockley: We would start with the rate of VAT.domestic aviation emissions are answerable under
Chairman: A fuel tax of 18–20 per cent.Kyoto, and we would be taking a step to reduce

greenhouse gases for something for which we have an
obligation under Kyoto. That is one position which we Q191 Lord Roper: Or applying VAT to fuel.

Mr Lockley: Or indeed to tickets. We are currentlysee no rational opposition to whatsoever. In the longer
term, we would like to see a fuel tax on international working on a proposal for domestic taxation, and I

would be happy to submit a Memorandum on thataviation. The Commission is currently renegotiating
the bilateral treaties that make that possible, and that basis to the Committee.
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MrLockley: I do not think I have anything new to add,Q192 Lord Swinfen: I know all aircraft are diVerent,
as all ships are diVerent. Just taking the question of but I would simply like to reiterate what I said at the
freight for the moment, what is the comparative beginning, that if we are to go into an emissions
pollution for airline mile compared with ship mile? trading scheme, we need to go into it with a target in
Mr Lockley: The relevant figure would be in tonne mind. I read this morning in the paper about a new
kilometres, and I do not know it oV the top of my concept called back-casting, which is being employed
head, but I would be very happy to supply it to you, apparently in some blue skies unit in the DfT, where
because it is something like 100–200 times less for they do not ask themselves what current trends are
maritime transport than for air transport. I would be and how they can be tweaked; they ask themselves
very happy to supply you with the exact figure though. “Where do we need to be in 20 years’ time and how can

we design policies to get there?” That is the sort ofQ193 Lord Swinfen:What about lorries?
thinking we would like to see applied to emissionsMr Lockley: For lorries it would perhaps be five times
trading. To be meaningful, it has to be consistent withless, 10 times less, although, again, I would like to
the wider climate policy which is in place in the EUbrush up on my figures and submit those afterwards.
and which stipulates that the EU must set itself on a
downward course with emissions.Q194 Chairman: Thank you very much. I promised
Chairman: Can I thank you very warmly indeed, Mrthat if we missed anything you felt we ought to ask
Lockley. You have been very forthcoming in youryou, to give you a chance to raise a point. Is there

anything you would like to add before we finish? responses, and we greatly appreciate it. Thank you.

Supplementary memorandum by Aviation Environment Federation

The Aviation Environment Federation would like to express its gratitude to the Committee for the
opportunity to give oral evidence on the topic of aviation and its inclusion in a European Emissions Trading
Scheme. During the session we agreed to submit to the Committee further clarification on a number of points.

AEF Proposal for Domestic Fuel Tax (Ref Q190)

We recommend that for domestic air transport fuel tax be introduced incrementally so that by 2030 it reaches
the same rate paid on petrol (currently 47.1p per litre). In the same way VAT at 17.5 per cent would be
introduced incrementally over the period to 2030.

UK domestic aviation produced 2.1 MtCO2 in 2003 (DfT 2003), and is expected to grow to around 3.5 MtCO2

by 2030 under a Business As Usual scenario.

Most journeys around mainland Britain are under 600km, a distance at which rail can compete with air on
time and would compete on price if external costs were met by both modes. Furthermore, there exists great
potential for business travel to be replaced by video-conferencing, which saves time and money for business
and has negligible impact on the environment. We therefore believe that the measure outlined above would
generate substantial environmental benefit without harming the UK economy: it would dramatically reduce
the growth, and could well lead to an overall reduction in emissions from domestic aviation.

Impact on Freight Prices of Aviation’s Inclusion in an Emissions Trading Scheme (Ref Q158)

It is extremely diYcult to place a figure on the cost increase for freight resulting from aviation’s inclusion in
an ETS. Firstly, freight is of greatly diVerent densities, and so a per-tonne figure is hard to ascertain, since an
aircraft can be full up with only a few tonnes of loosely-packed freight (eg lettuces) or can carry many tonnes
of denser cargo. In addition, some 70 per cent of freight is carried in the belly-hold of passenger aircraft, and
it is unclear whether aircraft operators would share the cost of their carbon obligations between freight
customers and passengers, or whether the burden would fall solely on the latter. Accordingly we have only
attempted calculations for dedicated frieghters.

The price increases identified per aircraft in the CE Delft report are in the ranges as follows:

Short-haul (c.500 km): ƒ23—ƒ481

Medium-haul (c.1500 km): ƒ46—ƒ948

Long-haul, if included (c.6000 km): ƒ228—ƒ1,638.
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Taking the reference aircraft used by CE Delft, and assuming they operate as dedicated freighters at maximum
payload (and it must be stressed that this would be unusual for short-haul, where freight tends to go by road),
the price increases per tonne and per 1,000 tonne-km are as follows:

Short-haul: ƒ1.40—ƒ30; ƒ3—ƒ60

Medium-haul: ƒ1.50—ƒ31; ƒ1—ƒ20

Long-haul: ƒ2.20—ƒ16; ƒ0.40- ƒ3

In sum, as with passenger air travel, the modest cost increases for freight are unlikely to harm the industry: as
a comparison we note that Lufthansa’s current fuel surcharge stands at ƒ500 per tonne. Equally they are
unlikely to drive significant emissions reductions or fully internalise costs: the external costs for aviation
freight estimated by INFRAS (2004) are ƒ270 per 1,000 tonne-km.

Comparison of the CO2 Emissions from Different modes of Freight Transport (Ref Q191 & Q192)

Estimates vary quite widely and are dependent on sets of assumptions that diVer for each mode. The following
figures represent central estimates and give a good indication of the relative scale of emissions but should not
be regarded as exact. The unit is grammes of CO2 per tonne km; no “uplift” factor has been applied to aviation,
which should be multiplied by between two and four times to give an estimate of total climatic impact (other
modes should be multiplied by 1.3 to compare like with like)

Rail: 20 (electric); 40 (diesel)
Road: 100
Maritime 10–20
Air: 650

(data agglomerated from INFRAS Update 2004, MEET 1999, Eco-Logica 1994)

17 November 2005

Memorandum by British Airways

Summary

1. British Airways welcomes the opportunity to submit evidence to the Sub-Committee. British Airways is the
fifth largest airline in the world, measured in terms of passenger kilometres travelled, and the largest outside
the United States on this measure. BA employs around 47,000 employees worldwide, 80 per cent of whom are
based in the UK, and generates annual revenues of £7.8 billion (2004–05).

2. This evidence presents British Airways’ response to questions raised by the Sub-Committee about the
merits of including the aviation sector in the EU Emissions Trading Scheme (EU ETS). We believe that
including air transport within emissions trading—initially within the EU but eventually within a broader
international scheme—is the most environmentally eVective and economically eYcient mechanism for dealing
with carbon dioxide (CO2) emissions from air transport.

3. To ensure that emissions trading can be introduced for European air transport without distorting
international competition or imposing unreasonable cost burdens on airlines, a practical and pragmatic
approach to the scheme design is needed. In particular we highlight the following design elements:

(a) Emissions allowances should be distributed without cost using a benchmarking method to avoid high
financial burden.

(b) Allocation and target setting should be harmonised at EU level to avoid competitive distortion.

(c) Coverage should initially focus on emissions from intra-EU air services to avoid international disputes and
competitive distortion.

(d) An international solution to integrate air transport into global policy action on climate change should
be sought.
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Background

4. There is little doubt that air transport brings major economic and social benefits. However, if air transport
is to be part of a sustainable economy, we must ensure that economic and social benefits are delivered in an
environmentally responsible way. That is a key challenge facing our industry as we look to its future growth
and development.

5. British Airways accepts that air transport’s climate change impacts must be addressed. We also recognise
that if practical solutions are not found to address the impact of aircraft emissions in flight, there is increased
risk of punitive measures being introduced, damaging competitiveness and delivering limited environmental
benefit. We understand that EU and national policy makers need to act to address air transport’s contribution
to climate change and that the option of doing nothing is not acceptable.

6. The scope of any policy to address aircraft emissions should take into account technological progress both
past and future, support for investment in research and development, and the need for continued
improvements in infrastructure and air traYc management. In addition to these elements, the use of economic
instruments will play an important role.

7. British Airways does not accept that the right way to limit emissions is to discourage flying—by punitive
taxes or constraints on industry growth. This has not been eVective in curbing road transport growth and, if
applied to air transport, would lead to extremely negative social and economic eVects for the European
economy.

8. Instead we believe that a well-designed emissions trading scheme is a cost-eVective and environmentally
beneficial policy instrument. Whilst an international approach through ICAO must be the ultimate objective,
we recognise that some regions may need to move faster than others in developing measures to address
climate change.

Has the emissions trading scheme worked well so far, and does the current system provide a solid foundation for expansion
to include other sectors of industry?

9. The European Union Emissions Trading Scheme (EU ETS) began operation in January 2005 covering
more than 12,000 installations in the 25 Member States. It is to be expected that a scheme with such complexity
and scope will require a period of bedding down, learning and adjustment. The European Commission
envisaged this when they introduced the first phase of the scheme as a trial phase. A number of changes have
already been identified by industry as necessary to improve the scheme. These include removing complexity by
simplifying the operation of the scheme and reducing the potential for distortions in competition by increasing
harmonisation of the scheme across EU Member States.

10. In relation to the air transport sector, the existing scheme provides a good starting point for expansion.
However, it will be necessary to adapt some existing elements of the scheme, and develop some new elements,
in order to achieve simple, workable and equitable incorporation of the sector. It is important to recognise that
emissions trading in Europe is a potential stepping-stone to broader international inclusion of air transport in
an emissions trading system. Key design elements for incorporating air transport are outlined in the remainder
of this evidence.

Why include the aviation sector, and what are the possible costs and benefits to the industry of joining the ETS?

11. Based on historical and forecast growth rates, fuel eYciency improvement will be insuYcient to prevent
the growth of carbon dioxide emissions from aircraft. This has led some to suggest that the growth of the
industry be restricted in some way, relative to the likely growth trend of 3–4 per cent. A number of
environmental campaigning groups have argued for large increases in taxation of air travel to achieve this.

12. However, punitive tax policies of this sort would be socially and economically undesirable, requiring
significant rises in the cost of air travel and a reduction in the economic benefits it brings. Instead, British
Airways believes that the way forward is not to artificially limit the industry’s growth, but to ensure that if
air transport does increase its emissions, this rise is funded by cuts in other sectors. This can be achieved by
incorporating air transport emissions within an emissions trading scheme.

13. In an emissions trading scheme, the overall total of emissions are capped and companies must hold
permits to cover their emissions. Each company receives an allocation of emissions. If it wants to exceed that
allocation, it must buy excess permits from companies emitting less than their allocation.
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14. Under such an emissions trading regime, the market will determine the cost of carbon necessary to meet
the agreed target. Unlike a tax, where the level of tax needed to achieve the environmental objective is unclear,
the overall cap—enforced by a system of permits—ensures that the required emissions reduction is achieved.

15. While there are some risks attached to emissions trading, these pale into insignificance when we consider
the alternatives—which are generally based on punitive taxes and charges. Taxation applied to emissions, fuel
usage or directly to air travel would not only be bad for the economics of our industry, it would also be bad
environmental policy. A tax which doubled the cost of aviation fuel—costing airlines and their customers
$50 billion a year—would cut less than 0.5 per cent oV the growth rate of air traYc over a 30-year period. We
are daily reminded of the ineVectiveness of a tax-based approach on the roads in the UK and the rest of
Europe. Very high motor fuel taxes have not prevented the continued growth of traYc and emissions and the
associated problems of congestion.

16. Whilst emissions trading is potentially the most cost-eVective instrument for reducing the impact of air
transport on climate change, the design of a scheme will have significant impact on the extent and distribution
of costs. The objective should be to minimise costs and maximise benefits through careful instrument design.

17. Emissions allowances should be distributed without cost using a benchmarking method. Unlike the
standard grandfathering method that uses historical emissions data, benchmarking does not penalise
operators that already use fuel-eYcient aircraft and provides incentive for future investment in such aircraft.
British Airways is against the use of auctioning as a method to distribute emissions allowances. Auctioning
would not be consistent with the allocation approach for all other sectors in the EU ETS, and would create a
significant financial burden for air transport operators.

18. The costs associated with emissions trading may be characterised as fixed or variable costs. Fixed costs
include those associated with administration, monitoring, reporting, verification and Government agency
charges. Variable costs are linked to allocation methodology, market price of allowances and emissions
growth.

19. Based on our experience in the UK ETS and the EU ETS, the administrative costs are a relatively small
proportion of the overall costs of emissions trading. Significant costs would arise if auctioning were selected
as the method for distribution of emissions allowances. A well-designed scheme should result in costs to an
operator increasing in proportion to the growth of its emissions.

What are the possible impacts of the inclusion on the international competitiveness of the EU aviation industry (and
its competitive position in relation to other transport modes)?

20. The ultimate objective should be a policy approach at international level. An international approach
should be guided by the International Civil Aviation Organisation (ICAO) and United Nations Framework
Convention on Climate Change (UNFCCC) processes. It is however recognised that there are diVering
regional pressures to address climate change. Linking air transport CO2 with the EU ETS would be a
significant first step towards the global objective.

21. As air transport operates in a highly competitive international market, it is crucial to the acceptance of
an ETS that any associated market distortions are minimised as far as possible. Clearly, diVerences in the
characteristics of fleets, operations, cost structure, market mix, and so on preclude the total avoidance of any
distortion, but steps must be taken to minimise the eVects.

22. As with costs, the impact of a scheme on international competitiveness will depend to a large extent on
key design elements of the scheme as related to air transport. To avoid unnecessary competitive distortion,
emissions allowances should be distributed free of charge, this approach is consistent with the approach to all
other sectors in the EU ETS and avoids placing high financial burdens on EU air carriers.

23. The distribution of emissions allowances and setting of reduction targets in the current scheme is managed
by each Member State, based on the Kyoto Protocol concept of subsidiary—each state has the right to decide
how emissions reductions are shared among its emitters. However, if this approach were applied to air
transport, significant distortions in competition would occur. Given the mobile nature of air transport
emissions and the provisions of the European Open Aviation Area, whereby EU air carriers are free to operate
air services between any two points in the EU, it is essential that a harmonised EU-level approach to allocation
and target setting is adopted for air transport. There would clearly be benefits in terms of operability and
simplicity if domestic emissions could also be captured by this harmonised approach.
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24. It is appropriate that an emissions trading regime would capture flights operating within the EU that are
both domestic and intra-European. We also accept the proposition that Switzerland, Norway, Iceland and
that the near Ultra Peripheral Regions—Canary Islands, Azores, and Madeira—be included in the scope of
the scheme.

25. Attempts to include all flights from and to non-EU countries (extra-EU) would result in international
disputes, leading to retaliatory action and high risk of disruption to the British Airways operation. Legal
action has the potential to significantly delay full implementation of an extra-EU scheme and may lead to
exemptions and compromises for particular countries, opening the potential to significantly damage the
competitiveness of EU based carriers.

26. At this stage, the EU should focus on implementing emissions trading for air services within the EU
domestic block. In the long term, international air transport emissions should be included in an international
policy framework to address climate change. However, this must be agreed through the appropriate
international bodies—ICAO and UNFCCC.

27. In relation to other transport modes, a policy instrument that addresses the climate change impacts of air
transport whilst not encompassing other transport modes will inevitably distort the inter-modal competitive
position to some extent. Policy measures should be developed to address the climate change impacts of all
transport modes across Europe in an equitable way.

What are the costs and benefits to consumers and the environment of including aviation in the ETS?

28. It is a reality that in order to achieve the necessary reductions in greenhouse gases, the cost of economic
activities and products that are energy intensive will need to rise.

29. Given that a well designed emissions trading scheme oVers a least cost approach to addressing the climate
change contribution of air transport, this translates directly as the least cost approach for consumers.

30. Some of the costs associated with emissions trading will be absorbed by operators and some will be passed
on to consumers through higher air fares. In an emissions trading regime the costs to consumers are likely to
be much lower than with a tax system that aims to achieve the same environmental objective.

31. Since emissions trading is a quantity based instrument, the environmental outcome is fixed by setting an
upper limit on economy-wide CO2 emissions. However, certainty over the environmental outcome comes at
the expense of certainty over the market price of CO2 allowances. Therefore the actual cost of emissions
trading cannot be predicted.

32. Although environmentally beneficial, unilateral EU action cannot be suYcient to address the issue of
climate change over the long-term. Hence, as with other sectors of the economy, an international approach is
needed. In order to secure the environmental improvements necessary, it is vital that continued eVorts are
made to engage all countries in eVorts to address climate change at a truly global level.

33. Ultimately, consumers will benefit from the application of emissions trading to air transport over the long
term as it oVers the most economically eYcient means of achieving emissions reductions.

At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

34. There are a number of challenges to incorporating air transport in the EU ETS, however we believe none
of these is insoluble. Whilst there is no technical constraint, it is clearly important to secure political acceptance
for this approach in order to achieve a timely outcome. British Airways supports the UK Government
objective to seek incorporation of air transport in the EU ETS by 2008 or as soon as possible thereafter.

35. In order to avoid continuing international competitive distortion and to eVectively address the global issue
of climate change, it is imperative that an international solution for addressing air transport climate change
contribution is determined in time for the post-Kyoto international regime. Work towards this objective must
begin immediately in order to integrate the sector into global policy action in the post-Kyoto period from 2013.
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What other economic or regulatory mechanisms exist to encourage reductions in CO2 emissions from the aviation sector,
and how effective might they be compared to emissions trading?

36. The scope of any policy should take into account technological progress both past and future, support for
investment in research and development, and the need for continued improvements in infrastructure and air
traYc management. In addition to these elements, the use of economic instruments will play an important role.

37. Taxation applied to emissions, fuel usage or directly to air travel would not only be bad for the economics
of our industry, it would also be bad environmental policy.

38. Since emissions trading is, in principle, the most eVective and eYcient instrument for limiting air transport
CO2 emissions, it is important that every eVort is made to use this instrument in preference to any others. If
air transport is successfully integrated into the EU ETS, this would ensure that no other instruments (such as
taxes or charges) would need to be applied to intra-EU air transport CO2 emissions. Equally, there should be
agreement that if air transport is successfully integrated into an international or ICAO emissions trading
regime, any EU scheme would become redundant and be terminated as regards air transport.

39. British Airways has recently launched a CO2 emissions oVset scheme that gives passengers the option of
paying a third party organisation to invest in projects that reduce emissions elsewhere in the world. Carbon
oVsets may be a useful interim initiative for raising awareness of the issue, but cannot substitute for a
comprehensive international framework based on emissions trading.

Dr Andrew Sentance
Chief economist & head of environmental aVairs

16 September 2005

Examination of Witness

Witness: Dr Andrew Sentance, Chief Economist and Head of Environmental Affairs, British Airways,
examined.

Q195 Chairman: Good afternoon, Dr Sentance. Europe takes as its basis the caps that have been set
out in the Kyoto Protocol and developed from themCould I thank you on behalf of the Sub-Committee

for the written evidence British Airways has assigned units which are valid under the Kyoto
Protocol. That is OK for domestic aviation becausesubmitted and for your attendance this afternoon?

We have read your evidence with care and we are domestic aviation is included in those caps, but when
you go into international aviation, and I think mostgrateful to you. There are a lot of questions to ask

you. At the end, I propose to give you the people would see some elements of international
aviation being covered in an EU emissions tradingopportunity, if you think we have missed anything, to

come back to us and tell us what we should have scheme, you need to find some way of developing an
equivalent structure that currently exists underasked you, with your answer. Unusually, I do not

want to invite you to start with an opening statement Kyoto, based on some form of targets or some
measures which we are going to apply inbecause you may cover things we are going to ask you

anyway. I shall go straight into questions. You say in international aviation. That is the first issue: bringing
part of international aviation under the sameparagraph 10 of your written evidence that aviation

emissions should go into the ETS, and it is a good framework of caps and targets that currently exists
from the Kyoto Protocol. The second issue that westarting point, but that it will be necessary to adapt

some of the existing elements of the scheme and have in mind is that, in looking at international
aviation, we think it is very important that somedevelop some new elements to achieve a simple,

workable and equitable incorporation of the aviation form of allocation is developed that operates
internationally and is harmonised across Membersector. What is clear to us is that there are a lot of

unanswered questions and detail about where things States rather than just being based on national
allocation, which has been the basis so far within themight go. My question to you is, what is the

adaptation of existing elements and what are the key EU emissions trading scheme, and there are various
reasons for that. We operate in a very competitivenew elements that you want to see in the ETS if

aviation is to be included? What are the important industry, and if there are distortions introduced by
having diVerent national allocation approaches, thatissues? We will obviously cover some of them in

detail, but what are the headline issues? is potentially quite a problem in our industry. The
third issue that needs to be dealt with is an obviousDr Sentance: I think there are three main issues that

we have in mind in making this comment. The first one. Currently the emissions trading scheme works
with ground-based sources, and ground-basedissue is that the existing emissions trading scheme in
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Dr Sentance: People do talk about that. They talksources are relatively straightforward to deal with, in
about hypothecating revenues. My experience as anthe sense that you know where they are all the time
economist is that this hypothecation is muchand they are pinned to a particular national,
discussed but really is very diYcult to achieve. Oncegeographical place. When you have mobile sources,
a flow of money is generated, it is wonderful theclearly that is not the case, but we have some
number of diVerent uses to which people try to put itexperience of our own to contribute here. British
to, and our worry is that it will not actually find itsAirways, as you may know, is a member of the UK’s
way back to help our industry in particular deal withvoluntary emissions trading scheme, and one of the
its environmental issues. Between grandfatheringreasons for us joining that was to get some experience
and benchmarking, there are arguments on bothof some of the issues of involvement in emissions
sides, but I think the more compelling argument fortrading, and we have developed a protocol in that
a benchmarking approach is that it does not penaliseemissions trading scheme that attempts to deal with
early action. So if you already have a relatively fuel-this issue. EVectively, what we have concluded
eYcient fleet, as British Airways has—our fleet isthrough that experience is that the emissions sources
younger than the international average and our fuelneed to be identified in terms of the routes on which
eYciency figures are better than the average foraircraft fly. You cannot necessarily pin down the
airlines internationally—you are not penalisedaircraft, because aircraft fly outside of the
coming into a scheme because your historicalgeographical scope which you are looking at, but we
performance is giving you less emissions permits ifhave developed a data collection mechanism and a
there is an element of benchmarking, so you get themeasurement mechanism based on routes for the UK
amount of emissions permits that an eYcientdomestic market, and you could extend that within
producer would get. I think there is a lot to be said forEurope, we believe. Those are the three main issues.
it, but that does add an extra element of potentialIt is a question of dealing with the fact that
complexity, and I think at the end of the day, if we getinternational aviation is not covered under the Kyoto
into the actual practicalities of this, there will be acaps, a more international basis for allocation of
trade-oV between that extra element of complexitypermits, and dealing with mobile sources.
and the benefits that it brings in terms of really better
design for a scheme. Have I answered all your
questions?Q196 Baroness Eccles of Moulton: Why does it
Chairman:We will deal with auctioning in a moment.matter how initial emissions allowances are
We will come back to auctioning.distributed between airlines? Secondly, could you

explain the diVerence between basing the initial
allocation upon grandfathering rights or upon

Q198 Lord Roper: What I want to examine for abenchmarking? What are the arguments for and
moment is a rather more general question as toagainst each basis?
whether you really do feel that fuel use is a good

Dr Sentance: Perhaps I could just deal with the proxy for measuring emission generation?
general issue of allocation. There are three Dr Sentance: I think for carbon dioxide emissions it is
mechanisms that people talk about: grandfathering, an extremely good proxy. The chemistry means that
which is looking back at historical emissions there is a factor of 3.15 by which you multiply your
patterns; benchmarking is trying to look at what the fuel use, and that tells you how much carbon dioxide
most eYcient producer might do and setting you are emitting. So BA generates just over 15 million
allocations based on that; and the third method is tonnes of CO2 and we burn about 5 million tonnes of
auctioning permits. If I could deal with that one first; fuel. I think where there are other emissions that
we do not think that is a particularly good idea, and people are talking about such as NOx, it is much
the reason is that it takes resources away from the more complicated. Our view is that those cannot very
airlines which they really need—and we are not a simply be brought into an emissions trading scheme.
particularly financially successful industry—to make If you want to deal with those issues, first of all you
the investment in the technology and in the emissions need to improve the state of knowledge about exactly
reduction. Basically, an auction system creates a flow what they are doing to the climate and how they can
of money that generates no environmental benefit, be reduced, and then you may want to use other
whereas with the other systems the money generally measures to deal with them.
flows where the environmental benefits arise.

Q199 Lord Roper: Going a little bit further; we
Q197 Baroness Eccles of Moulton: Could there not heard in evidence last week from other parties that
be a scheme designed whereby the money flows from the scheme would not exclude or penalise many of the
the auctioning goes in the same direction as the flows most oVending aircraft because of the way it is drawn

up. Do you feel this is a real concern?from other ways of allocating them?
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Q203 Lord Swinfen: Would it not therefore payDr Sentance:No. I think an emissions trading scheme
airlines to start or finish all their flights outsidemeans that the more emissions you create, the more
Europe?permits you have to buy, and therefore it does link
Dr Sentance: This is one of the worries people have,the penalty, if you like to use that word—I prefer to
that there might be some diversion, but I think thisuse the word “incentive”—to doing the right
worry would be greater if there were suitable hubs onenvironmental thing. I think there is a school of
the periphery of Europe. I am not aware that therethought that says “pain is gain” but in this area I
are hubs that really would develop in a substantialthink you can get quite eYcient reductions.
way on the basis of that traYc. It is also the case that
passengers will in general prefer a direct flight to an

Q200 Lord Roper: That is true about European indirect flight, and so in our view, where emissions
aircraft, but it may be that there are some very trading is applied to intra-EU aviation, you could
ineYcient aircraft flying into Europe from outside think theoretically that someone who wanted to go,

say, from eastern Europe to southern Spain could goEurope which would not be caught and therefore
via Morocco, and they would technically avoidmight be the worst oVenders.
emissions trading, but there would be lots of otherDr Sentance: Yes. Our view is that if we are going to
inconvenience for them, not least the fact thatextend emissions trading to flights coming in from
Morocco is not a very good hubbing destination.outside Europe, we really need to have agreement at

the broader international level through ICAO.
Chairman: We will come back to that. Q204 Lord Swinfen: If the cost were considerably

diVerent, that might have a bearing.
Dr Sentance: I think if emissions trading made a very

Q201 Lord Haskel: You have already told us about big diVerence to ticket prices that would be true. In
your views on how the scheme should be started our view, it would not make a massive diVerence to
and your concerns about grandfathering and the ticket prices on the basis of the figures that have
benchmarking and auctioning, but in your written been calculated by the European Commission.
evidence you say that the initial allowances should be
distributed free of charge to avoid competitive

Q205 Chairman: I will raise a matter now and if itdistortion. If they were not distributed free of charge
comes up later, I apologise to Members of theand everybody paid the same, how would that distort
Committee. Some arguments have been put to us that

the competitiveness? in whole or in part, the initial allowances should be
Dr Sentance: What we are thinking about there is the auctioned. It may not be all; it could be 10 per cent,
competitive position of European airlines and 15 per cent, 50 per cent. That would have the merit of
airlines that have quite significant operations in recognising and putting a price on existing levels of
Europe versus other carriers. Even if you limit the emissions. What is your answer to that?
geographical scope to intra-European flights, we Dr Sentance: I think if that is the route which the
compete, for example, taking a passenger from, let us emissions trading scheme goes generally for industry,
say, Barcelona to New York. British Airways could then it is something we would have to consider. We
take that passenger via Heathrow, and therefore part do have concerns whether that is the right thing to do,
of that flight could be an intra-European flight, and because if you have a system that does not have
the more that you load costs on to those flights within auctioning, as I said before, all the flows of money go
Europe, the more we are potentially at a with the environmental benefits. If you achieve a
disadvantage versus an American carrier who could better environmental outcome than your allocation
take that passenger from New York to Barcelona would suggest, you actually make money, and if you
straight, and would not in our view be included in the cannot achieve it, you have to pay. Once you
emissions trading scheme. introduce an auctioning mechanism, there is a flow of

money going somewhere else which is taking money
away from the producers—it is not just aviation; all

Q202 Lord Haskel: Would the same apply to the participants in the emissions trading scheme—
freight? who you really want to invest to reduce emissions.
Dr Sentance: I think the same would apply to freight. We believe that money is best left with the producers
We believe that, if you are going to apply emissions in order for them to make that investment. So I think
trading within aviation within Europe, all the case would need to be very strongly put by those
commercial aviation should be included, because we who favour that auctioning mechanism. How will
carry freight in the belly-hold of our aircraft, so we that auctioning generate environmental benefits?
want to make sure that within the geographical scope They would need to persuade me that this is not just
that we are talking about, freight and passenger a slush fund for governments and that some real

environmental benefit is going to flow from this.aircraft were covered.
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not want to be seen, for commercial and financialQ206 Lord Fearn: I think you have probably
answered part of this. In paragraph 22 of your reasons, to be putting out estimates which the market
written evidence, you talk about distributing initial might misinterpret about exactly what this will cost
emissions allowances free of charge. At the present British Airways, because that depends on all the
price of carbon, if aviation was charged for its various factors I have talked about.
existing emissions on intra-EU flights, including
domestic flights, at the current price of carbon, how

Q210 Chairman: We understand the diYculty inmuch would that add to your costs?
being precise, but it does give us a ball park figure.Dr Sentance: The consultants who work for the
Without that, one does not really know quite whatEuropean Commission produced some estimates,
one is talking about.and they show that there is a big range that depends
Dr Sentance: We can perhaps do a more exacton exactly, in a sense, how these schemes are
calculation. Is that suYcient for you?operated. Obviously, the price of permits is a factor;

you have said at current prices, but there are two key Chairman: Perhaps Lord Fearn could ask his second
variants: the coverage of the scheme, and, as you question on that.
know, the European Commission want to consider Lord Fearn: What would that add to the price of
bringing flights outside the EU in. You have said we flights if the whole cost was passed on to the
should just talk about intra-EU flights. But the other consumer?
big variable is how much you get through what is
called perhaps misleadingly a free allocation—

Q211 Chairman: Again, ball park figures.nothing in life is free, but an allocation that is given
as of right to participants will cause the costs to vary Dr Sentance: I think I am going to have to come back
quite considerably. I think for an intra-EU scheme, to that, if you do not mind, but on the assumptions
and for one using a grandfathering approach or a you have set out, we can come up with an estimate. I
benchmarking approach, the lower types of figures think it would obviously be towards the higher end of
that the European Commission quoted in their study the figures the European Commission began to
would seem to us to be realistic, somewhere around quote. I think their highest figure was ƒ9. That may
ƒ1 or ƒ2, not ƒ9, which I think was the highest figure have been relating to a flight outside the EU. If we
they came up with. can come back to you on that, we will send you a

short note, and we can then clarify the exact figures.
Q207 Chairman: The question, if I can remind you,
was not at the margin. This is if the initial allocation

Q212 Chairman: I have to confess I thought thewas paid for, whether by auction or otherwise. In
Commission’s figures were assuming that they areparagraph 22 of your written evidence one of the
distributed free of charge, and what would be thereasons you gave for not paying for the initial
consequence of introducing the emissions cap, andallocation was that it would be a high burden. Our
the fact that you would then have to start paying atquestion is: what is the burden? Convince us.
the margin for quotas, and gradually there wouldDrSentance: I now understand where you are coming
emerge a price. I thought that was the case. Their ƒ9from, my Lord Chairman. Apologies for being a bit
I thought was even at the top end. This is terriblyslow. I will perhaps give you the ingredients which

would allow your advisers to do the calculations. important for the Committee, because we rather
formed the impression that costs were quite modest,
and if you told us that ƒ9 would be the cost on ticketsQ208 Chairman: British Airways said to us in
if emissions were charged for right from the start, thatevidence they should be distributed free of charge
would not strike most people as being an exorbitantbecause that would avoid high financial burdens. If
figure to pay.you say it is a high financial burden, convince us it is a
Dr Sentance: I think we have to remember thathigh financial burden. Do not ask us to do the figures.
margins in the airline industry are very slim, and thatDr Sentance: All right. We estimate—this is a very

broad brush figure—that for our intra-EU flights it is would more than wipe out the profit margin on many
about 2.5 million tonnes of CO2. If you multiply that European flights. Then there is the assumption about
by ƒ23 per tonne, you get up to about ƒ50–60 how much you can pass on to the consumer, but the
million. consumer is very price-sensitive, so I think it still

causes quite an issue for the airline industry. We can
glibly sit here and say the consumer will pay more,Q209 Chairman: Just for British Airways alone?
but all our experience in the commercial marketplaceDr Sentance: Yes, so that is the sorts of figure you are
is that the consumer is looking to pay less and is verytalking about. We are much more cautious because
price-sensitive. We would be concerned at those sortswhen you set out the assumptions like that, we are

very happy to give you a figure, but we obviously do of figures.
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Dr Sentance: I think the figures produced by theQ213 Lord Roper: Your competitors will also pay.
Dr Sentance: They will, and that will make it “easier” Commission, which are based on their consultants,

CE Delft, are realistic. There is obviously scope forto pass on the price, but it does not guarantee it,
because we see this with fuel prices at the moment. varying the assumptions but they seem to have done a

reasonably thorough job. They are not that far awayWe are not able necessarily to pass on the full amount
of the extra fuel costs, and it is a really large potential from our own internal calculations. I think they will

have some eVect upon air travel. Assuming that somethreat to the profitability of the airline industry.
of this cost is passed through to the passenger, that
will have an eVect on air travel. Also, airlines willQ214 Lord Roper: But you are passing it on to
have to think much more carefully about theircertain groups of consumers rather than others,
capacity expansion, because when you put in placewhich suggests there may be some variation in the
capacity, buying new aircraft, you have to buy thecompetitiveness of the diVerent markets in which
permits for that aircraft, assuming emissions tradingyou operate.
is going to be with us, for the whole lifetime of thatDr Sentance: There are variations in competition.
aircraft.There are other factors that aVect the consumer’s

willingness to pay extra fuel costs and extra
surcharges, yes. Q217 Lord Walpole: And you have to fill it for the

whole life.
Dr Sentance: Yes. You have to balance thoseQ215 Lord Haskel: Looking at these sorts of prices,
revenues and costs, and you have now imposed anhow eVective do you think these figures that you have
extra cost, which is going to obviously have somementioned would be in raising the awareness of your
impact on that investment decision. I think thepassengers about the importance of climate change?
impact on air travel is not the only benefit ofAfter all, that is what we are setting about to do. We
emissions trading. Obviously, it has some impact onare trying to persuade people that climate change is
technology as well. It will give an added incentive,something that we have to tackle and this is one way
though not necessarily the only incentive, because theof doing it. Do you think it would be eVective in
cost of fuel itself is an incentive to develop more fuel-making them aware of the need for this?
eYcient aircraft, and it also provides the scope forDr Sentance: There are various mechanisms that we
the aviation industry to perhaps find emissionshave to make people aware of the climate change
reductions in other sectors if it is more cost-eVectiveissue, and I think British Airways has perhaps been
to do so. We cannot guarantee that, but that is whatmore vocal than other airlines in actually talking
many of the projections suggest. So the eVect on airabout this issue in public and with its customer base.
travel is one of a number of diVerent eVects that thisBut what the passenger is perhaps more legitimately
would have.looking for is the most cost-eVective way of

addressing the problem. We feel that we are caught
between two very big social pressures: one social Q218 LordWalpole:Do you think we are ever going
pressure is to deliver the economic benefits that to run aircraft in a diVerent sort of way that does not
people believe flow from air travel and the value from involve burning fuel?
that, but at a very competitive price, to give the Dr Sentance: Currently, what we see in terms of
consumer value for money; the other social pressure technology, the way I like to put it, it is a miracle that
is to make sure we are environmentally responsible. I an aircraft gets oV the ground, I think, to many
think the reason we end up with emissions trading is people, and it is also a miracle that the industry is able
that it is actually the most economically eYcient and to operate generally very safely. That limits the
environmentally eVective way of dealing certainly technological possibilities that you have, and if you
with the CO2 problem that we can find. I think the want to operate at reasonable speeds and the best
consumers, while it is useful that they are aware, are current eYciency, the jet engine is the only
also looking for something else. I think they are technology that we have. We do not see anything
looking for a cost-eVective solution, and that is one coming to replace the jet engine. There is some
of the reasons why British Airways and other players thinking—and we have commissioned research
in the industry are supporting this approach. ourselves—on areas like the use of bio fuels. It does

not seem to be particularly economic in terms of fuel
prices that we are normally accustomed to—not atQ216 Lord Walpole: If aviation enters the ETS on

the basis of free allocation of quotas based on the moment—but the bio fuel technology may
improve, and we have much higher fuel prices now,benchmarking, do you agree with the European

Commission’s published estimates of the impact that so that could come into the equation, but that is
probably the most likely area that we could look towill have on short, medium and long-haul air fares

within Europe, and are such fare increases likely to improve the emissions profile within the industry by
technology.have any noticeable eVect upon air travel?
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on the development of these proposals. So weQ219 Lord Walpole: Do you think bio fuels could
possibly be produced to give less carbon dioxide certainly tried to exert influence but we are conscious

that there are a lot of pressures on the Commission.emissions?
Dr Sentance: My understanding of bio fuels is that We also participated in the event they held in June of

this year, which was a stakeholder consultationthey do not generate less carbon dioxide when you
burn them, but over the life cycle of the production, event, and I actually was part of a panel and spoke at

that event. So we tried very hard to make our viewsso that would produce what some people might call a
cleaner fuel from the carbon dioxide point of view. I known and we hope that to some extent they are

reflected in the Communication. On some issues,think in the industry we should be open and we
should be trying to explore these possibilities, but we however, they have not actually followed some of the

suggestions we made, such as trying to confinedo not have a lot of technological scope in terms of
the basic power generation of the aircraft. That initially to intra-European aviation.
technology is the only one we can see for powered
flight of the speed to which we are accustomed. Q222 Lord Swinfen: Do you think they actually

listened though?
Dr Sentance: I think they are concerned to getQ220 Baroness Eccles of Moulton: It has been put to
something that is workable and that has some degreeus, Dr Sentance, that the extra cost to the airline
of industry support. I think those two parametersindustry of joining the ETS would hit the low cost,
were important. However, this was developed by thesmall airlines a lot harder; they would find it much
Environment Directorate, who are not experts onharder to absorb the extra burden than the very large
aviation industry matters, so some of their views oncompanies like British Airways. Do you have a view
things like the international bilateral framework ofon that?
aviation and the extent to which that would allowDr Sentance: I think as a proportion of their costs
them to impose emissions trading on airlines flyingthat could well be true in the sense that, first of all, in
outside of Europe I think were not very realistic onour view, the scope would be initially limited to
that point. I think that could be a recipe for a lot ofwithin Europe, and these are airlines that operate
diYculties.almost exclusively within Europe. Secondly, they

pride themselves on low cost levels and low fare levels
and, on the assumption that that is correct, any cost Q223 Lord St John of Bletso: With the aviation
increase proportionately is going to be greater for sector accounting for 3 per cent of global carbon
them. But any other mechanism you might think of— emissions, what principles should govern the total
I heard the Aviation Environment Federation level of carbon emissions that should be allocated in
talking about taxation; it is not something we favour, the aviation sector if it joins the ETS? Should the
but I think taxation would also have a great overall level be the then current levels of emissions, or
disproportionate eVect on no frills, low cost airlines. higher or lower?
I guess what it is telling us is that at the lower price Dr Sentance: There is a process to be gone through of
end there may be a bigger proportionate impact, and trying to arrive at what is a reasonable target or
that is something we need to think about, but it is not allocation for the aviation sector. We do have to start
unique to emissions trading; it applies to many other from the perspective of what we think the profile of
instruments people are talking about in this area. emissions is, and try and impose a comparable degree

of restraint to the aviation sector as is being applied
to other sectors. Our view would be that we are happyQ221 Lord Swinfen:Dr Sentance, what consultation
to take our fair share. We do not think, however, itdid the Commission have with British Airways when
makes sense, particularly in the early phases offormulating its proposals and preparing its impact
applying emissions trading to aviation, to have aassessment?
penal approach that attempts to extract more thanDr Sentance: We did not really have any direct
the fair share for aviation. How you arrive at that fairconsultation on the impact assessment as such,
share is going to be quite a diYcult process. Clearly,though we talked with the consultants who prepared
there are going to be some negotiations andthe basis of some of it, so I suppose we had an indirect
discussions on that, which we will aim to contributeimpact there. We participated, as did many other
to, but I think the principle that should underpin it ispeople, in the general consultation that the European
aviation taking its fair share in terms of the amountCommission had, and I hope that our views were
of restraint that it is expected to achieve relative toreflected through a number of diVerent routes. One is
other industries.we communicated with them directly. Secondly, we

exerted influence through our trade association, the
Association of European Airlines in Europe and Q224 Lord St John of Bletso: So when aviation is in

the ETS, do you expect overall future aviationBATA in the UK. Thirdly, we talked with the British
Government, who obviously is having an influence emissions to be capped at the initial overall level of
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Q226 Lord Roper: Before we get there, we have toallocations? Do you expect aviation to contribute an
get into the initial regime, and I really want to comeincreasing proportion of carbon emissions as air
from the high economics to the low politics. Intravel increases?
paragraph 34 of your written evidence you say thatDr Sentance: Whether we are an increasing
there is no technical constraint upon incorporatingproportion would depend even if we have a cap that
air transport into the ETS but that it is important todoes not reflect that. It can still be an outcome of the
secure political acceptance. I wonder what your sensescheme, in that airlines are then prepared to purchase
is of the views of airlines in diVerent parts of thenet emissions from other sectors, but setting that on
European Union, and indeed of the governments onone side, I do not think we are yet clear whether the
this issue? Where do you see the sensitivities and theprinciple that I have suggested points to level or net
sensitive issues?reductions. I think we would need to look at the time
Dr Sentance: Our experience has been, if we talk firstperiod over which we are trying to achieve the
within the airline community, that as the airlines havereductions and what this principle of fair treatment
become more familiar with the issue, they have comereally means. I would come back to what I said earlier
to accept it and recognise the arguments to a greaterthough, that we have to recognise that if aviation is
extent. I think in the UK we had a benefit frombrought into an EU emissions trading scheme, this
having had a quite active public debate in the Whitewill be the first time something like this has been
Paper, which brought this issue to prominence, andattempted in the world, and so it may help to err on
that has probably made the UK airline communitythe side of getting something that is workable even if
more familiar with and more accepting of theit does not achieve as much initially as you would like
concept. There are some airlines still who would sayto get environmentally, with the prospect that, if we
until we get a global agreement, we should not reallydo get a workable scheme, you can then in future
accept something within Europe, but I would sayperiods begin to look for more significant emissions
they are in the minority, and if you look at thereductions. Also in the future, if it is a successful
statements that have been put out more recently, sayscheme, there is a very good case then for taking that
by Air France, for example, they have been muchinto the wider international domain and encouraging
more positive about emissions trading. Forother countries, including the United States, to come
governments, I think it is a similar issue, abouton board. We would put a high premium on getting
familiarity, getting their heads around the concept.something that is workable in the initial phase of
One thing I have observed is that in some countries

emissions trading in the global aviation industry. there just seems to be generally less acceptance of
emissions trading approach. In Germany, for
example, I have seen statements from the German
business organisation quite critical of emissionsQ225 Lord St John of Bletso: Over what period do
trading which is not the sort of statements the CBIyou think this is feasible?
would make in the UK. So there is a spectrum ofDr Sentance: I think we are going to be governed to
views, but it is encouraging that, as people have comesome extent by the rules of the scheme that we are
to understand the concept and thought about theentering into, and the European emissions trading
issues, they have warmed to the idea.scheme, the second period during which aviation

would come in, would run up until 2012. It is not clear
whether the preparatory work can be done to get us Q227 Lord Haskel: Do you have anything to add
in right at the beginning of that phase. That is a about the discussion which is likely to be going on in
relatively short period of time. This is a general issue the International Civil Aviation Organisation or
for emissions trading, not just for aviation. Many within the United Nations Framework Convention
people have commented that the European emissions on the climate change process, the big picture? Do
trading scheme is not yet really acting as a driver for they feel that this emissions trading scheme system
investment because the time period is so short. That will really have an impact on climate change?
brings up the issue that we really need to start Dr Sentance: I have been involved in the discussions
thinking now about the post-Kyoto period, about a within ICAO for all the time that they have been
longer term framework into which perhaps going on on this topic, going back to 1998, I think,
international aviation can be brought in a more and clearly there have been some issues in ICAO
comprehensive way than it is at the moment with based around the United States’ stance on climate
Article 2.2 of the Kyoto Protocol. I think we will get change that have made it diYcult. But it is worth
the benefits of emissions trading when there is much pointing out that ICAO resolutions have in principle
more long-term stability about the international supported emissions trading, and I am now part of an
framework and indeed, there is acceptance of that in emissions trading task force which will report to the
the broader international stage. That is quite a lot 2007 ICAO General Assembly, and there is scope, I

think, to move forward again in ICAO. I know someto achieve.
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to do it in stages rather than by creating a great dealpeople, particularly in the NGO community, are
frustrated by the pace of progress in ICAO, but we of conflict and adverse reaction at an early stage

which might make the later transformation morehave to remember that we only got the definitive
report on this topic from the IPCC in 1999, and we diYcult?

Dr Sentance: Absolutely. I think that is a very goodhad a major dislocation in the aviation industry
following 9/11, so I think it is actually quite an approach. There is no harm in the European Union

saying that their intention would be, whenachievement that it is still on track and being
discussed, and I do think there is scope for progress international agreement had been achieved, to try

and extend the scope, but our concern would bein ICAO. I think the European Union should, in
addition to developing its own policy, be putting attempting to do it without that international basis.
eVort into trying to move ICAO forward and try and
put proposals that will gain acceptance by other Q232 Lord Roper: I was not suggesting it was my
Member States. view. I wanted your view.

Dr Sentance: I did not mean to attribute the view. I
think it is a very good observation.Q228 Chairman: Do you believe that it would be

possible to include extra-EU flights into the ETS, say,
aimed at 2008? Q233 Chairman: I understand the arguments. It
DrSentance: I do not think that is going to be sensible would be very useful if you could just do us a very
policy. I think it is going to be a recipe for disputes brief note on the point made on page 183 of the CE
with third countries who do not accept this principle Delft report, Giving Wings to Emission Trading,
and I think it is going to raise questions about the where they talk about the question of whether it is
legitimacy of emissions trading at a fairly critical legal or not. Do not let us deal with it any further
stage. I think we should try and make progress within now. We well recognise it is an issue of judgment here
ICAO that would allow at a future point the how best to proceed, but on the particular issues of
incorporation of extra-EU flights, and that should be legal or not, it would be extremely useful to have that
our main objective for extending the scope of this view on that too.
outside the EU. Dr Sentance: We can happily do that, my Lord

Chairman.
Q229 Chairman: Certainly at least one witness has
said in evidence to us that there is no legal problem. Q234 Lord Swinfen:Dr Sentance, in paragraph 15 of
Legally, it would be possible to insist that flights in your written evidence, you say that a tax which
and out of the EU could be brought into emissions doubled the price of aviation fuel would cost airlines
trading. and their customers $50 billion a year, but would cut
Dr Sentance: There is no legal basis either. The legal less than 0.5 per cent from the growth rate, which I
position is that this concept was not thought of when understand is between three and 4 per cent, of air
many of the bilateral agreements were drawn up, and traYc over a 30-yer period. What is your source for
therefore people will then look to what ICAO says this estimate?
about this. ICAO has given some positive noises on Dr Sentance: The source is our own calculation based
principle but ICAO is in the process of developing on, I think, quite well accepted industry figures. If I
guidelines in this emissions trading task force that I could just give a brief explanation, the $50 billion a
have talked about, so it is not clear what shape those year actually is the sort of fuel bill you would expect
guidelines would take, and they might make it for the industry in normal times. We have already
diYcult for the European Union to extend the scope. seen a doubling of the fuel cost; it has gone up to
I would put it another way: there is no legal basis $100 billion a year.
for it.

Q235 Chairman: Is this global? Is this all airlines?
Q230 Chairman: So it is not illegal? DrSentance:Yes, all airlines globally, if you calculate
Dr Sentance: The legal position is unclear and would the fuel bill at $60 a barrel, but if we were down at $30
certainly probably be challenged by countries that a barrel, $50 billion would be the right figure. At that
did not agree with the European Union. What we are sort of level of the oil price, fuel absorbs about 15 per
worried about is not just that challenge, but also cent of airline costs, so if you then double that, and
retaliation, which is often the feature of these trade- that is passed on to passengers—that is a big if, but
type disputes, which is not a direction in which we over the longer term that is what you would expect—
want to go. you then have a 15 per cent increase in the cost of air

travel. There is a lot of material out there about the
elasticity of demand for air travel, but we work withQ231 Lord Roper:Would I be taking it too far to say

that, in so far as you believe ultimately it would be a a figure of roughly one for the industry as a whole,
which means for every pound the price goes up,good idea to have this as widely as possible, it is better
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Dr Sentance: If you are referring to the Tyndallpeople take that pound out of their volume of
spending, so that would then equate to a 15 per cent Centre Report, I would certainly question the figures

that they have come up with, and I was a bitreduction in air travel spread over 30 years. That
gives you half a per cent. So in economic parlance it disappointed with the depth of analysis in that part of

their report. There is obviously a lot of good stuV inis not rocket science but it is to give an order of
magnitude of what the costs would be and what the the report, but these figures are very sensitive to the

growth rates that are assumed, and I think part ofrelatively limited benefit would be of going down a
taxation of fuel route. their figures assumed going beyond the 60 per cent

reduction that the UK Government has talked about.
So there was some confusion there. I think we need to

Q236 Lord Swinfen: I assume from that that the see what is going to happen if we apply a consistent
impact of the carbon emissions trading scheme would policy both to the rest of the economy and to the
be almost entirely through the response of the airlines aviation industry. What worries me about the figures
rather than just growth in travel demand. that tend to be produced is that they do not make that
Dr Sentance: The impact on travel demand would be assumption. They apply a very significant reduction
less than those figures that I am suggesting here, and in the rest of the economy and they somehow assume
yes, we would expect to see some supply response that in that world the aviation industry can go
from airlines looking for eYciency. Also, most merrily on, but if we are in an emissions trading
projections suggest there would be a net demand world, the price of carbon would be going up and
from airlines for permits, which would then be there would be very big incentives ultimately to stop
financing reductions on the ground, so in a sense the flying and big incentives to invest more heavily in
aviation air travellers would be funding renewable fuel-eYcient technology. My observation would be
energy or energy conservation; whatever routes were that those most Draconian figures really do not apply
available on the ground to save energy would be a consistent policy assumption across the two sectors,
funded by the air traveller. but having said that, I think, because the substitution

possibilities are less in aviation, if we are in a carbon-
constrained world, we may find that aviation doesQ237 Lord Haskel: And vice versa.
take an increasing share, but it is increasing from aDr Sentance: Possibly. It could be vice versa. This is
relatively low base.one of the issues with this topic. We do not really

know what will happen, and I think people probably
tend to under-state the scope for supply substitution, Q240 Chairman: One other point, before we move
but even so, you have to get quite a lot of supply on. It has been put to us that any emitter of carbon
substitution to oVset the growth of air travel. emissions will always have the option of buying rights

through investing abroad and so on, CDM, and that
they are a relatively cheap way of doing that. Is that

Q238 Lord Roper: The introduction of the airline something you think is likely to happen?
sector into the ETS is likely to raise the cost of carbon Dr Sentance: I think the clean development
within the ETS. mechanism has not really developed very much so
Dr Sentance: It will clearly create a net new demand, far, and it is quite a bureaucratic mechanism and that
and I think the question is how far supply is adds to the cost and discourages the development of
responsive to that demand, but we will not be a projects. We believe there is scope for making a lot
massive sector in relation to the total scheme based more use of it, but that depends, I think, on there
on the emissions figures that were quoted earlier. being some institutional changes to make it easier to

develop projects that fall into this category and make
it less bureaucratic.Q239 Chairman: You were talking about the

proportion of emissions that aviation will be
responsible for, and some people say it will rise and Q241 Lord Walpole: I know we touched on this last
so on, and, as we understood it, there is a fairly time I asked you a question. What do you think are
authoritative report which says within 20-30 years the most likely ways in which aviation will reduce the
aviation could realistically be seen to be taking up the growth in carbon emissions if and when the cost of
whole of the CO2 emissions caps. Let us reduce that, carbon increases over time? Over what time-scale do
knock something oV that. Surely within 20-30 years, you really think there will be a significant reduction
unless something changes, aviation is going to take a in carbon emissions?
very substantial slice of CO2 emissions by acquiring, Dr Sentance: I think we will see some combination of
buying—as I said earlier, this is not a critical measures or eVects. Clearly, anything that increases
observation; it is simply a factual observation. So far the cost of emissions raises the fuel cost at the margin
we have found nobody who questions that. Is that for the airlines, and that will make them look

harder—we are already looking pretty hard,your view?
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Dr Sentance: I think there is scope in the air traYcparticularly at a $60 oil price—for operating
eYciencies, but that is obviously in the short-term control arena. Some of it involves getting into

politically sensitive territory. For example, theone of the things you can do. If you take a slightly
longer time horizon, there is the question of how it amount of European airspace which is earmarked for

military purposes, and whether that is necessary inaVects aircraft purchase, and I have suggested that it
changes the economics of aircraft purchase, and it is the current climate we operate within. That 12 per

cent figure comes from an authoritative source, butcertainly something that our fleet planners are
there are many political obstacles to getting there.beginning to think about in developing British
The other area where we would look for GovernmentAirway’s fleet strategy going forward. Taking an
help is in the real research end of the Research &even longer time horizon, there is then the scope for
Development process. Clearly, a lot of Research &accelerating research for new technology to help us to
Development can be conducted by the commercialbecome more fuel-eYcient. The manufacturer is
manufacturers, but a continued programme ofalways under pressure to pursue a number of
Government support research into new technologiesobjectives in developing new aircraft, but this would
that will help reduce the weight of aircraft throughraise the importance put on fuel eYciency in the
new materials, technologies, and throughlonger term context. Finally, there is the impact on
combustion technology to make combustion moredemand of having raised the cost base and that
eYcient, will clearly help.flowing through, over some time period, into prices.

I do not think we can say what combination of those
measures, but there will be some combination, which Q244 Lord St John of Bletso: Will this be through
will certainly reduce the emissions within the tax breaks or what?
industry, though probably still leave the industry Dr Sentance: I am thinking more about primary
having to net purchase from other sectors. research in universities and making sure that we have

a strong primary research base in the key sciences,
which will then feed through into the industry. This

Q242 Lord Walpole: Basically, what you are saying applies not just in Europe but in the United States
is the industry will in fact decrease the amount of as well.
flights it does and somehow will get emissions down.
The business is going to expand, is it not?

Q245 Lord St John of Bletso: What actions areDr Sentance: I think that is the likely scenario, if we
needed in your view?are responding to what consumers want to do, and
Dr Sentance: To ensure that environmental prioritiesthen you are getting into more complex issues about
are given a bigger weight by the air traYcwhether we should be trying to develop a society
management authorities in Europe, which are stillwhere people are discouraged from flying so much. I
predominantly government-owned; and to maintaindo not think at the moment we are in that sort of
continuing support for the basic science which feedsworld. As people express their preferences, they want
into the development of new aircraft technologies.to fly, and we are a producer in the business; we are
Those are probably the two major things forthere to meet that demand. I think we are caught
Government. In addition, creating a market-friendlybetween two pressures, the social pressure to fly more
framework for the industry, as we see emissionsand also the environmental pressure to try and
trading as being, which will properly incentivise thecontain our emissions, and we are trying to find the
emissions reductions through normal marketbest solution.
mechanisms.

Q243 Lord St John of Bletso: Bird flu might aVect Q246 Lord St John of Bletso: As a traveller, British
the aviation industry. Going on to the technology Airways, if it follows all these initiatives, one wonders
issue, an issue we raised with the previous witness; to what degree you could get a competitive edge on
you mention that British Airways is one of the most other airlines who would not necessarily be taking
eYcient, with one of the most modern fleets, and is such a futuristic view to carbon emissions.
continuing its campaign to reduce carbon emissions. Dr Sentance: We have been prepared to take a certain
To what degree do you think European government number of voluntary steps which we believe are
policy should be aimed at reducing emissions, responsible and we feel have not put us at a
supporting investment in research and development competitive advantage. We have set a fuel eYciency
and recognising the need for continued target, we have joined the UK emissions trading
improvements? We have heard these figures scheme, we have recently launched a carbon oVset
brandished that more eYcient air traYc control can proposal which allows passengers to oVset their
bring down emissions by 12 per cent. Is that a realistic emissions—it may have limited impact but we want
number? Which, if any, of these areas oVers a to be seen to be doing as much as we reasonably can.

In the long-term though, we do need this ultimatelysignificant contribution to reduce aviation emissions?
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congestion on the ground, that may help reduce someglobal framework which will enable the industry to
limit its emissions in a cost-eVective way. That is of the air traYc delays and some of the congestion.
where we see we are heading in the longer term, which Having eYcient operating procedures that mean that
is something that can only be applied across the aircraft are not burning fuel ineYciently on the
industry, not just by one airline alone. ground and can move very quickly from the jetty on

towards the runway, those are the main things,
beyond giving their public support to the cause ofQ247 Lord Swinfen: Does the height at which an
emissions trading, which we know that the keyaircraft flies aVect the emissions?
airport operator in the UK has done, and which weDr Sentance: In general, higher altitudes, once you
encouraged them to do.get up there, are more fuel-eYcient, but on the other

eVects, the non-carbon dioxide eVects, the NOx,
contrails and clouds, we do not properly understand

Q251 Chairman: So the issue of aircraft circlingbut we think there may be quite a lot of sensitivity to
monotonously around airports around the world,the height. It is not a very straightforward thing just
which may not happen as often as we think, isto say if it is higher it is worse. It depends on weather
principally a problem of air traYc control rather thanconditions and all sorts of other factors.
runway capacity down below?
Dr Sentance: It is both, and it depends on theQ248 Lord Roper: You referred to the carbon
circumstances, but often if you are held in a stackoVsetting scheme, and I think we were all rather sad
when you are coming into London, it may be justto see the report in the newspapers yesterday that it
because they cannot get the aircraft down quicklyhad not initially been as much of a success as you
enough because there is not enough runway capacitymight have hoped. What surprised me was I do not
on the ground.think I had been aware of was happening at all until

I heard the story about it not working. I wonder what
you did to make people like me, who might have paid Q252 Chairman: It is the kind of thing the public
it, aware of it? think they understand. If you start introducing
Dr Sentance: Information is available on the British emissions charging, for which I think there is a
Airways website but, as you know, there is a lot of general consensus, people will become fairly agitated
information on the website about car hire, hotels and if they are sitting up there burning up fuel simply
all sorts of things. We are making it available without going around in circles. Is that a significant issue, or
pushing it aggressively, because we know that is it frustrating but not actually significant?
passengers are also sensitive about things like fuel Dr Sentance: We can provide you with some of our
surcharges, and it is perhaps a diYcult climate in internal estimates historically and what we have
which to be launching something like this. I was very projected going forward might be.
disappointed by that newspaper article. I have

Chairman: That would be extremely useful.written a letter to The Times and I am hoping they
will publish it.

Q253 Baroness Eccles of Moulton: This is a question
Q249 Lord Roper: In case they do not, perhaps you British Airways is probably more able to answer than
would send the Committee a copy. almost anybody else. With the expansion of the EU
Dr Sentance: I will send the Committee a copy of the and a whole lot of new countries coming into Europe,
letter that I have written, certainly. can you see that it is going to be even more diYcult to

get the ETS up and running, or will they mostly have
Q250 Chairman: Could I ask a question following rather small airlines that will not make all that much
on from Lord St John’s? Is there anything that diVerence?
airports or those responsible for the running of Dr Sentance: I hope it will not make it more diYcult
airports could do, either within one country or across to get it up and running, and from an environmental
Europe that could help contribute to reducing point of view, it means we can broaden the scope. I
emissions? hope the expansion of the European Union is not an
Dr Sentance: In terms of direct impact, the main way obstacle. The countries that have come in are keen to
in which airports contribute to unnecessary move ahead with European initiatives, so I would
emissions is by lack of capacity on the ground, hope they would be supportive.
meaning the aircraft are stacking for longer in the
sky. So though it may seem paradoxical, and people

Q254 Baroness Eccles ofMoulton: So you see it as anwill baulk at the suggestion, further expansion, say,
advantage rather than a disadvantage?of the infrastructure at busy airports like Heathrow
Dr Sentance: I hope so, yes. I think you could see itthrough mixed mode operations on a third runway at

Heathrow. If that can be used to reduce some of the that way, yes.
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Dr Sentance: Yes, but we have also at the same timeQ255 Baroness Eccles of Moulton: If air transport
does not enter the ETS, are there any acceptable assumed a responsibility to restrain our emissions
alternatives if it is agreed that the growth in aviation that is potentially going to incur costs, costs of
emissions should be reduced in the years ahead? You investment, potential costs of buying permits. As
have already dealt with tax pretty comprehensively with a lot of things, there are swings and
but are there any other alternatives? roundabouts. I think the other point that I would
DrSentance: If we cannot achieve this within Europe, make is that you have to remember that you are
we should just redouble our eVorts to move ahead dealing in the airline industry with an industry that
more broadly internationally. I do not think going has been structurally unprofitable for a very long
down another route is going to be productive, time. To ask that industry to begin to make net
because in our view it is the wrong route; it is not the payments for these permits when other people are not
eYcient route. We have been active in trying to doing it seems to us to be unreasonable.
promote the cause of the EU emissions trading
scheme, and if the EU for some reason finds it cannot

Q258 Chairman: I would put it this way. It may bemove ahead, I think the correct response would be for
an asset, having bought it, but it is not the way youthe EU to redouble their eVorts in ICAO to push this
would have spent the money if you had been given theforward.
freedom to do so, and I assume, having acquired that
asset, it has not resulted in anything being done onQ256 Chairman: Emissions permits, if given to

airlines, on whatever basis, presumably they will have emissions. It is an interesting issue. Perhaps we might
a value equal to the market price of carbon times the exchange correspondence on that.
quota? So eVectively, they are an asset on your Dr Sentance: We can certainly give you some more
balance sheet, are they not? Why is there a problem views on that.
of whether you pay for them? If you pay for them,
they have a value. I am a little puzzled by this. If you

Q259 Chairman: Thank you very much. Thank youfollow that argument, if you pay for them, they have
for going well beyond your time. It has beenthe same value, the value you are paying.
extremely helpful of you. I did say I would give you,Dr Sentance: I do not know what the accounting
in the unlikely event we have missed anything, thetreatment would be. There is a potential value there
chance to raise a point, and so is there anything youbut there is also at the same time—I do not like the
think we have missed?word that you have used, “given”, but “allocated”
Dr Sentance: My Lord Chairman, your Committee’sthese permits.
questioning has been so thorough that I do not think
there is anything you have really missed.Q257 Chairman: That is what you want. You do
Chairman: Thank you very much. We are mostwant to be allocated them, on one basis free of

charge. grateful.

Supplementary written evidence by Dr Andrew Sentance, British Airways

Here is some supplementary information following my oral evidence to the Committee.

1. Q207. We were asked to provide an estimate of the cost to BA if we had to buy permits for all our intra-EU flights.

British Airways flights within the geographical region of Europe, including our regional subsidiary
Citiexpress, burned an estimated 3.5 million tonnes of CO2 in 2004–05. Given that our geographical region is
somewhat broader than the European Union, a reasonable estimate for intra-EU flights would be 3 million
tonnes of CO2. At present permit prices of 22 euros/tonne, this would cost ƒ66 million or around £45 million.

2. Q209. We were asked to estimate what this would add to the price of flights if that whole cost was passed on.

Within our Europe geographical region, 23.5 million passengers were carried in 2004–05, equivalent to 12.75
million return journeys. For each return journey, therefore, a passenger generates 0.275 tonnes of CO2. If BA
had to pay the whole cost of this at existing permit prices (22 euros/tonne) this would cost ƒ6.05 or £4.10 per
return journey.
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3. Q247. We were asked to provide a copy of the letter we had sent to the Times on BA’s carbon offset initiative.

This is attached (Not printed). Disappointingly, the Times chose not to publish it.

4. Q251. We were asked to provide an estimate of emissions generated by aircraft holding at Heathrow, waiting to
take off and land.

Our current estimate for British Airways’ Heathrow operations is:

35,500 tonnes fuel

110,000 tonnes CO2

Current kerosene price: USD 645 per tonne

Fuel cost: £12.9 million

8 November 2005
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Present Eccles of Moulton, B Swinfen, L
Fearn, L Walpole, L
Fyfe of Fairfield, L Woolmer of Leeds, L
Haskel, L (Chairman)

Memorandum by Department for Environment Food and Rural Affairs (Defra)

Has the emissions trading scheme worked well so far, and does the current system provide a solid foundation for expansion
to include other sectors of industry?

1. The EU Emissions Trading Scheme (EU ETS) is a cost-eVective and eYcient way of reducing carbon
dioxide emissions.

2. It commenced operation on 1 January 2005 and participants covered by the Scheme have been obliged to
fulfil their monitoring and reporting obligations since this time. Operators carrying out activities covered by
the EU ETS were required to obtain greenhouse gas emission permits, prepare monitoring and reporting
plans, and provide verified historic emissions data, in order for them to be included in the UK’s National
Allocation Plan (NAP) for Phase I (2005–07) of the EU ETS.

3. The 1,062 installations covered by the Scheme were responsible for around 46 per cent of UK carbon
dioxide (CO2) emissions in 2002. Over the next three years, the UK NAP requires these installations to help
reduce carbon dioxide emissions by around 65 million tonnes carbon dioxide (around 8 per cent) below
projected emissions. This will help the UK deliver its national goal of a 20 per cent reduction in CO2 emissions
on 1990 levels by 2010—thus exceeding its Kyoto Protocol target.

4. The approved NAP was published in May 2005, and the UK Registry went live on the same day. Therefore,
UK operators have been involved in the carbon market for several months. The EU ETS market is still young,
but it is developing rapidly. In the first half of this year over 75 million tonnes of carbon were traded,
representing over ƒ1.3 billion of trade.1 It has been estimated that the global carbon market could be worth
some ƒ5 billion in 2005, with the EU ETS accounting for 88 per cent of this figure.2

5. Approximately 12,000 installations across the 25 Member States of the European Union are required to
surrender allowances equal to their annual emissions. This covers 6,572.4 MtCO2 in Phase I (2005–08), which
is approximately 46 per cent of the EU’s total carbon emissions.3

6. The EU ETS is designed to achieve emission reductions in a cost-eVective manner, by providing operators
with the flexibility to choose whether to make emissions reductions themselves or to buy surplus allowances
from other operators. A higher price of carbon would therefore incentivise industry to make additional
reductions in emissions, as this becomes more cost-eVective than emitting at a higher level and purchasing
allowances.

7. A number of inconsistencies in implementation across Member States have been identified and the UK is
working with the Commission and other Member States to increase harmonisation of implementation across
the EU. The UK is considering expansion of the scheme for Phase II to bridge the gaps and remove competitive
distortions currently existing between some sectors. Streamlining the Scheme and working towards greater
harmonisation of scope will create a more eVective scheme.

8. The European Commission have commissioned McKinsey & Company and Ecofys to monitor and review
the EU emissions trading scheme (EU ETS) during 2005 and 2006. The purpose of the review is to provide a
fact base in order to analyse the functioning and design of the system, to evaluate the impact of expanding the
EU ETS to other sectors and gases, and to understand the actual impact of the EU ETS on competitiveness.

9. Whilst the Scheme is still developing, overall it provides a solid foundation from which to explore the
inclusion of other sectors where appropriate.

1 Source: Carbon Market Report dated 19 August 2005, available from: www.pointcarbon.com
2 Source: Carbon Market Report dated 19 August 2005, available from: www.pointcarbon.com
3 Source: Analysis of the NAPs for the EU Emissions Trading Scheme, ECOFYS, 2004.



64 including the aviation sector in the european union emissions trading scheme: evidence

31 October 2005

Why include the aviation sector, and what are the possible costs and benefits to the industry of joining the ETS?

10. UK forecasts suggest that the UK’s combined domestic and international aviation emissions could
account for up to a quarter of our total contribution to global warming by 2030. In the EU carbon dioxide
emissions from aviation were 3 per cent of total emissions in 2001, an increase of 68 per cent from 1990 levels.4

11. The EU’s 6th Environment Action Programme states that “Identifying and undertaking specific action to
reduce greenhouse gas emissions from aviation if no such action is agreed within the International Civil
Aviation Organisation by 2002” is a priority. The 2003 Air Transport White Paper restated the principle that
the aviation industry should pay for its environmental costs and that it has to take its share of responsibility
for tackling the impact of air transport on climate change.

12. The advantage of emissions trading is that it guarantees the desired environmental outcome in a way that
other instruments, such as charges, do not. And it ensures that the emissions reductions required to achieve
this environmental outcome take place in as cost-eVective a manner as possible. This is because the abatement
happens at the organisations who face the lowest abatement costs. However, we also recognise that trading
may not provide a total solution and continue to explore and discuss options for the use of other economic
instruments for tackling aviation’s climate change impact.

13. At present, there is evidence of market failure because the full environmental costs are not currently
factored into the prices paid by those who benefit from aviation. When compared to other options (such as
emissions charges), including aviation into the existing EU ETS means that it is cheaper for the EU as a whole
to achieve the environmental goal. Emissions trading is the most economically eYcient instrument for
achieving a specific goal.

14. The exact cost impact of correcting this market failure will depend upon the details of any trading regime,
which will be subject to negotiations with other EU Member States. However, the feasibility study recently
published by the Commission (GivingWings to Emissions Trading) looked at several possibilities and assumed
that, due to the industry’s low profit margins, costs will be passed on to the consumer (see below).

15. EU industry accepts the need to internalise externalities, and broadly agrees that emissions trading is the
most cost-eVective option for tackling the impact aviation makes on climate change.

16. The inclusion of aviation has the potential to impact on the EU Allowance price, which will have a
subsequent cost to existing (non-aviation) EU ETS sectors. However, the magnitude and nature of this impact
will depend on a wide range of design factors. We have commissioned a study to provide an assessment of this.

17. The methodology for allocating emissions has yet to be decided, but must provide the correct incentives
to reduce emissions without distorting competition within the industry.

What are the possible impacts of the inclusion on the international competitiveness of the EU aviation industry (and
its competitive position in relation to other transport modes)?

18. The impacts of the inclusion of aviation depend on the design of the scheme, which will be subject to
negotiations with other Member States. However, the Commission’s recently published feasibility study
contained an assessment of competitive impacts and concluded that none of the policy options considered will
significantly damage the competitive position of EU airlines relative to non-EU airlines.

19. This conclusion was based on the following:

— None of the front-runner options diVerentiate with respect to nationality of aircraft operators or
type of operation;

— The impact of the estimated price increases on the size of the home market is too small to have
substantial eVects on the operating eYciency of EU carriers; and

— Non-EU carriers may be able to cross-subsidise or shift their cleaner fleets to routes falling under the
scheme, but in practice other constraints and commercial considerations may limit this.

20. Although aviation is an international industry, it is less vulnerable to economic distortions than other
sectors of the EU economy. This is because the scope of acceptable substitutes for the industry’s “product”
(ie travel between two points) is more limited than for other products and because the market is highly
regulated by bilateral air service agreements that limit competition from non-EU airlines.

4 as reported under the EU greenhouse gas monitoring mechanism.
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21. There are few alternatives to the convenience and speed of air travel. It must also be considered that some
other transport modes, such as rail, are indirectly covered through existing EU ETS sectors (in the case of rail,
the Electricity Supply Industry).

What are the costs and benefits to consumers and the environment of including aviation in the ETS?

22. The impact of emissions trading on ticket prices is relatively small, with costs spread over all tickets falling
under the scheme. The Commission’s feasibility study projects a ticket price increase range of between ƒ0.20
and ƒ9 for a round trip. However this falls to ƒ0.2 to ƒ2.9 if allowances are allocated for free.

23. The study also indicates that the inclusion of aviation will result in a total reduction of 20–26 MtCO2 of
which 0.3–5.6 MtCO2 would come from the aviation sector and the remainder purchased from other sectors.
The inclusion of international aviation into the EU ETS will therefore provide a further economic driver to
aid the UK to deliver its national goal of a 20 per cent reduction in CO2 emissions on 1990 levels by 2010—
thus exceeding its Kyoto Protocol target (note: international aviation is not included in either the national goal
or the Kyoto target).

At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

24. It would be feasible to incorporate the aviation sector from the start of Phase II. The Commission have
said that an amendment to the EU ETS Directive in time to include new sectors in the Phase II National
Allocation Plans is unlikely. However, this does not rule out the inclusion of aviation as it is not likely to form
part of the Phase II NAPs.

25. Provided that we can give suYcient notice to industry about the number of allowances and how they will
be distributed, an amendment bringing in other sectors could be prepared and introduced in or after 2008.

26. We will continue to press for its inclusion from 2008 or as soon as possible thereafter. The inclusion of
aviation into the EU ETS is our priority, however, we reserve the right to act alone or bilaterally with like-
minded partners if progress towards agreements at an international level proves too slow.

What other economic or regulatory mechanisms exist to encourage reductions in CO2 emissions from the aviation sector,
and how effective might they be compared to emissions trading?

27. Other instruments to encourage reductions in emissions from the aviation sector include taxes, charge,
voluntary agreements and regulation. The UK has long recognised that a global exemption of aviation
kerosene from fuel tax is anomalous but, given ICAO’s policy that fuel used for international aviation should
not be subject to tax, we believe that a unilateral approach to aviation fuel tax would not be eVective. Without
international agreement on the issue, market distortions and environmental disbenefits could result, such as
the carrying of extra fuel to avoid tax, which leads to increased emissions.

28. The UK Government is keen to remove some of the international and EU legislative constraints on action
and we see a strong case for EU and international action on market based approaches for tackling the
environmental impacts of aviation. At the same time it is important that any new taxes or charges take account
of countries’ sovereignty and the UK’s approach to this, such as any EU tax legislation, needing to be agreed
under unanimity.

29. Any taxes or charges will need to be well designed, lawful and deliver eVective and eYcient environmental
outcomes taking account of economic and social objectives, including the impact on passengers, the
competitiveness of airlines and EU countries, and social exclusion.

30. The UK’s commercial aviation industry has already undertaken voluntary commitments in its recent
“Sustainable Aviation” strategy. The Government is pleased that the industry has recognised its
environmental responsibility and is responding proactively and we look to them to take their strategy forward
energetically so that aviation contributes to a sustainable society.

31. The advantage of emissions trading is that it guarantees a specific environmental outcome in a way that
other instruments do not. It also ensures that the emissions reductions required to achieve this outcome take
place in as cost-eVective a manner as possible.

32. Emissions trading is therefore our priority, however, we recognise that it may not provide a total solution
and we continue to explore and discuss options for the use of other economic instruments for tackling
aviation’s greenhouse gas emissions.

14 September 2005
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Witnesses: Mr Elliot Morley, a Member of the House of Commons, Minister of State for Climate Change
and Environment, and Mr Daniel Yeo, National Climate Change Policy Division, Department for

Environment, Food and Rural Affairs (Defra), examined.

Q260 Chairman:Good afternoon, Mr Morley. First Aviation Organisation)1 does support the concept of
voluntary carbon trading. Of course, this will not beof all, a very warm welcome to you again, in front of

Sub-Committee B. One of our Members, whom I do voluntary, it will be for the whole of the European
Union. It would be nice to see it go global in duenot think was here on a previous occasion, asked if

you had been before the Committee. I suspect you course, and I believe the European Emissions
Trading Scheme itself will go global in due course.have been before very many committees.

Mr Morley: I have, my Lord Chairman. That is certainly our objective and it is what we want
to see, but I think this is a welcome step forward.
There is a range of options that you can apply to theQ261 Chairman: You are probably the longest-
aviation sector in relation to dealing with emissionsserving Minister in a single department?
and carbon. However, I think that the carbon tradingMr Morley: Quite possibly. That is always tempting
approach is one of the most eVective, because youfate really to say those kinds of things.
have an emissions cap on the sector, you are not
stifling growth within the sector but the growth has toQ262 Chairman: Your reputation goes before you.
take place within that emissions cap. Therefore, ifThank you very much for your paper and for coming
one particular company wants to expand or havebefore us today. We are most grateful. We have got
more routes then it has to do that either by findingmany questions to ask you. I wonder if you would
fuel eYciencies and emissions eYciencies fromlike to make any introductory remarks and then we
technology in its aircraft or from buying inwill go straight into the questions?
allowances from other sectors which have foundMr Morley: If I may, just very briefly. I am
those eYciencies. I think it is a very, very eVectiveaccompanied by one of our oYcials. I wonder if you
scheme and it is something we want to take forwardwould like to introduce yourself?
and put into place as soon as possible.MrYeo: My name is Daniel Yeo. I work for Defra in
Chairman: Thank you very much. We will go straightthe National Climate Change Policy Division.
into a question from Lord Haskel.Mr Morley: Thank you very much. Just very briefly,

the whole issue of including aviation within the
European Emissions Trading Scheme is one which Q263 Lord Haskel: I wonder if you could start by
has been a very high priority for the UK Presidency. discussing how we are going to allocate the scheme.
I can honestly say, my Lord Chairman, it is the UK In paragraph 17 of your evidence you note that the
that has been the driving force behind moving this methodology for allocating emissions has yet to be
forward. We asked the Commission to bring forward decided, and you go on to say that it must provide the
the proposals for including aviation within the EU correct incentives to reduce emissions without
ETS and we were very pleased to see that recently the distorting competition. Could you say something
Commission did this and we had a very brief about what the alternative allocation methods are
opportunity to respond to it in the October and how they diVer in their impact to reduce
Environment Council. It will be on the agenda for the emissions and upon distorting the industry?
December Environment Council when there will be MrMorley:There are four basic options, I think, that
an opportunity for discussion on it to gauge opinion the Commission and the EU can consider, as to how
from other Member States. My own feeling is that the allowances are allocated. One is that you simply
idea of including aviation within the scheme enjoys allow people to buy them. It is as simple as that, the
considerable support and there have been some very sector has to purchase the allocations from the
positive responses from the aviation sector itself. existing pool and apply it to themselves. The second
Aviation is expanding, its contribution to greenhouse way of doing it is by auctioning, which has an element
gases is increasing and it is a sector that we cannot of fairness, because there is concern that whatever
ignore. Currently it is completely outside the Kyoto system you have, you should not disadvantage the
Framework because it is included within the more eYcient airlines which have put money and
wonderfully named Bunker Fuel discussions, along investment into more modern fleets. You would not
with maritime fuel, which I associate more with want to have a system where it was based simply on
bunker fuels, but apparently aviation is in that as the track record or the grandfathering, which is the
well. Of course, there has been discussion within the third option, and you simply take the record of
international committees on aviation but really no

1 ICAO have endorsed the development of an open emissionsconsensus on the way forward, apart from the fact trading scheme and are producing guidance on both voluntary
schemes and the inclusion of aviation into mandatory schemes.that the international committee (International Civil
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set the overall level of allocations slightly below theindividual companies and you give them an
allocation on the basis of that record. I do not existing demand because that drives eYciency and

drives that down. There will have to be somesupport that myself. Another way of doing it, the
fourth way, is benchmarking, which again has certain calculations done on that and I think there is some

work being done, am I right, by our consultancy?advantages of fairness in that you will do a
calculation on what would be the average emissions Mr Yeo: No, not on the total level of allowances.
of a modern aircraft on a particular route. Therefore,
the allocation would be based on not necessarily the Q268 Lord Fyfe of Fairfield: How would the
historical track record, but on what would be allocation be made to individual airlines, for
regarded as a reasonable level of emissions for a example?
modern aircraft. Again, that will not disadvantage Mr Morley: It depends on which of those four
those companies which have invested in modern and options you go for.
less polluting aircraft compared with those which
have not. Those are the four particular options. I Q269 Lord Fyfe of Fairfield: Taking your favoured
think it is fair to say that, although there is a cost to option, how would you operate that?
it, really auctioning has the most attractions. Mr Morley: That is entirely up to the airline. If you

went down the route of auctioning, the airline would
do a calculation of how many tonnes of carbon itQ264 Lord Haskel: You said just buying them and
would need to cover its operations and then it wouldthat was your first option. Would you mean buying
bid for that required amount from the auction. Itthem from the existing pool?
would be entirely up to individual companies toMr Morley: You could do it that way, although I
decide how much carbon they wanted under thethink really you would have to have an allocation to
auction scheme. It is one of the advantages that it has.cover the aircraft sector, but theoretically you could.

If you wanted to make sure that the price was higher
in relation to the actual carbon allocations then of Q270 Baroness Eccles of Moulton: Minister, as I
course if you put a new buyer—a whole new sector— understand it, there is already a pilot scheme running,
within the scheme it would be likely you would since the beginning of the year, where the allocations,
impact on prices. Given the size of the aviation the allowances, are distributed across the industries
sector, I do not think that is likely. which are in the pilot. How would it work if the

aviation sector was then going to operate under a
diVerent system, like a straightforward purchase orQ265 Lord Swinfen: You could start, if you are
auction, because at the minute I believe they arecoming in late, with an allocation.
grandfathered, are they not?Mr Morley: To the pool, do you mean?
MrMorley: They are. I think you are referring to the
UK scheme, is that right?Q266 Lord Swinfen: Yes; give a free allocation to

them as new entrants to the scheme.
Q271 Baroness Eccles of Moulton: Yes.Mr Morley: That is how the scheme is set up at the
Mr Yeo: There are two schemes. You have got themoment in that there is a reserve, and we have a
UK scheme at the moment, which is a voluntarynational reserve in the UK, so that if you have a new
scheme, and there is the EU ETS, which is not a trial,company coming in then there is a free allocation for
it is a whole, stand-alone scheme in itself, whichnew investment. You could have that, although if
started operating on 1 January this year2.you had auctioning across the board then you would
Baroness Eccles ofMoulton: It is still running as a pilot?not be disadvantaging a new company. If every

company had to get their allowances by auction then
Q272 Chairman: It is Phase I?no-one would be disadvantaged by that.
Mr Yeo: Yes. Under that, there is a provision for up
to 5 per cent of allowances being auctioned and it isQ267 Lord Fyfe of Fairfield: I may be repeating some
up to Member States to choose how much auctioningof this, but what would be the basis for calculating
they wish to use, and that rises to 10 per cent inthe level of CO2 arising from aviation operations
Phase II.within the EU?

Mr Morley: The four options have implications in
Q273 Baroness Eccles of Moulton: Is aviation goingrelation to how you would apply them, particularly if
to be included in the EU ETS from 2008? If it is, theyou were doing benchmarking or grandfathering
whole allocation system might change I suppose?because you would have to have some form of track

record in relation to the company for both of those. 2 There is no pilot scheme. The UK ETS is a voluntary scheme that
has been operating since March 2002 and is separate from theFor auctioning you would have to have a calculation
EU ETS. Phase I of the EU ETS started on 1 January 2005, andof the overall need for the sector. Again, if you continues until 2007. Phase II runs from 2008–12, in line with the
first commitment period under the Kyoto Protocol.wanted to reduce emissions, theoretically you could
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auctioning, any problems, from the point of view ofMr Morley: That is right. Ideally, we would like this
scheme to start in 2008, although, realistically, my the industry?

Mr Morley: The main argument I would see againstLord Chairman, we recognise that it would have to
go through the legislative process with the EU. A auctioning is the competitive eVect it would have on

the EU aviation sector compared with globaldecision would have to be taken by co-decision with
the European Parliament; that can be quite a lengthy competitors, although if you made the scheme

applicable to every take-oV in the EU, which I believeprocess, and then when it is agreed it has to be
translated into EU law. It is a bit touch and go you could do, then of course you are dealing with the

competitive point. Why I think there is a strongwhether they can make 2008 but that is our
preference. argument for it is, if I can go back to the argument

that you may have two companies, one of which has
invested in a modern fleet with few eYcient enginesQ274 Chairman: I have two supplementaries on the
and one which has not, the one which has the modernquestion of auctioning. Have any other industries
fleet clearly will have to bid for fewer carbon creditsbeen asked to pay for their initial allocations by
than the one which has not, so there is an element ofauctioning?
equity within the scheme. Also, as I was saying toMrMorley: So far, no. There is within the scheme, as
Lord Fyfe, in terms of the calculation, it is theyou just said, the option of auctioning a certain
companies themselves which do the calculation, andpercentage of the allowances. Even within our own
of course that reduces the bureaucracy of the scheme,scheme, if the national reserve, that we were talking
because the companies would want to buy only theabout within our own UK allocation under the EU
allocations to cover their operations and they wouldscheme, is not fully taken up then there is provision
do that assessment themselves. It has a range ofwithin Phase I of the National Allocation Plan to
advantages, in terms of administration, in terms ofauction those oV if we so choose. A decision has not
equity and in terms of making sure that the scheme isbeen taken on that.
eVective as well.

Q275 Chairman:Why is it that, given the allocations
Q277 Chairman: How much would that add to theto other industries so far, you have not gone down the
costs of the European aviation industry if they had toauction route and why is it now that you think this is
buy the existing carbon emissions at the current pricepotentially a good idea for aviation?
of carbon?Mr Morley: I will give you my personal opinion on
Mr Morley: It is not a calculation you can do on theauctioning, more than the Government position. Of
current price of carbon. It is a bit diYcult to give youcourse, we will have to discuss collectively with the
an absolute answer because it depends on the price ofEU what would be supported of the four main
carbon at the time. It depends on the way that theoptions in relation to allocation. I am giving you the
calculations will be done overall in relation to theview that I think there is a very strong argument for
sector. I think it is a bit diYcult at the moment to giveauctioning. I think the view, both our own and that
you a precise answer on that. I do not know whetherof the Department of Trade and Industry, is that
we have any figures in the assessment that thewithin our own scheme, ultimately auctioning would
Commission did?be desirable. It is a place we would like to get to, but
Mr Yeo: I believe there are some figures, yes.you have to get the scheme started, you have to get it

established. I think it is no mean achievement to get
the EU ETS oV the ground with 25 countries. It has Q278 Chairman:We would be perfectly happy if you

could send us a note afterwards.not been without its problems, and I would not
pretend otherwise, but I think we can deal with some Mr Morley: Yes. I think there are figures in the

Impact Assessment so we can let you have those.of these in the second phase, and of course it is a
learning experience. I think the EU scheme is very Chairman: Thank you very much.
important in terms of having a real eVect on
combating climate change and, as I have said, I do see Q279 Lord Fearn: In paragraph 24 of your written
it as being the nucleus of a global scheme in due evidence you say that aviation is not likely to form
course. part of the Phase II National Allocation Plans if it is

included within the ETS. Would you explain the
significance of that, please?Q276 Chairman: Our main remit is the impact of

these things on industry. I am still interested in why it Mr Morley: It goes back to what I was saying earlier
on, that we would like to see it included in Phase IIis auctioning that you have in mind—auctioning the

initial allocation means installations pay for but, because of the time-scale of the Phase II
National Allocation Plans, it has to be with theemissions they are making already as opposed to

doing something about changing their behaviour Commission for June of next year, clearly it is not
going to be ready for June of next year. What youover time. Do you see any arguments against
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Change. There is not currently a way of allocatingcould do, theoretically, is that if you had legislation
done by 2008 for the beginning of the second phase in international aviation emissions to the UK, for

example.2008 then theoretically it is possible to include it, but
it is not going to be possible to include it in the
calculations in Phase II at the moment.

Q284 Chairman: There is a method for allocating to
each airline for all the 25 EU Member States, is there?

Q280 Lord Fearn: Should the initial allocation How would this work? Are you saying that you
allowances for aviation and between airlines be made would have to decide which airline definitely
at EU level rather than by Member States? belonged to which country’s national allocation?
Mr Morley: The calculations would have to be made How will that work, how will you calculate that? It
at EU level. seems terribly complicated, rather than having this

done just at EU level.
Q281 Lord Fearn: In paragraph 25 you say that an MrMorley: The airlines are registered in a particular
amendment could be introduced to begin ETS for company where their head oYce is, and so where
aviation in 2008, provided that you can give suYcient their head oYce is, where the company is based, they
notice to industry. What do you mean by “suYcient will come under that country’s National Allocation
notice”? Plan.
Mr Morley: The industry would have to have the
details of the allocation, all the points that we have

Q285 Baroness Eccles of Moulton: This is abeen discussing, in reasonable time in order for them
continuation of the same theme. Minister, I believeto make proper arrangements for the beginning of
you said in your introductory remarks that thethe Trading Scheme in 2008. Theoretically it is
ultimate aim would be for an emissions tradingpossible and certainly it is something that I would like
scheme to be global, but initially would it be practicalto see. The industry is well aware that this is coming.
to include extra-EU flights in the ETS or reallyIt has been under discussion for some time. The
should it be only intra-EU flights?proposals are now public and the Council of
Mr Morley: I think it would be desirable if the EUMinisters will take a decision on this in due course.
Scheme applied to all aircraft taking oV from the EU.Very clearly, it is in the public domain but, of course,
Clearly it will apply to all intra-EU flights, of whichthe aviation industry will need the details of the
there are many, of course, but I think if we want thisallocation, which method is being chosen and how it
Scheme to be really eVective and also an issue ofis going to work. That is perfectly reasonable and
competitiveness and equity then it should apply to allthat has to be done in a reasonable time.
’planes taking oV from EU destinations, whatever
their country of origin.Q282 Lord Fearn: Two years?

MrMorley: Two years is not an unreasonable figure,
I think. Q286 Baroness Eccles of Moulton:Would you think

that there was a willingness internationally, globally,
Q283 Chairman: Do I understand that you said the to seek a wider solution to aviation emissions in due
setting of the allowances and the allocation to course? If so, within what forum would that take
aviation and allocation between airlines would have place and within what time-scale, or is that too much
to remain at EU level? In other words, they would not crystal ball gazing?
come within National Allocation Plans? MrMorley: I think there is a lot of crystal ball gazing
Mr Morley: I think it would be within National there. I think it is fair to say that there are mixed
Allocation Plans but they are approved by the EU. views, shall we say, internationally on the benefits of
Do you want to clarify that, Daniel? carbon trading. I come back to the point that I was
Mr Yeo: In the current scheme Member States draw quite pleased to see that the International Civil
up their own National Allocation Plans according to Aviation Organisation are in favour of voluntary
the contribution they expect their trading sectors to schemes and that is a step in the right direction. I have
deliver and the Commission assesses those just to been very pleased and encouraged by the response of
make sure that there is no over-allocation3. At the our own aviation sector here in the UK which has
moment there is not a methodology for assigning been pretty supportive. I know there are other airline
international aviation emissions to Member States; companies in other European countries which also
that is something which currently is under discussion support this approach. There is a lot of support for
in the UN Framework Convention on Climate the concept of carbon trading within the aviation

sector. I would not be surprised if there were to be3 This is a description of the current allocation system. The
specifics of it and how this applies to aviation have yet to be some complaints and possibly legal challenges if the
decided and will be subject to negotiation with EU partners. The EU went ahead and applied it to all take-oVs from theCommission’s Aviation Working Group will consider this in
more depth. This is just one possibility. EU, but nevertheless my advice is that it is legal to do
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which will have a subsequent cost to existing non-so and on that basis certainly we shall explore that as
a very real option. aviation sectors. You say that the magnitude and

nature of this initial impact will depend upon a wide
range of design factors. To start with, what are thoseQ287 Chairman: I think you said that the advice you
design factors?have is that it would be legal to do so?
Mr Morley: This is the structure of the scheme, doMr Morley: Yes.
you mean?

Q288 Chairman: What would be the basis of that
action? Q295 Lord Swinfen: Yes. You talk about design

factors in your written evidence. What are thoseMr Morley: Basically that if you are applying a
scheme within the EU and you are applying it in a design factors?

Mr Morley: Daniel, do you want to mention whatnon-discriminatory way, because that would have to
be part of the approach, then it would not be against they are?

Mr Yeo: I think one of the key drivers surroundingcurrent international agreements to apply it to all
carriers departing from the EU. the impacts on allowance price is to do with the

overall level of allocation across the entire scheme, so
not just for the aviation sector but for the rest of theQ289 Chairman: Would that be based upon the air
non-aviation parts of the scheme as well. It will alsomileage of extra-EU take-oVs throughout the whole
depend on a wide variety of other factors, such as thejourney, or just within EU airspace?
amount of project credits, or credits coming fromMrMorley: The logic, my Lord Chairman, would be
Joint Implementation and the Clean Developmentfor the whole journey.
Mechanism projects, that enter the market and it is a
very complex area. There is a wide range of factorsQ290 Chairman: An American airline could legally
that must be considered and I think it is very diYcultbe charged for the whole of a London to New York
to consider the impact of just the aviation sector onflight?
the broader scheme.Mr Morley: That is my understanding, as indeed an

EU carrier would as well.
Q296 Lord Swinfen:My Lord Chairman, I think this
is important. I wonder if we could have a note onQ291 Lord Swinfen: Mr Morley, bearing in mind
those design factors. I think it is a very short time tothat French overseas possessions are considered to be
produce what is really a very complicated answer andpart of metropolitan France and therefore within the
I wonder if the Minister would be kind enough to letEU, where are the EU boundaries? Does it mean that
us have a note.a flight taking oV from a French possession in the
Mr Morley: It is, my Lord Chairman. That is one ofCaribbean and flying to anywhere else in the world
the areas where certainly we do have consultantscomes under EU legislation?
working on it, I think it is ICF Consultantancy, andMr Morley: If these territories are acknowledged to
they are looking at the structure of these designbe part of the EU, and I think that these particular
factors. That work is under way. I do not knowFrench possessions are, then of course the EU
whether it is finalised enough actually to report to theregulations would apply in those circumstances.
Committee as yet, but certainly we can make sure
that you have a copy of that when it is done.Q292 Lord Swinfen: Does that include flying from

their possessions in the Pacific Ocean and the
Pacific Islands? Q297 Chairman: It would be rather helpful to us if

we could have the terms of reference of that for theMr Morley: If they are regarded as part of the EU.
consultants, because I suspect that would answer the
point that Lord Swinfen was asking.Q293 Lord Swinfen: I believe they are.
Mr Morley: One of the key influences on that will beMr Morley: We do have a list actually of countries
the overall size of the cap, and of course that is notthat would fall under the scope and it does include
determined yet and it is not likely to be for some time,overseas countries and territories, including some
because that is one of the issues that will have to bewhich are UK ones. We will certainly let you have
negotiated. The size of the cap will be crucial tothat list, my Lord Chairman.
influencing the shape of these designs.Chairman: That will be extremely helpful, Minister.

We are most grateful to you.
Q298 Chairman: Would it be your expectation that
the existing level of emissions for aviation would beQ294 Lord Swinfen: Minister, in paragraph 16 of

your written evidence you say that the inclusion of added to the existing cap, or that, in principle, you
would prefer to see aviation having to operate withinaviation in the Emissions Trading Scheme has the

potential to impact upon the EU allowance price, the existing or lower cap?
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the desire for this to bite and to have an impact onMr Morley: It will have to count towards the overall
cap but it is likely there will be a sectoral cap for aviation emissions?

Mr Morley: Again, from the Commission’s Impactaviation in the calculations, but then of course that
would add to the overall cap of the National Assessment, they assumed that there would be some

impact on prices, although they are comparativelyAllocation Plans.
modest. When the Commission say that they do not
see, particularly in the early stages, huge impacts onQ299 Chairman: When do you expect the
the companies or passenger numbers, probably theyconsultants to report?
are right. I think it is also likely, as I mentioned in myMr Yeo: They have produced a draft report already
opening remarks, that it would not necessarily ruleand we expect the report over the next few weeks. I
out growth in the sector, but that growth would havethink there are some concerns we have regarding
to come on the basis of cutting emissions in othertheir methodologies, which we are continuing to
areas and that is highly desirable. I think that is thediscuss with them, and, as I said, there are the
great advantage of the carbon trading system.broader complexities of the scheme which need to be

considered as well. I would be happy to provide you
with a note setting out the terms of reference and the Q302 Lord Haskel: Really we started on this
details of that. question, when we asked you to get out your crystal
Chairman: That is very helpful, Minister. Thank you ball, Minister. In the event that aviation is in the ETS,
very much. do you think that future overall emissions allocations

to aviation will be capped at the initial level that is
allocated, or be lower because of increased eYciency,Q300 Lord Walpole: If aviation enters the ETS on
or perhaps be higher because of increased growth inthe basis of free allocation of quotas based on
air travel?benchmarking, do you agree with the European
MrMorley: It is crystal ball stuV really. I would hopeCommission’s published estimates of the impact they
very much that we would see the allocation beingwould have on short-, medium- and long-haul air
based certainly on trying to bring down some of thefares within Europe, and are such fare increases likely
emissions. There are going to have to be some quiteto have any noticeable eVect on travel or emissions,
tough negotiations on this, because I think it is fair toor is that not the aim of the ETS?
say, my Lord Chairman, that the setting of the cap isMr Morley: The aim of the ETS overall is to reduce
going to be everything: it is the crucial factor. Set itemissions and that has to be its priority. I think it is
too high and you are not going to have any impact ona little bit diYcult to say at the moment, because it is
emissions and it will mean that the price of carbonvery new, exactly what the precise impact will be.
will be low if the cap is too generous. Set it too lowAgain, it comes back to the point I made earlier on,
and of course you will have an impact on fares andthat the size of the cap is going to be crucial to this
competitiveness. I think that our objective would beand you need to do the calculation. For example, if
to ensure the cap is set which does take into accountyou had a “business as usual” cap then that would
the three elements of sustainability, which are thehave much less impact on fares and allocations, and
social, the economic and the environmental, and tothe price of carbon, than if you set the cap that was
look ahead with the growth of air travel. My worry isdesigned to reduce the amount of emissions, because
that if we do not have some restraints on the aviationclearly that means the aviation sector will have to find
emissions then that growth is going to continue andemissions reductions. It is important that we have
continue, with more and more emissions. You needsome environmental objectives in this, so I would
that cap and the cap has to be set at a reasonablehope very much that the cap did present a challenge
level, recognising all the kinds of pressures there areto the industry in terms of getting those emissions
on the sector, but at a level that does drive somedown. That again is going to be one of the issues
change in emissions, and does bring about thewhich will have to be negotiated within the EU
environmental benefits. Clearly, that will be theprocess.
challenge we are going to face within the European
Union.Q301 Chairman: When we put this point to the

Commission, when they gave evidence before us, I
think it is fair to paraphrase their reply as saying that, Q303 Lord Haskel: Will the cap be set in stone?

Presumably, if we try to look a bit further, beyondyes, really the eVect would be very small, certainly in
the early years, and that in the parts of Europe which 2012, will there be arrangements whereby the cap can

be reviewed or will aviation be forced to buymight be concerned, depending on holiday travel, for
example, in Greece or beyond, people should not be allowances from other sectors of industry?

Mr Morley: We are in the second stage of reviewingtoo concerned. I just wonder how one can square
soothing words to customers of air travel that there the National Allocation Plan within the European

Union Emissions Trading Scheme, and it is likely, asare not going to be significant rises in air fares with
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calculations, aviation could already have taken up allit progresses, that there will be periodic reviews. If I
can give an opinion, I think the ideal is that when you of the EU emissions target for 2050 and, on a slightly

less demanding basis, that certainly could happen byreview your caps you do it on the basis of each
industry sector contributing to climate stabilisation. 2025 or 2030. That implies that, whatever aviation

does, air fares are going to rise very, very steeply inThat means you try to force down those emissions
and that you try to drive, through the use of the cap, the next 10 or 12 years. That appears to be the logical

conclusion from that kind of evidence to us. In othernew innovations, new technologies and new designs,
and of course the other mechanisms which can be words, there are two issues: getting aviation into the

EU trading scheme and then what the growth ofused within the carbon trading scheme, such as the
Clean Development Mechanism, for example, and aviation emissions implies for the future of air fares.

Does that seem a reasonable conclusion?Joint Implementation.
Mr Morley: Yes. I think this sounds like the Tyndall
Report which looked at aviation recently. Tyndall isQ304 Chairman: Looking to the longer term, the
a very respectable organisation which makes a veryobjective by 2050 overall is to get emissions down by
valuable contribution to discussion on these issues.60 per cent, I think, is it not?
Tyndall gives a projection on the upper end of growthMr Morley: That is right, my Lord Chairman, yes.
in aviation and I think it is very diYcult to say for
sure whether those figures are actually going toQ305 Chairman: In broad terms, is your thinking at
materialise. What we do know is that certainly therethe moment that all sectors would have their caps
is growth in this sector and that is the conclusion ofreduced, gradually, over time, to reflect that? I ask it
our own Department for Transport in relation tobecause, in the end, we tend to look at these things
their own figures and projections of demand. Also Ifrom the point of industry. Aircraft investments are
think it is likely that there will be an impact on fares.long-term investments, a bit like power stations.
How big an impact? I think there are far too manyUnless there is some confidence and certainty, or at
variables at the moment to predict that it would be anleast an idea of what the thinking is about the future,
enormous impact. I think it is premature to say that.investment decisions are very diYcult. If somebody
Certainly I could not say that there would not be anysays “We’ll tell you what’s going to happen up to
impact at all. I do not think any reasonable person2012 but we’re not sure about it afterwards,” that is
would accept that.pretty tough if you are trying to make investment

decisions.
Mr Morley: I think that is a fair point, my Lord Q307 Lord Swinfen: Mr Morley, has your
Chairman. At the moment, the way that the EU Department in fact undertaken any impact
scheme is constructed is that it takes you up to 2008 assessment on the eVect of the ETS on civil aviation?
for the second allocation. We do need to give industry Mr Morley: The calculation has been done by the
a long-term signal so that they can plan and they can Commission, by the European Union.
invest. I know, from talking to industry, that is what
they are looking for, and I have every sympathy with

Q308 Lord Swinfen: That is not your Department!that. I think that is something which can be addressed
Mr Morley: No, absolutely not. It would be verywithin the EU so that people are clear where they are
interesting if it were.going. I think it is also fair to say that the Emissions

Trading Scheme is only one approach to dealing with
climate change and the need for climate stabilisation. Q309 Lord Swinfen: It might be rather better run?
It is a very important one because you are dealing

Mr Morley: Certainly I would like to think so. Wewith some big emitters—the energy sector, the
have done some of our own initial Regulatory Impactindustry sector and aviation. Also there is the
Assessment work, and that is with the Explanatorytransport sector and the domestic sector. Of course,
Memorandum, so we have tried to give some idea ofthey all have their contributions to make, whether it
this. I think the Explanatory Memorandum has goneis through energy eYciency or other mechanisms that
to EU Committee D for consideration.can apply. If we are to stabilise emissions, then every
Chairman: My Clerk tells me that the Explanatorysector of society has a contribution to make towards
Memorandum has arrived fairly recently, so thankthis. Do not think that we think the carbon trading
you for alerting us to that, Minister.scheme is the complete answer and that just industry

alone has to carry the burden of this, because that
burden has to be shared. Q310 Lord Swinfen: Minister, does it include an

impact on private aviation? By that I do not mean
private charter aviation, I mean the ordinaryQ306 Chairman: I apologise for pushing this
individual with his own small aircraft lying around,particular issue but really it is quite important. One

witness before us has said that by 2017, on some because, in my view, that is still part of civil aviation.
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the issue of carbon trading. I am sure it is a concern toMr Morley: That is interesting.
Mr Yeo: The Commission’s proposal and the work them, but I think, frankly, some of those companies

would struggle with or without carbon trading.that the consultants C E Delft did, in their Giving
Wings to Emissions Trading, proposed a de minimis
level, so a minimum level beyond which operators Q313 Chairman: It is important that industry
would not be included within that scheme, and that competition policy is in harmony with the
de minimis level could be set just on a range of ways environment policy. It would be ironic if some
and that again is set out in the C E DelftGivingWings airlines had to pay more for emissions, made bigger
to Emissions Trading report. losses and then got state aid to help them out. That
Mr Morley: The idea is that it would not catch the would not encourage environmental sustainability?
flying club with a couple of Cessnas, I think. Mr Morley: It would not, most certainly, my Lord

Chairman, and I am pretty sure that would fall foul
Q311 Lord Swinfen: In paragraph 14 of your of state aid rules.
evidence you mention the Giving Wings to Emissions
Trading report. Are there any matters of substance Q314 Lord Walpole:Minister, in paragraphs 12 and
with which you disagreed within that report? 32 of your written evidence you say emissions trading
Mr Morley: I think there are one or two queries on may not provide a total solution to tackling
that report, are there not? aviation’s climate change impact. What do you mean
MrYeo: I think there are areas that we feel need more by this? Are you, in fact, referring to NOX and other
detailed consideration. I think you have raised some problems and would you like to tell us about that?
of them, regarding the impacts on allowance prices

Mr Morley: Yes, I am. The focus of the current EU
and the existing EU ETS and I think a further scheme is just on CO2. There will be a debate, my
examination of some of the legal issues. Overall, Lord Chairman, about even the present EU trading
CE Delft are well respected within Europe and scheme, about whether it should include other
internationally for their work and have carried out greenhouse gases, and I think that is quite right and
other work on aviation as well. proper. Within the aviation sector you have got the
Mr Morley: I think it is fair to say, my Lord NOX issue, as you say quite rightly, and should it
Chairman, it is a technical report which looks at the include NOX as a tradeable gas as well as CO2; I think
ins and outs and clearly there are going to have to be that is a perfectly reasonable consideration. There is
some political decisions made on this, particularly in also the issue of contrails which can have an eVect of
terms of the impact on non-EU countries, for increasing cloudiness. Those clouds themselves can
example. Obviously, that is going to be a have an impact in relation to climatic factors,
consideration. although doing some of the analytical work on

contrails is really quite diYcult at the moment, but it
Q312 Chairman: On that point, presumably is being looked at. Certainly, I think it is fair to say
diVerent countries have diVerent views about how the that emissions trading is only part of a package of
system might be brought in. One witness before us reducing emissions which is set out in the Air
made the point that Alitalia has rather diVerent Transport White Paper, because also there are things
problems, financially, that is, and it has probably a like operational movements, for example. I think
rather diVerent fleet profile and emissions profile. For there is a range of factors that we have to look at.
example, and I give this simply as an example, it has
created tourism and does that mean that Member

Q315 Lord Walpole: I think you have answered (b)States are likely to continue to support interests
of that question, which is the other ways you canbased on the idea of national airlines or are they
reduce emissions to your satisfaction.going to be guided principally by what is best for
Mr Morley: Air traYc control can have a big impactemissions?
on this.Mr Morley: I think that Member States themselves

are recognising increasingly that if you have a
competitive sector like aviation then it should be Q316 Lord Walpole: Can we go on to that then,

because as far as I can see, and strangely enough I dotruly competitive and it should not be propped up by
state subsidies, and indeed that is against the EU know quite a few air traYc controllers, they are

actually quite interested in this subject. We havestate aid rules. I think that all Member States
recognise that the days of propping up an heard from witnesses here about really very

significant reductions in aviation carbon emissionsuncompetitive and ineYcient sector really are over; it
is not a good use of public funds. I think, where there by air traYc control and the use of airspace in the EU

which is now military, and that sort of thing. What isare airlines which are struggling (and there are indeed
both European and world airlines which are your assessment of this and what can be done? The

other thing we have not mentioned, and I cannot findstruggling) then there are factors which go beyond
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Q318 Chairman: As Lord Fyfe said, in thoseit anywhere else, I hope that nobody else is asking it,
is what about the use of biofuels? particular paragraphs you appear to imply that you

might want to go beyond that. Would you considerMrMorley: Yes, that is interesting. On the one about
levying charges or taxes which imposed a cost onthe air traYc management control, I think the
airlines greater than the emissions costs?Intergovernmental Panel on Climate Change did a
MrMorley: If you fully internalise a cost then that isspecial report which estimated that if you had
quite significant in terms of the eVects it would haveeYcient and eVective air traYc management control
on the sector and you may not need to apply anyyou could improve overall fuel eYciency by between
additional charges on that. I think what the6 and 12 per cent. That is a quite significant amount.
paragraphs are hinting at more is that if the carbonI was quite struck, my Lord Chairman, that a lot of
trading scheme does not appear then we may have to’planes these days have these little digital maps which
look at other alternatives, basically. I think that justshow you where you are. When I was coming back to
internalising costs would be a major step forward andLondon from a meeting in Geneva the little map
it would not be our objective to put additional costsshowed the ’plane going round and round in circles
on the sector.just outside London, for quite a while as well, as a

matter of fact. I think certainly these are things which
need to be looked at. Indeed, what I find quite

Q319 Baroness Eccles ofMoulton:Mr Morley, this isinexplicable is that I have also been on ’planes which
really a continuation on the theme of solo or bilateralhave stood with the engines running for up to an hour
action by the UK. In paragraph 26 you say that wewaiting for a dock at Heathrow and other airports,
will reserve the right to act alone or bilaterally ifand surely these are issues which can be addressed.
aviation does not enter the ETS in 2008 or soonThe EU control is Eurocontrol, and I understand
thereafter and, you say, if progress towardsthat they have a 20-year plan, ATM 2000!, where
agreements at an international level proves too slow.they are looking at some of these issues and we may
Presumably, the international level will be extra-EU,see some improvements in European traYc control.
not intra-EU?Certainly I would welcome that very much. Also, I
MrMorley: It could be the EU as well, although I amhave been talking to groups like the British Airports
pretty confident that we will make some progressAuthority, who concede that there is more that can
with the EU.be done in relation to traYc management and traYc

control, and that is a very good example of how we
can get some savings in emissions in just better Q320 Baroness Eccles ofMoulton:How could this be
organisation really. On the biofuels one, I think there made to work, moving in a solo or bilateral direction?
have been some experiments on biofuels. Certainly Mr Morley: It would be diYcult, there is no doubt
there have been some experiments with hydrogen, about that, my Lord Chairman. I should make it
although of course carrying the volumes is quite a clear that it is not our preferred option. Our preferred
problem. Theoretically, of course, you can power a option is the route of carbon trading. However, if we
’plane by biofuels but you would need an awful lot of felt, for whatever reason, that was not going to
land to produce all the biofuels you would need, that materialise then we reserve the right to take measures
is part of the problem. ourselves, as a Member State, in terms of trying to

deal with the growth of aviation emissions. There is a
range of options, there is a range of fiscal measures,

Q317 Lord Fyfe of Fairfield: In paragraphs 27 to 29 but really if we were doing it as just one country it
of your written evidence you imply, Mr Morley, that would be very ineVective and we believe that the most
in addition to ensuring that aviation emissions are eVective mechanism is carbon trading, so we hope
part of a market-eYcient trading mechanism the very much it will not come to that.
Government may wish to ensure, either unilaterally
or indeed through the EU, that aviation pays the full
cost of its carbon emissions, or even that a charge Q321 Baroness Eccles of Moulton: Would you have
might be levied over and above that full cost as a way had any thoughts at all about which method might be
of further restricting such emissions. Would you like used, whether it would be auctioning or straight
to comment on that? purchasing or either of the methods that are used ?
Mr Morley: I think it does go back to the “polluter Mr Morley: We have not come to a firm conclusion
pays” principle. We believe that if you are going to in relation to allocation. I was just expanding my own
have a sustainable industry and if this applies views, which I think are shared by other Member
generally, not just to the aviation sector, it should pay States, and certainly other sections of Government,
for its external costs and those costs should be that there is a very strong argument for auctioning in
internalised. That is one of the advantages of the this approach. You do have to take into account the
Emissions Trading Scheme because it does social and economic factors as well, so that debate on

the exact allocation method I think is still open.internalise those costs.
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Mr Yeo: I think my DTI colleagues might be betterQ322 Lord Fearn: I go back to paragraph 20 of your
placed to answer that question, but it is somethingwritten evidence, where you say that the scope for
that we have looked at. We looked at the Sustainableeconomic distortions arising from placing aviation
Aviation Strategy carefully and it is intended to be anwithin the ETS is limited, partly because the market
ongoing process that is reviewed and continuedis highly regulated by bilateral air service agreements
forward.which limit competition from non-EU airlines. Will
Mr Morley: There is a European group which isthat change as open skies agreements are negotiated
talking about the car industry, my Lord Chairman.by the EU?
There is a group called CARS 21, which has been setMr Morley: I think the key issue there is
up by the European Union. It is a kind of foresight“negotiated”, that we would have to negotiate the
group. The Group is trying to look at future trendsdetails of where we would be. If we have the aviation
in the automobile industry within Europe, within thecarbon trading scheme established then the impact of
European industry, and Mrs Beckett sits on that,that would have to feature in terms of the
representing the environment side of the EU, which isnegotiations on any open skies agreement, so it will
very welcome. Part of that consideration is of futurebe taken into account.
demands on cars and energy eYciency and emissions.

Q323 Chairman: In the other transport industry Q325 Chairman: Minister, as previously before us,
which causes you problems on the environment, you have been patient and full in your replies. We are
motorcars, and so on, I gather that there is a foresight most grateful to you. Is there anything you feel we
technology group, with the support of the DTI, have missed which you might want to add?
which itself has a 20-year plan of action, as it were, Mr Morley: No. It has been a very comprehensive
among other things dealing with environmental series of questions, my Lord Chairman, if I may say
issues. Is there a similar group with airlines and so. Just to reiterate that I welcome very much the fact
aircraft manufacturers in Europe, obviously on a that this proposal is now being brought forward by
more restricted basis than the UK? In other words, the Commission and I hope we see some real progress
how are you and the DTI working with the airline on this.
industries to ensure that there is a coherent
programme of action? That seems to be what is Q326 Chairman: When do you expect to see

progress? This was a UK priority, was it not?happening in the car and vehicle industry.
Mr Morley: Yes.Mr Morley: That is right. I think there is a strategy

group who deal with this. Do you want to say
Q327 Chairman:Where do you expect to have got tosomething, Daniel?
by the end of the Presidency and when might we seeMrYeo: There is a group called “Greener by Design”
the results?who are part-funded by the Department for
Mr Morley: Clearly we will not conclude this underTransport and the Department of Trade and
the Presidency, my Lord Chairman, because this is aIndustry, and they produced something called
much longer process than the six months of theSustainable Aviation, but often it is known as the
Presidency. Our priority, under the EU Presidency,Sustainable Aviation Strategy. That is a group which
was to bring forward the proposals; that has beenbrings together industry, academics and a wide range
achieved, so the proposals are being developed andof diVerent stakeholders. Also, across Europe, to
brought forward by the Commission. We will have, Iwhich you also refer, there is ACARE, the Advisory
think on the basis of what they call an orientationCouncil on Aeronautics Research in Europe, which
debate at the December Council and that will be thewithin that Sustainable Aviation Strategy set out its
first opportunity for Member States to give a detailedgoals for 2020, which are a 50 per cent reduction in
response to the Commission’s proposals and I amCO2 emissions and an 80 per cent reduction in NOX
very hopeful that will be positive. Then the work willemissions for new aircraft entering fleets in 2020.
continue under the Austrian and the Finnish
Presidencies, with a view to including this by 2008, if

Q324 Chairman:Have you looked at how that is set that is possible.
out and the intention and ability to action that Chairman: Minister, on behalf of the Committee,
programme compared with the foresight programme thank you and your colleague, Mr Yeo. Thank you

very much.for the vehicle emissions?
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Supplementary written evidence from Elliot Morley MP, Minister of State for Climate Change and
Environment, Department for Environment Food and Rural Affairs (Defra)

Following my oral evidence session of 31 October, I attach the additional information that I promised to
provide regarding:

— The cost impact of auctioning;

— The inclusion of ultra-peripheral regions (UPR) and overseas countries and territories (OCT);

— Design factors influencing the allowance price; and

— Details of the ICF study examining the impact on allowance prices.

Auctioning

1. Whilst the Government has not reached an agreed position on allocation methodology, there has
been some external work on the cost of auctioning.

2. In “Giving Wings to Emissions Trading” (p90), CE Delft estimate that auctioning could raise ƒ600
million, based on the following assumptions:

1. An allowance price of ƒ10 per tCO2e;

2. That only the climate impact of CO2 is covered; and

3. Only intra-EU flights are covered.

3. In their 2004 report1 Trucost conducted a rough estimate of the financial burden based on the annual
CO2 emissions of three airlines in Europe in 2002.

4. They assume that the market price of European Union Allowances is the lowest marginal carbon
dioxide abatement cost which is estimated by Trucost to be ƒ13.80.

5. Using this figure and assuming that the scheme only covers CO2 emissions from intra-EU flights,
they estimate that the cost of auctioning sums to around ƒ42 million for BA, ƒ13 million for KLM
and ƒ17 million for SAS.

Inclusion of ultra-peripheral regions and overseas countries and territories

6. The extent to which Ultra-Peripheral Regions (UPR) and Overseas Countries and Territories (OCT)
would be covered by the scheme depends on the definition of the geographic scope and will be subject
to discussion with other Member States. We have yet to reach a Government position on this issue.

7. However, in “Giving Wings to Emissions Trading”, CE Delft set out the definitions for their five
geographic scenarios.

— Scenario 1, Intra-EU—Only the European part of the 25 EU MS territories. This excludes UPR
and OCT.

— Scenario 2a, Intra EU and 50 per cent of emissions to and from EU—As above, but would
include 50 per cent of emissions to and from UPR and OCT.

— Scenario 2b, All departing flights This would include 100 per cent of emissions from flights to
UPR and OCT.

— Scenario 3, EU airspace—Defined by EUROCONTROL Flight Information Regions and
includes areas of seas and oceans. This would cover the element of flights to and from UPR and
OCT that is within EU airspace.

— Scenario 4, All departing flights and remaining emissions in EU airspace—This combines
scenarios 2b and 3.

— Scenario 5, Intra EU and routes to and from third countries that have ratified the Kyoto
Protocol—This excludes UPR and OCT.

8. Annex A sets out CE Delft’s definition of these regions. You will note that in their methodology, they have
not set out how they have treated flights to and from the Falkland Islands and British Antarctic Territory. The
reason for this omission is unclear.

1 Emissions Trading and Aviation, available at http://www.trucost.com/20040323aviationreport.html
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Design factors influencing the allowance price

9. In an emissions trading scheme, a key driver for the allowance price is the level of eVort required by
participants. This comes from the overall cap within the scheme. As such, the allowance price will be
dependent on the overall cap within the EU ETS, which includes the Phase II National Allocation Plans as
well as the number of allowances that are allocated to the aviation sector. In general, if there is a generous
allocation, then prices will be lower and vice versa.

10. The forecasting of allowance prices is complex and highly uncertain, however, other key factors that
influence the price include:

— The cost of abatement;

— Availability of credits from Joint Implementation and the Clean Development Mechanism
(JI/CDM, known as project credits). This provides a further source of supply and depending on
availability could have a downward eVect on prices; and

— Oil and gas prices.

Study into the impact on allowance prices

11. Following a Request For Quotation, five proposals were received and a contract was let to ICF Consulting
on 6 September to conduct a study into the impact of the inclusion of aviation into the EU ETS. The
specification is attached at Annex B. The final report was due for 14 October, a draft has been delivered and
is currently being considered by the steering group.

12. The study was intended to be to a short time-scale, designed to give an indicative feel to inform further
work, rather than attempt to conduct a precise quantified assessment of the impact of aviation on allowance
prices, which would be challenging, particularly given the uncertainty in forecasting prices.

14 November 2005

Annex A

Overview of Countries under Scope Scenarios (from “Giving Wings to Emissions Trading”)

Ultra-Peripheral Regions

1. Azores

2. Canaries

3. French Guiana

4. Guadeloupe

5. Madeira

6. Martinique

7. Reunion

Overseas Countries and Territories

8. Anguilla

9. Aruba

10. Bermuda

11. British Indian Ocean Territory

12. Cayman Islands

13. French Polynesia

14. Greenland

15. Mayotte

16. Montserrat

17. Netherlands
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18. Antilles

19. New Caledonia

20. Saint Helena

21. Saint Pierre and Miquelon

22. Turks and Caicos Island

23. Virgin Islands, British

24. Wallis and Futuna

Annex B

Including Aviation into the EU ETS: Impact on Allowance Prices

Aim

To analyse how, and the extent to which, the inclusion of aviation emissions into the EU Emissions Trading
Scheme is likely to aVect the allowance price.

Background

The EU Emissions Trading Scheme (EU ETS) is a major new policy measure that aims to reduce emissions
of carbon dioxide at least cost to industry. Participants are allocated tradeable emissions “allowances” (similar
to quotas) that they can trade to help them in meeting their emissions reductions targets. The EU Emissions
Trading Scheme a came into force on 1 January 2005.

The European Commission is considering ways of reducing the climate change impacts of aviation, one of
which is the inclusion of aviation emissions into the EU ETS. At present Phase 1 of the scheme does not include
emissions from aviation and, in addition, international aviation emissions are not covered by the Kyoto
Protocol. The Commission has carried out a study (by CE Delft) that assesses the climate change impact from
emissions trading by aviation in the commitment period 2008–12. This has been recently published on the
Commission’s website.2

It is generally considered that the aviation sector is likely to be a net buyer of allowances because its abatement
costs are relatively high when compared to other sectors. We need to understand what the implications of this
are for the traded carbon price and therefore the impacts on other industries in the EU ETS during Phase II
(2008–12).

There are other factors that will influence the allowance price, including the number of allowances issued in
Phase II of the EU ETS and the number of project credits (JI/CDM) introduced into the market.

Objectives and requirements

In order to inform our policy development and response to any Commission proposal, it is necessary for us
to understand the impacts of including aviation in the EU ETS. The prime objective of this study is to quantify
the likely impact of the inclusion of aviation in the EU ETS on the EU allowance price.

The study should be based on three base-case scenarios (for the EU ETS without aviation) and the assessment
of increased demand for allowances that CE Delft made in their 2005 report “Giving Wings to Emission
Trading”.

Specific outputs are:

— A critical analysis of CE Delft’s assessment of likely increased demand for allowances based on their
assumed allowance prices); and

— An estimate of the allowance price in Phase II with aviation joining the EU Emissions Trading
Scheme from 2008. This should estimate the impact in relation to three base-case scenarios of the
allowance price in Phase II without aviation.

Proposers should have:

— A detailed understanding of the emerging carbon market and factors aVecting the price of EUAs;

— A detailed understanding of the EU ETS Directive;

2 http://www.europa.eu.int/comm/environment/climat/aviation–en.htm
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— A detailed understanding of the industries covered by the UK National Allocation Plan, and
contacts with EU ETS service providers based in the UK; and

— An understanding of the broader climate change, competitiveness and energy policy objectives of
the UK.

Quotation requirements

Quotations should contain:

— an explanation of the proposed approach that shows how the objectives and requirements of this
specification will be met, specifically setting out the three base case scenarios for the allowance price
in Phase II without aviation:

— a schedule of the main tasks and milestones that will be used to monitor progress, including written
progress reports and meetings as necessary;

— details of the project team, including the relevant experience of individuals involved and the days and
grade of staV allocated to specific work areas; and

— estimated cost of the work, induding rates for named individuals (should be a fixed cost tender on
basis of specification as above).

Quotations will be evaluated on overall value for money. This will be based on cost; the extent to which
quotations clearly address the study objectives and present a sound approach; specify outputs that are in line
with requirements; proposed team composition and expertise; and eVective management.

Steering Group

The Steering Group for this study will involve oYcials from Defra and DfT.

Time-scale

The Departments expect the duration of the study to be of the order of one month but proposers are free to
submit their own estimate of the study’s timetable. The final report is required by Friday 14 October 2005.

Please send an electronic copy of your quotation to Daniel Yeo (daniel.yeowdefra.gsi.gov.uk) by 12:00,
2 September 2005. Appointment of the contractor will be made by 6 September, with an inception meeting
envisaged for 7 September.

Contractors will be expected to work under the standard terms and conditions of Defra service contracts, as
attached to the Request for Quotation.

Written memorandum by Dr Paul Upham

Evidence submitted by Dr Paul Upham, Research Fellow, Tyndall Centre for Climate Change, the Manchester
University Business School.

This is an individual submission, drawing on and making inferences from work undertaken with colleagues.
The Tyndall Centre does not adopt corporate policy positions and the submission is the responsibility of the
author only.

Expansion of EU ETS

1. Providing double-counting of emissions is avoided, there appears to be no reason why the EU ETS should
not be expanded to encompass other commercial and public sector activity, including transport, though some
minimum emission threshold would presumably be desirable from an administrative perspective, given the
need for verification. The fuel-poor will need to be protected from energy price rises through measures such
as subsidised insulation of houses.

1.1 Private (domestic) fuel-related emissions could be better dealt with via an allied but at least initially
separate scheme. This domestic tradable quotas option, under study at the Tyndall Centre, envisages an
electronic, automated debit of an individual’s carbon allowance account upon payment for direct purchases
of fossil fuel and electricity for private transport, heating, light etc. Excess allowances would be sold as under
EU ETS. The political plausibility of this scheme would likely increase as the adverse consequences of climate
change become more apparent.
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1.2 The EU ETS and DTQs systems could, with some revision, run in tandem, with the sum of their permitted
emissions contracting to meet long-term climate change targets. A DTQs scheme could, if so designed, capture
the emissions of small (sub-threshold) enterprises.

Including Aviation: Rationale and Costs/Benefits to the Industry and Consumers

2. The climate-warming eVects of aviation need to be controlled because at present rates of growth they
threaten the ability of the EU to meet its long-term climate target of limiting average global warming to !2)C
(please see below). This conclusion assumes that half of the emissions of international flights to and from the
EU are the responsibility of EU nations, and assumes that total EU carbon emissions will need to contract by
at least 80 per cent between now and 2050. This contraction is further assumed necessary to meet the dual
conditions of international per capita equity in carbon emissions by 2050 and an atmospheric carbon dioxide
concentration of 450ppmv, a level more likely to be necessary to meet the !2)C threshold.1 While the
1958–2004 average annual increase in carbon dioxide concentration is 1.4ppmv, 1997–98 saw a 2.87ppmv
increase.2 The level of 450ppmv could be reached well before 2050 and may also be too high to limit warming
to !2)C.

2.1 Aircraft carbon emissions are projected by detailed AERO2K modelling3 to grow globally at about
3.3 per cent per annum for the period 2002–25. Tyndall’s passenger-based calculations4 suggest that if
European passenger growth trends continue as they have done over the last decade, EU25 aircraft carbon
emissions will grow at an annual average of about 4.8 per cent pa over the 2002–25 period, despite an assumed
increase in annualised average fuel eYciency of 1.2 per cent pa.

2.2 Aviation industry representatives and the UK Government believe that inclusion within EU ETS will
allow aviation to oVset its emissions growth through the purchase of emissions allowances surrendered by
firms in other sectors, and that this will be an economically optimal solution.

2.3 However, if we make the assumptions listed in point (2) above, some of which reflect the contraction and
convergence climate policy regime implicit in the UK Government’s 60 per cent CO2 reduction target for 2050,
we find that the consequences of aviation growth for other sectors would be severe. If EU aircraft emissions
are uplifted by IPCC’s average of 2.75 to reflect their additional warming eVect relative to surface emissions
(uplift is highly problematic scientifically, but is still instructive if its limitations are understood), we estimate
that by the year 2017, uplifted EU aircraft emissions would exceed the EU’s 2050 carbon emissions target.
From 2017 therefore, if aviation emissions were to continue to grow, no growth in carbon emissions by other
sectors would be possible. Growth in aviation emissions would only be possible at a rate equal to the rate of
emissions contraction by other sectors.

2.3.1 In practice, if international aircraft emissions were included in EU ETS and the EU applied annual caps
commensurate with 450ppmv by 2050, the rise in the price of carbon would likely prevent the projected 2017
level of aviation activity and emissions, assuming that consumers consider aviation less essential than other
goods and services. An equal, annual distribution of the required 80 per cent reduction in EU emissions over
the period 2010–50 is 2 per cent pa (ie a reduction from 1,100 million tonnes of carbon [MtC] to 217MtC, or
just over 22MtC pa). This is equivalent to a compound annual reduction of about 4 per cent pa. If we assume
that the EU cannot purchase substantial quantities of emissions allowances from outside of the EU ETS (see
below), and that the EU commits to an annual reduction in carbon emissions over 2010–50, then from 2017
aviation carbon emissions could grow only in so far as other sectors of the economy reduced their emissions
in excess of 22 MtC pa, and in so far as the excess allowances involved were not purchased by firms in other
sectors. This is despite anticipated annual fuel eYciencies for the EU fleet of 1–2 per cent (maximum) up to
2050, which we have already accounted for.

1 DEFRA (2004) Scientific and technical aspects of climate change, including impacts and adaptation and associated costs, Department for
Food and Rural AVairs, London, www.defra.gov.uk/environment/climatechange/pdf/cc-science-0904.pdf

2 Keeling, CD and TP Whorf (2005) “Atmospheric CO2 records from sites in the SIO air sampling network”. In Trends: A Compendium
of Data on Global Change. Carbon Dioxide Information Analysis Center, Oak Ridge National Laboratory, US Department of Energy,
Oak Ridge, Tenn, USA.

3 Eyers, CJ et al (2004) AERO2K Global Aviation Emissions Inventories for 2002 and 2025, QinetiQ Ltd, Farnborough, England. See
http://www.cate.mmu.ac.uk/aero2k.asp

4 Bows, A, Upham, P and Anderson, K (2005) Growth Scenarios for EU and UK Aviation: contradictions with climate policy, Tyndall
Centre for Climate Change Research report for Friends of the Earth Trust Ltd, The University of Manchester, Manchester. Available
via www.foe.co.uk

5 IPCC (1999) Aviation and the Global Atmosphere. Summary for Policymakers. A Special Report of IPCC Working Groups I and
III in collaboration with the Scientific Assessment panel to the Montreal Protocol on Substances that Deplete the Ozone Layer, Penner,
JE, Lister, DH, Griggs, DJ, Dokken, DJ and McFarland, M (eds). Intergovernmental Panel on Climate Change, Geneva,
www.grida.no/climate/ipcc/aviation/index.htm
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2.3.2 While aviation might in principle purchase suYcient allowances for traYc growth, it would seem unwise
to assume the availability of suYcient allowances. To date the industry and UK Government have assumed
availability because they have not envisaged a tightly contracting EU emissions cap, and in some quarters have
disputed any responsibility for international flight emissions.

2.3.3 In terms of costs to consumers, aviation would likely become more expensive due to the need for airlines
to purchase emissions allowances at a price that would rise in accordance with the annual increase in their
scarcity, as availability contracted. The detailed consequences for the aviation industry and its competitiveness
are diYcult to anticipate, as there are many factors involved and likely airline, lender and consumer responses
are unknown. In general one might expect routes, airlines and airports that are only marginally successful to
fail, while others would experience very low growth or stasis. If all airlines, regardless of nationality, are
obliged to purchase allowances for the emissions of half of their EU originating or departing flights, then
international competitiveness should not be a problem. It is important to note that it is not the inclusion of
aviation within the EU ETS per se that would raise prices and curtail growth in a closed EU ETS, but the
contracting emissions cap that is necessary for the ETS to achieve its ultimate purpose.

2.4 There is some scope for mitigating the above conclusions. If enacted, these would make it more likely that
the aviation sector would avoid contraction in the short term, if incorporated in an EU ETS with a target of
450ppmv (or no more than !2)C average warming).

2.4.1 In principle, there could be substantial trade-out of aviation emissions from the EU ETS to less
developed countries via the Clean Development Mechanism (CDM) and Joint Implementation (JI), involving
investment in energy eYcient plant and bio-sequestration with bioenergy. However, while bio-sequestration
coupled with bioenergy and biofuel production apparently has significant potential to reduce atmospheric
carbon dioxide,6 it does require substantial land (and water), involves fire risk and should not be relied upon
alone. Moreover, if projects do not entail genuine “additionality” in emissions terms, use of the CDM and JI
to compensate for aviation emissions growth will have a perverse outcome. Nevertheless, if properly
implemented, this could be an important instrument for an aviation industry seeking growth under conditions
of a tightly capped EU ETS.

2.4.2 An option for mitigating the warming eVects of aviation emissions themselves (in addition to the
expected 1–2 per cent fuel eYciency arsing from other operational, engine and airframe improvements) is
contrail avoidance. This may be simpler to achieve than previously thought.7 However, while this would
reduce the short-term and regional warming eVects of contrails, cirrus and NOx, it would raise the long-term
warming (100 year duration) eVects of carbon dioxide, as a result of flight through lower, denser air. In the
long term, the net eVect of lowering altitude will be beneficial only if it is assumed that the future level of air
traYc will be the same as under a scenario of “conventional” flight levels. If, after lowering flight altitude,
society later opts for the stronger step of reducing the number of flights (eg as global warming becomes
strongly evident), then the additional carbon dioxide consequent on lowering flight altitude would still
contribute to warming. Lowering flight altitude should not therefore simply be accounted for by a lower uplift
factor. This notwithstanding, if no uplift factor is assumed, then by 2020 we estimate that EU aviation
emissions will be 54 per cent of the EU’s 2050 target; 67 per cent by 2030 and 101 per cent by 2050. (We assume
that the aviation sectors of all EU nations mature at an annual passenger growth rate of 3.3 per cent and that
new airport infrastructure is made available as required.)

Timing

2.5 While the aviation sector should be incorporated within EU ETS as soon as possible, this must not be seen
as suYcient in terms of managing aviation’s contribution to climate change. There will be no wholly
satisfactory solution to the problem of making aviation emissions with regional and short-term warming
eVects commensurate with the eVect of long-lived, globally distributed carbon dioxide emissions. As implied
above, while diVerent flight profiles8 might be allocated diVerent multipliers relative to carbon dioxide, this
could have a perverse outcome. However, incorporating aviation on the basis of carbon emissions alone,
without additional measures, will be equally unsatisfactory. There needs to be one or more additional
measures that take account of contrails, cirrus and NOx but do not entail increased carbon dioxide emissions.
A multiplier applied to carbon dioxide emissions would likely lead to increased NOx as engine manufacturers
raise engine temperatures in response, for higher fuel eYciency and hence lower carbon dioxide.

6 Read, P and Lermitt, J (2005) “Bio-energy with carbon storage (BECS): A sequential decision approach to the threat of abrupt climate
change”, Energy, vol 30, issue 14, pp. 2654–2671.

7 Mannstein, H, Spichtinger, P and Gierens, K (2005) “A note on how to avoid contrail cirrus”, Transport Research Part D, 10,
pp421–426.

8 CfIT (2005) Transport and Climate Change. CfIT response to DEFRA consultation, pp9–10, Commission for Integrated Transport,
London, http://www.cfit.gov.uk/reports/ccdefra/pdf/ccdefra.pdf
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2.6 Moreover, without the political will to institute a declining cap in the EU ETS from an early date, as
described above, including the aviation sector would not be desirable because it would not eVect control or
oVset aviation emissions. In that case, the less desirable option of a severe emissions or fuel charge would be
necessary to reduce demand.

Alternative measures

2.7 To reiterate, emissions trading can only be as eVective as a low carbon instrument as the emissions cap
within which it operates. Whether or not alternative or additional measures are necessary will depend on:

— The adequacy of the ETS cap;

— The degree to which the system captures relevant emissions (a system designed to capture most
commercial emissions will need to be complemented by a domestic quota system; this might also be
used as a model for a system aimed at smaller enterprises, for which verification costs would be
disproportionate);

— The reliability of emissions oVsets made by trading out of EU ETS via CDM and JI; and

— The degree to which complementary measures account for non-carbon dioxide eVects.

2.8 Given the potential for uplifted aviation emissions to consume the entire EU 2050 budget by 2017, and
to continue growing for further decades, there is a strong case for a supplementary, mandatory requirement
for an annual reduction or oVsetting of EU aviation emissions of at least 4 per cent pa from 2010–50. This
reduction would include international emissions as defined above. The economic and social benefits of
achieving the reduction through a tightly capped, but internationally open EU ETS should be greater than
achieving the reduction through a charge on fuel or emissions: an open ETS should deliver the emissions
reduction either at lower cost or in a way that facilitates new, relatively benign development in less developed
countries.

September 2005

Examination of Witnesses

Witnesses: Dr Paul Upham, Research Fellow, Dr Alice Bows, Research Fellow, and Dr Kevin

Anderson, Senior Research Fellow and Research Question Manager, Tyndall Centre for Climate Change
Research, The University of Manchester, examined.

Q328 Chairman: Good afternoon, Dr Upham, and we should bring all emissions into the Emissions
Trading Scheme. It has economic advantages ofto Dr Anderson and to Dr Bows. You are all

welcome. Thank you for your written evidence, Dr taking account of diVering marginal costs and in
theory it is a good place to start.Upham. I am sorry to have kept you waiting slightly.

As you will realise, we have a number of questions.
Dr Upham: Yes.

Q330 Baroness Eccles of Moulton: Dr Upham, ifChairman: I wonder if you would mind if we went
aviation enters the ETS, should it be on the basis ofstraight into questions and then at the end I will give
intra-EU flights only, to start with, or could it be onyou the opportunity, if you think we have missed
a wider basis from the beginning? What would it besomething, to make sure that we have not missed
practical to achieve by 2008 and how might theanything.
coverage of aviation emissions be expanded beyond
intra-EU flights? Really that is three questions but
they are connected.Q329 Lord Swinfen: Dr Upham, in your written
DrUpham:This is really to be determined by politicalevidence you appear to suggest that, subject to a
measures. It is not a technical question, it is more anumber of important qualifications, the aviation
political question. Ideally, we would want fullsector should be brought within the EU Emissions
international flights to be included. We see no reasonTrading Scheme in 2008 or as soon as possible
why they should not be included by 2008. The CEthereafter. Am I right in that assumption?
Delft study agreed with that.Dr Upham: Yes, you are right. My Lord Chairman,
Dr Anderson:There are a couple of points I could addmay I say that both Kevin Anderson and Alice Bows
to that perhaps. If we include only intra-EU flightswill answer jointly with me. Yes, because the EU ETS

is a good start, administratively it would be simple we miss about 70 per cent of the emissions from EU
flights to and from EU airports, 70 per cent. Atcompared with layering a tax on top of that. Ideally,
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Q332 Chairman: We are just trying to clarifycurrent growth rates for the UK, for instance, that
something. In paragraph 2.1, and hopefully this is thewould mean by 2012, if we manage to get flights
only technically detailed question we are going tooutside the EU included as well by 2012, those
ask, you talked about emissions growing at anemissions will have almost doubled, so this is a real,
average of 4.8 per cent despite fuel eYciency of 1.2practical problem. If we seriously want to address
per cent, which appears to lead to a 6 per cent growthclimate change, just looking at the growth rates that
in passengers, or air miles travelled, the same growthwe have today, which over the last year have been
in that. Then in 2.4.2 you talk about 3 per centabout 10 per cent in one year increase in emissions,
growth. We are slightly puzzled about the diVerencethat is the Government’s own figures, 10 per cent for
in the two paragraphs. How do you reconcile them?one industry in one year. If these sorts of growth rates
Dr Upham: It reflects the method we used. Wecontinue, and this is what we have seen prior to
allowed diVerent nations to mature. First of all, weSeptember 11, and we are back up to 8, 9, 10 per cent
grew them at their average growth rate for the lastnow, in terms of growth, if this continues to 2012 the
decade and then we allowed them to mature at 3.3 peremissions from the industry will have doubled by
cent, which is what Department for Transport saysthen, so the problem you get by 2012 is a lot more
the UK will mature at, and we used diVerent dates fordiYcult if you procrastinate now. Currently, aviation
that levelling oV depending on whether they wereindustry emissions are about 7 per cent of the UK’s
EU15 or EU25 countries.carbon emissions, I am talking here purely about

carbon, about 7 per cent. Given that we should be
Q333 Chairman: Paragraph 2.1 appears to say, forreducing our emissions to meet our 60 per cent target;
the EU25, over the period 2002–25, that eVectively,if the aviation industry is permitted to continue to
putting it simply, aviation air miles travelled will gogrow at current rates, and there is no evidence to
up at 6 per cent per annum?show that there are any restraining mechanisms being
Dr Anderson: That is correct for that period.put into place, then by 2012 it will be a very
Obviously, that is aggregated over all of the EUsubstantial proportion of the UK’s carbon
nations, for all of which we have got diVerent growthemissions budget.
figures. Beyond this maturing date, and we have
chosen two dates, 2015 for the EU15 and 2025 for the

Q331 Baroness Eccles of Moulton: If we were accession countries; beyond those dates we have used
looking at EU-wide emissions, I suppose there are 3.3 per cent, for want of any other, better figure. Who
three diVerent stages, and probably many more. The knows what will happen after that, so that was just a
first one would be flights that were taking oV and simple maturing rate.
landing always within EU airspace, because it would
be between two EU members. The next lot would be Q334 Chairman: In paragraph 2.4.2 that 3.3 per cent
aircraft taking oV and landing, obviously flying is referring to post-2025?
within EU airspace but then going beyond to some Dr Anderson: Yes, that refers to the maturers.
international destination but you would be
measuring the emissions that were taking place only Q335 Lord Haskel:Getting back to the estimates of
over EU airspace. The third would be that second emissions that you were speaking about earlier, in
category but the emissions that were taking place paragraph 2.3 of your written evidence you argue
throughout the whole of the flight, no matter to that if the estimates of aviation emissions are raised
where they were going. Do you have the statistics for further then by 2017 EU aircraft emissions will
those three stages? exceed the EU’s 2050 carbon emissions target. Can
Dr Upham: We use the third scenario. Whereas Mr you explain this point?
Morley said you could allocate the entire journey, we Dr Upham: Yes. You put this point to Mr Morley.
took 50 per cent of the journey, assuming that the What he did not say, and what is our main message,
destination, say, in the United States, would pick up is that we need to reduce the EU ETS cap by in the
the other 50 per cent. Since the ’plane is going to order of 4 per cent per year to get down to a minus 80
make a return journey it makes no diVerence. per cent reduction by 2050. If you have a very weak
Dr Anderson: There is a generally quite well-accepted cap, which we have now, then bringing aviation into
apportionment rule and it is relatively fair, if EU ETS will not make much diVerence to prices or to
everyone abided by it you would end up including all carbon emissions in the aggregate. What we need to
emissions. Obviously at the moment the US is not do is reduce total aggregate emissions by in the order
going to be doing that, but it would make it a level of 80 per cent by 2050. If you do that, then because
playing-field in the EU. Whether you happened to be aviation emissions are rising and the aggregate you
a British carrier, a French carrier or an American must reach is falling, they will obviously intersect and
carrier, if you flew in and out of an EU airport you they will intersect much sooner than is commonly

appreciated.would be subject to ETS.
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if you measure the impact instantaneously, at theDrBows:This is also using an uplift factor, so you are
not quite comparing like with like. What you are moment it is produced at the back end of a ’plane,

then it is about two to four times warmer. If you thinkdoing is trying to account for these additional climate
impacts, in terms of contrails and NOX and those about it over the hundred years, you integrate it over

the hundred years, it becomes very small. There is noother things, and so you are raising the value of
carbon dioxide by a particular multiplication factor, scientific answer to this. This is a social decision. Who

chose a hundred years? You could choose 50 years towhich is not something that we would necessarily
recommend doing. What we are trying to say is that consider it over, or 10 years. Quite commonly with

greenhouse gases, diVerent ones like methane orby 2017 the aviation industry will be accounting for
an equivalent of the 2050 carbon reduction target, carbon dioxide, we do have a way of comparing them

over a hundred years. When it comes to these vapourbut you are not actually comparing like with like so
that just needs to be noted. trails and the contrails and NOX, they last for such a

short period of time that it is not necessarily an
appropriate way to compare them. Generally, I thinkQ336 LordHaskel:That takes into account the NOX
the view of Dr Bows and myself is that we should findand also the cloud eVect that has been talked about,
another mechanism for dealing with those and weall that sort of thing?
should see carbon as something quite distinct fromDr Anderson: Yes. I would like to point out one thing
these uplift factors, as they are often referred to. Ihere, which I was going to mention in a statement.
hope that was reasonably clear.Elliot Morley referred to some of the work we had
Chairman: I have to say, it was the clearestdone as the Tyndall projections, or Tyndall forecasts.
explanation we have had so far.We do not project and we do not forecast, we simply

produce scenarios, “What ifs?”. We have no
particular view on what we think will happen, we may Q340 Lord Haskel: Moving on, in paragraph 2.4.2
have personal views on this, but our scenarios, our of your written evidence you give further estimates of
work, has simply used other people’s forecasts or future aviation emissions relative to the overall 2050
historical data. These are not projections, we do not emissions targets for the EU. Again you say that
try to guess what the demand will be in 2012, let alone within 15 years EU aviation emissions will be over
2020 or 2050. half the 2050 overall target. What does this imply for

the air transport industry? Does it mean a growth in
Q337 Lord Haskel: You do not produce a vision of passengers?
what you think the transport industry will be like in Dr Upham: Remember, we are assuming that this is
2012? an EU on a downward trajectory to 450ppmv, that is
DrAnderson:No. We have a range of scenarios, so we to keep global warming at a maximum of !2oC, so
use diVerent growth figures depending on what work we are assuming that is what we are aiming for. If we
we are doing and to produce diVerent scenarios. are not then we are aiming for pretty nasty impacts,

but assuming we are we could fuel-switch, we could
Q338 Lord Haskel: You say that the uplift is highly fuel-switch to biofuel but then you have still got
problematic scientifically? water vapour in the atmosphere, so you would still
Dr Upham: Yes, it is. have to lower your flights. The suggestion I have

made is that for some period of time, and I do not
know how long, the aviation industry could trade outQ339 Lord Haskel: Can you explain that?
of EU ETS via the Clean Development MechanismDr Upham: As I am the least scientific of the three, in
or Joint Implementation but we do not know for howfact, I will just introduce this, it is because there are
long they could sustain that.diVerent time residencies of the eVects and the gases.

Dr Anderson: Carbon dioxide. When you emit a lump Dr Anderson: Broadly what we are trying to say here is
that if you let the aviation industry grow at ratesof carbon dioxide, a molecule of carbon dioxide, into

the atmosphere it will last a hundred years, give or considerably lower than it is growing at today, and I
would like to point out here—and again it is what I wastake, and it has a warming impact, it warms up the

earth. When you emit a lump of other stuV that going to say in an opening statement—I think the
Government, and not just the Government, I wouldmakes clouds, NOX, which has other impacts on

making ozone at that particular layer, which is a say—I have to be quite careful because I realise who I
am sitting in front of here, I have some low-cost carrierswarming gas, that has a warming impact as well but

the warming impact will last only maybe three hours sitting behind me—also the aviation industry, need to
remove their rose-tinted spectacles when it comes toto three days, so a short period of time, but during

that period its warming impact is about two to four growth figures. The growth of the industry is extremely
rapid. It is 8 to 10 per cent per annum. No othertimes the amount of warming from the carbon

dioxide. This creates a real problem because one of industry approaches that level. If you look at the seven
to 10 years prior to September 11 it was growing atthem lasts a long time and one of them does not, but
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Q343 Baroness Eccles ofMoulton: Is this UK, EU orabout 8 per cent per annum. Low-cost carriers now are
global, the 8 to 10 per cent?perhaps moving into medium- and long-haul flight,
Dr Bows: It is UK. The 10 per cent figure comes fromwhich, I will have a guess, will increase demand. What
the Digest of UK Energy Statistics and that is for thewe are trying to say here is that even if you reduce
fuel consumption, which is based on bunker fuel, sogrowth dramatically you still have very large carbon
it is all the fuel that was purchased in the UK. The 8dioxide impacts, so we are just trying to flag up to the
per cent figure is from the latest DfT TransportGovernment, and indeed to the industry, that really you
Statistics, Great Britain, and that shows an 8 per centhave to curtail growth very seriously or you are going
increase in the passenger kilometres between 2003to get these sorts of outcomes. We are not saying that
and 2004 and similar rates of growth in terms ofthese are likely to happen or unlikely to happen, but if
kilometres and in passenger numbers, so across theyou do nothing you are going to have the aviation
board.industry taking a very large chunk of the emissions

target for 2050.

Q344 Chairman: What is the figure for the EU? We
hear nothing of the EU.Q341 Lord Haskel:Have you taken into account the
Dr Upham: Over the last decade?other factors that we have been told about, increased

eYciency of aircraft, increased eYciency of planning
flights, as the Minister said, not running the engines Q345 Chairman:We are not quoting 10 per cent, you
for an hour while you are waiting for a dock and all are quoting 10 per cent. What are the figures for the

EU?this sort of thing?
Dr Upham: It varies with the country.Dr Anderson: We have taken it into account. In fact,

I think we have been quite optimistic in some of the
figures we have used for that. We have tried genuinely Q346 Chairman: It is EU, is it not, that we are
to err on that side so we do everything that is possible talking about here?
in those areas. Somehow I doubt we will and I think Dr Upham: About 6 per cent.
we have been very optimistic in what we think will be DrAnderson: I think the mean is about 6 per cent. The
achieved there, but we thought we should try to do range is very large, some countries are growing at
that, to assume that there is a driver, a really only four and five but I think the mean was about
significant driver, towards improved eYciency of the 6 per cent. We will check that and we can get back to
engines, the airframe and indeed the operation of the you with that number. Some countries in the EU are
industry. growing as fast as 14 per cent per annum.

Q342 Chairman: That is the second time, Dr Q347 Chairman: It is absolutely clear that in this
Anderson, that you have quoted 10 per cent. Can I be country we have had quite a lot of low-cost airline
clear what growth in air travel you are saying has activity, and so on, and here we are looking at some
happened in the last five years, per annum? Are you EU proposals in relation to the EU. If you are saying

there is a 10 per cent growth problem in the EU itsaying, in paragraph 2.4.2, that is based on the 10 per
would diVer from other figures we have been given,cent per annum? I apologise, but you did forcefully
but I do not think you are?again repeat 10 per cent.
Dr Upham: No.Dr Anderson: No. We are saying, in our scenarios we
Dr Bows: From what I understand from talking tohave assumed considerably less growth than is
people within the industry, the UK is extremelyoccurring currently. That is because in this work here
reflective of what is happening on average in the EU.we are trying to look at some of the work of the

Government, the Government’s aviation White
Paper, for instance, we are trying to use their sorts of Q348 Chairman: There are two things about your
figures, and even with the Government’s own figures figures. How do they compare with the IPCC figures?
you tend to move into these quite disturbing Are you saying that the Intergovernmental Panel on
outcomes. Currently, growth is about 8 to 10 per Climate Change in 1999 had got things wrong as
cent. There are a number of metrics you might use for well? Secondly, how do they compare with the CE
that. One might be the actual fuel used, one could be Delft study, the Commission’s research? Again, are
passenger kilometres or number of passengers, but you saying that both the IPCC forecasts in Aviation
they are all showing 8 to 10 per cent per annum and and Global Atmosphere were wrong and that Delft
I wonder why the Government does not do a basic was wrong and you are right, or are you saying they
cumulative interest calculation on that figure. It will can all be reconciled? This is quite important because
be the same, or very similar, next year, short of some we are trying to understand the evidence we have

before us.unforeseen disaster.
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to buy, so the price of carbon would rise very high. IDr Upham: IPCC and Delft are diVerent things. In
GivingWings to Emissions Trading they did not make do not know if there are any others.

Dr Anderson: I would think also, and we have to errprojections about growth, it is more about the
mechanisms for EU ETS and aviation. IPCC 1999 on the side of caution here, that any estimates of the

price of carbon will be about as reliable as thedid make projections validated by the industry; that
is the basis on which they made them. They did not estimates of the price of oil. In other words, we have

no idea what the price of carbon or the price of oil willmake specific EU projections. Dr Bows, can you
remember? be, unless you decide to regulate and determine it that

way, but certainly if the market is left to decide we doDr Bows: No. From what I understand, they had a
not know. We are not sure what low-hanging fruit isglobal growth figure of about 1.7 per cent, but of
available in other industries.course that includes Africa and various other nations

that have small aviation industries or aviation
starting from a very low base. As I understand it, the Q350 Lord Fearn:Low-hanging fruit; what are they?
global figure from people such as Airbus, Boeing and DrAnderson: We have got energy-eYcient light-bulbs
Rolls-Royce that produce forecasts is much higher in this Committee Room, perhaps we have got an
than 1.7 per cent. Whether or not it is just because it excess of them, but there is plenty that can be
was done quite a while ago, I don’t know. We have achieved right across the board and small incentives
some very high growth figures in recent times and might encourage industry to do this. For most
figures from the Boeing website show it is increasing industries energy is only about 2 per cent of their
exponentially, so I think that maybe it is just a little operating costs, so often, for many industries, energy
out of date. is not particularly significant for them, there is no real
Dr Anderson: You have to remember that 1999 driver for them to become more eYcient. As a result
probably means they are using 1997 data, so they are of something like an increase in carbon price, that
not far oV 8 years out of date. September 11 has might make them look and say, “Hey, look, there are
occurred since then. Low-cost carriers have taken oV some easy options here and here,” which often are
within the UK particularly but also in other parts of referred to as “low-hanging fruit”. This low-hanging
the world. As you say, they are not so prevalent fruit will mean, if we can identify these and there is a
within the other parts of the EU but that is changing lot of research to show it is actually out there, the
significantly. I think it would be fair to say that these price of carbon will not go so high because companies
were reasonable forecasts in their day perhaps. will not necessarily have to buy more carbon units,
Certainly we have used some of the figures from they can become just more eYcient in their activities.
IPCC. Our uplift figures, where we have used them, It is very hard to know, with these numerous factors
as I say we are very cautious about using them, we that are out there, exactly, or even approximately,
have used the IPCC figure and we have used the what the price of carbon will be. I would say that the
IPCC figure for improvements in eYciency in aircraft more complex the model that is estimating it the more
and operational improvements in airframe design, likely it is that it will be wrong.
and so forth.
Dr Upham: What you might be thinking of is that Q351 Lord Fearn: How responsive do you think the
IPCC said that at the moment aviation is 3 to 5 per aircraft industry will be towards this?
cent of global emissions and it would rise to in the Dr Anderson: I think probably it will be very
order of 15, it is a range. What IPCC assumed was a responsive to any price signal, whether that is oil
scenario called IS92A, which is a “business as usual” price or carbon price, or a combination of the two. It
scenario. It is not a scenario in which you contract will respond because it is a significant factor to the
your emissions to meet 450 or 550ppmv, which is not aviation industry, particularly to the low-cost
far oV eight years out of date. September 11 has carriers, from my understanding, it is a significant
between what they did and what we did. part of their operating costs, so they will respond, I

would have thought, more so than many other
industries.Q349 Lord Fearn: In paragraph 2.3.1 of your written

evidence you say that the rise in the price of carbon
would likely prevent the projected 2017 level of Q352 Lord Fearn: In your estimation, by how much
aviation activity and emissions. Has anyone would you expect air fares to rise in Europe over the
produced estimates of the price of carbon over the same period?
next 10 to 12 years? Dr Anderson: I have to be honest and say that I think

it would be impossible to say by how much they areDr Upham: We are not aware of any such estimates.
The reason why I said I thought the price of carbon going to go up. If they go up enough to aVect the

amount of flying that we do, in other words, thewould rise and prevent that level of aviation activity
is, if you have got a closed EU ETS, it is contracting amount of carbon that you can emit, because there

are not many eYciency gains out there to be had, notto 450 then there are not going to be enough permits



87including the aviation sector in the european union emissions trading scheme: evidence

31 October 2005 Dr Paul Upham, Dr Alice Bows and Dr Kevin Anderson

Q356 Lord Fyfe of Fairfield: I take that point of viewsignificant ones compared with the growth in the
entirely on board and, clearly, whilst yourindustry, then we would have to see very large
organisation is an influential one it has limitedincreases in price. The small increases in the prices
capabilities as far as directly influencing politicalthat we see today, given that it is the A, B and C
thought is concerned, and one needs to influencegroups, it is we who fly, basically, we are flying more
political thought at national level, EU level, and sooften, it is not the lower income groups that are flying
on and so forth. What else can be done to makemuch, they are flying more, but we are the ones who
people more conscious of this huge problem?are driving it, primarily; so if a flight to Rome goes up
Dr Anderson: I think the media, for one thing. Peoplefrom £15 to £20, is it going to aVect us going to
are becoming aware of some of these issues. If weRome? I do not think so. If it goes from £15 to £150
went back two years ago, when we started looking init might aVect whether we go to Rome. Marginal
more detail at aviation, certainly now the public areadjustments in the price, a fiver here, a tenner there,
far more aware of these issues. We have had quite aeven £20 or £30, I think will have very, very little
lot of articles in The Guardian, indeed even in Theimpact. I think the elasticities of demand are such
Telegraph, and quite a lot of the tabloids are alsothat you will have to see significant increases in the
addressing these issues, generally they are quiteprice of aviation if you want to curb demand.
negative about it but at least it is gradually coming up
the political and the public agenda. The public do

Q353 Lord Fearn: The same to America? relate now, to some degree, flying with an
Dr Anderson: Yes, indeed. Of course, if the low-cost environmental impact, perhaps they are not exactly
carriers do bring their operational practices to the sure what it is entirely but they know there is
medium- and long-haul flights you will expect to see something out there which is bad from their flying.
the prices of some of those come down, depending, of There are other organisations being established to
course, on what happens to the price of oil. allow the middle classes to salve their conscience, by

planting trees if you fly, for instance, so you can go to
websites and do that. These are perhaps smallQ354 Chairman: The answer to Lord Fearn’s
changes. I tend to agree with Paul that we arequestion as to whether anybody has produced
rearranging deckchairs on the Titanic still at the

estimates of the price of carbon over the next 10 to 12 moment, but it is a slow move in the right direction.
years is that you are not aware of any? I think politically we are several steps ahead of that.
Dr Anderson: We are not aware of it, no.
Chairman: Quite clearly, as I said to the Minister,

Q357 Lord Fyfe of Fairfield: Could one say that themany, many businesses and sectors, it is critical to
low-cost operators are culprits? They are certainlythem that they do form views. You may say it is
regarded by the press and the public at large as heroesdiYcult but, of course, if you take investment
at present. They promise to take you to anywhere indecisions for 20 to 40 years you have to take a view,
Europe for £15, landing at an airport you have nevereven if your view is that it stays as it is, you have a
heard of, arriving at three o’clock in the morning,view. This is not yourselves, but I am aware of one or
then you have to take a £60 taxi ride to get to yourtwo commercial outfits which are beginning to
destination. Not much is said about that. Should notproduce forecasts of carbon prices, and so on, and I
more publicity be attached to all the strings which aream very happy to share them with you outside this
attached to low-cost flying? There are a lot of stringsroom. That work is certainly starting now and at least
attached to low-cost flying.commercial organisations are having a go at this.
DrUpham: I think probably the biggest publicity will
come from increasing evidence of climate change, so

Q355 Lord Fyfe of Fairfield: In paragraph 2.3.2 of the more hurricanes, floods, droughts—
your written evidence you indicate that the industry
and the UK Government have not envisaged a tightly

Q358 Lord Fyfe of Fairfield: The better?contracting UK emissions cap in future. What is your
Dr Upham: Not the better but, yes, it will happen.evidence for that?

Dr Upham: It is a personal view. I see a disconnect
between policy and the urgency with which we ought Q359 Lord Fyfe of Fairfield: I know what you mean.
to be addressing policy. There does not seem to be the Dr Anderson: Particularly in the northern
sense of urgency that there ought to be. These are hemisphere. If it happens in the southern hemisphere,
incredibly serious issues for the entire world and yet generally we do not care too much, but if it happens
we are at the level of dealing with political to those of us here then we tend to react quite quickly.
sensitivities, commercial sensitivities and there is just I always hold the Thames Barrage as a hope, both in
a major disjunction between what we need to do and terms of quashing Mr Prescott’s house-building

plans and alerting the public to climate change.what is being done. That was what I meant.
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might or should be. Specifically, are you saying thatQ360 Chairman: On the specific question that Lord
Fyfe asked, were you referring in paragraph 3.2 to a the evidence of Phase I of the ETS and the discussions

going on in Phase II of ETS show that the EU and thetightly contracting emissions cap for aviation
specifically or the overall level of emissions? It is not UK Governments are not serious about reducing

emissions, because that is the proof of the pudding, isentirely clear to me, having re-read the evidence.
Dr Anderson: Here we are talking about the overall it not?
emissions cap. The Government has its 60 per cent Dr Upham: I am not familiar with the details of what
target. You may or may not be aware that the 60 per percentage reduction is likely in Phase II, but if it is
cent target links to 550 parts per million by volume of not reflecting a 4 per cent reduction per annum then
carbon dioxide in the atmosphere; Paul is referring to it is not doing what is necessary.
this 450, which people think is probably the more Chairman: That is very helpful.
appropriate level that we should be heading for,
which relates to an 80 per cent reduction of our

Q363 Lord Haskel: You have referred to peoplecarbon emissions.
salving their consciences when they fly. In paragraph
2.4.1 of your written evidence you talk about

Q361 Chairman: Are you saying that you do not Clean Development Mechanisms and Joint
think the EU or the UK Government are serious Implementation and these could be important
about having set an emissions target; in your view, instruments for the aviation industry seeking growth
they do not believe that has to be a tightly contracting under conditions of a tightly capped ETS. Could you
cap in future? say how you envisage this working?
Dr Upham: They may believe that it needs to be, but Dr Upham: I have suggested this because it is a way
politically it is very diYcult for them at the moment. out but also it may be a way out into a very hot world.
That is what we are saying. There are risks attached to using the CDM,
Dr Anderson: Like many of us, we hold two particularly if it is vegetation you are planting, if you
conflicting views. We have to accept that we are all are planting biomass as a sink then if the world
like this. You can call it hypocrisy if you want to, but warms and the biomass dies or catches fire you have
I think it is just that we have these dilemmas, these lost that, so there are risks attached to it. The aircraft
dichotomies, within all of us. This is a problem for operators would buy permits, emissions reduction
Government here. On the one hand, it wants to open units, from the developers in the less-developed
up access to other areas, it wants to ensure more low- countries, who would earn emissions reduction
cost carrier routes; the aviation White Paper is quite credits as part of their project and thereby eVectively
clearly a paper about increasing capacity. On the they would be buying growth.
other hand, I think they are very genuine in the UK
Government, certainly the ones I have spoken to,
about climate change. Bringing these two together is Q364 Lord Haskel: Do you not think that some of
very, very diYcult and that is the role of people like these projects could be of benefit to these less-
us, I suppose, who are trying to flag up these what developed countries?
seem to us fairly obvious irreconcilable diVerences. I Dr Upham: Yes. There is a potential benefit there.
think it is quite diYcult, philosophically but also They need to be monitored very carefully and at the
practically, for the politicians to bring these things moment not enough of them are coming through.
together, because it is diYcult for us and the public. There is also the further possibility that these schemes
As you said previously, are the low-cost carriers may not even exist post 2008.
culprits? They are not culprits because we get on the Dr Anderson: Post-Kyoto, particularly 2012. These
’planes. The ’planes would not fly if we did not get on schemes are up and running in various guises up till
them, so are we the culprits or are the culprits the 2012. We do not know what a post-Kyoto world is
airline? going to look like. There is no agreement out there.

We hear increasingly that Prime Minister Blair is
looking for diVerent sets of mechanisms, in otherQ362 Chairman: I am sorry, if I can bring you back
words, something that is not quite like internationalto your own text and the question, if I may, as this is
targets, as we have had with Kyoto; possiblyquite important to us. There is an Emissions Trading
something more along the Bush line of pursuingScheme in operation now, Phase I, and discussions
technologies but without having an internationalare going on in Phase II allocations. Are you saying
target framework. We do not know whether thesethat Phase I allocations were not as tight as they
will exist after 2012, but if they do exist, and are wellshould have been and are you saying that the
monitored, as Paul said, they could be viable options.discussions going on in Phase II you think will not
I think the biomass one is a particular problem,result in a level as low as they should be? I am
because, in fact, you can make situations worse. If theconcerned here with observing behaviour, as

opposed to views, about what we think behaviour biomass dies and methane is emitted, methane is a
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Commissioner and fed into the Commission’sstronger greenhouse gas than carbon dioxide so you
can exacerbate the situation. deliberations in relation to their recent document.

We pushed very strongly to say that we should beDr Upham: In principle, the aircraft operators could
set up joint ventures with developers in less- incorporating all EU flights, not just intra-EU flights,

and I believe that is the way the Commission is going.developing countries to promote, stimulate the
throughput of these projects, and this sounds Furthermore, I was at a dinner with Karen Buck, the

Aviation Minister, and 10 other aviation ministersplausible to me.
from 10 other EU nations, and we were discussing the
issues there and we went through, in various diVerentQ365 Lord Haskel: Have you any thoughts about
forms of language, broadly these issues that arethe scale of this, to what extent would this take place?
identified in 2.7 here. We have a number of times,Dr Upham: It would have to match the emissions
indeed we have with Elliot Morley, emphasised theseexcess. I have looked at the scale with regard to
issues, so I think that they are reasonably wellbiomass and there did seem to be suYcient, but that
understood by the political framework both in thewas just a very quick look, we simply have not had
UK and the EU.time to look at this properly.

Dr Anderson: I think one of the options you could do
for the uplift factors would be to consider these, so to Q368 Lord Swinfen: Are those conditions going to
consider carbon completely constrained within ETS be met, in your view?
or some other, similar mechanism, so carbon you Dr Anderson: I agree with Paul; I do not think we will
could not buy out through Joint Implementation or have an adequate ETS cap. I think we are very poor,
by a CDM mechanism but perhaps it is something as human beings, certainly in our Western culture, at
you could use for the uplifts. If you knew what the dealing with long-term issues. We have very short-
price of carbon was at a particular time you could term policies, we have very short-term views towards
apply that price, via this multiplication factor that the the world in our day-to-day living, let alone at the
IPCC have, 2.7 times for the vapour trails and these political level, and I think really we are going to
uplift factors. You could say, “This is the amount of struggle to move in that direction. The Government,
money that you must invest in other programmes Defra, ran a major conference earlier this year, which
elsewhere,” or something similar. I think it may be a you may be aware of, in Exeter, at the Met. OYce.
mechanism which perhaps you could apply to the This was a big scientific conference looking at what
uplift factors, which are very diYcult to deal with. I level of carbon dioxide emissions are necessary, what
am not saying that it is wonderfully scientifically the carbon dioxide concentrations should be in the
rigorous adopting this approach but I do not think atmosphere to protect us from what is often referred
there is a scientifically rigorous way of dealing with to as “dangerous climate change”. The Government
the uplifts. I think this might be a way forward. is currently using 550 parts per million, that is the

figure, in fact, which generally is used by the EU.
Q366 Chairman: I think probably the key message According to this conference, you need to use
we got from that was, as I said to the Minister about somewhere nearer the 380 to 430 parts per million.
the wider ETS, that a degree of certainty about the We are at 380 today, or 379, thereabouts. The scale
future is really quite important. If these particular of the problem is that we need to act today, so tonight
schemes are okay up to 2012, fine, but that is not the we walk home, we no longer fly and we use only wind
basis for long-term investment planning, is it? turbines to provide our lighting in this room. If we do
Dr Anderson: No. not do that we are already missing the cap that is
Chairman: That is helpful. We will certainly pursue perhaps necessary. We are not prepared to address
that. Thank you very much. even what our scientists are telling us, whom we

employ in a place like the Hadley Centre. I come back
to the idea that we are playing around withQ367 Lord Swinfen: In paragraph 2.7 of your
deckchairs on the Titanic still.written evidence you say that whether or not

alternative or additional measures are necessary will
depend upon four conditions, which you list there. Q369 Lord Swinfen: I am interested to hear you say
Have you put these points to our Government in the that but what about the other three points? You have
United Kingdom and/or to the EU Commission? answered the ETS cap only.
Dr Upham: Yes. Apparently, Alice and Kevin have Dr Anderson: We discussed other incidents in relation
discussed these with the Commission and with Defra. to the uplifts, though I have to say no conclusion
Dr Anderson: Yes. In fact, in relation to the came out of that because we do not have one.
Commission, we produced a report which was
published in June, which though commissioned by
Friends of the Earth, was a completely independent Q370 Lord Swinfen: You do not know whether that

one is going to be met or not?report on aviation, and this was submitted to the
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some way of addressing them. They are quite diYcultDr Anderson: I think, at the moment, essentially they
are just going to ignore the uplift factors. If the but they are not as diYcult, I think, as the aviation

industry is to try to tackle. There is a lot that we canscientists and the academic analysts cannot come up
with any idea, I think it is very hard to imagine the do as individuals and as companies to respond, but

we need the mechanisms out there. The ETS dealspolicy-makers coming up with something of their
own. It is going to be very diYcult at the moment. only with large emitters, so it deals only with power

stations and possibly the aviation industry andDr Upham: CE Delft, the Giving Wings to Emissions
Trading report, suggested a flanking instrument of a cement manufacturers. All the other small and

medium industries are outside that mechanism so weNOX emissions charge, which makes sense. You can
infer that from the engine type and the fuel consumed need to incorporate those.
and it could be applied—just like a NOX landing
charge. Q373 Chairman: I am terribly sorry but I thought
Dr Anderson: Again, there are real problems here, the answer was an answer to our call for evidence on
because to reduce NOX what you often end up doing alternate measures and that paragraph referred to
is actually increasing your CO2. As you make the aviation, but your reply gradually moved away from
engines more eYcient you make them run hotter, aviation.
basically. You want the engines to run as hot as Dr Anderson: Under that one, it refers to “a system
possible and you will get more eYciency out of them. designed to capture most commercial emissions will
As they get hotter they produce more NOX because need to be complemented by a domestic quota
the nitrogen is in the atmosphere, so you have this system,” that is the household one, which we have
real problem. It is the same with noise. If you make referred to with Elliot Morley and others, and as a
them quieter you increase the CO2, if you want to model for similar, small enterprises.
focus on CO2, you have noisy ’planes landing that
pump out lots of NOX and you can reduce the CO2, Q374 Chairman: So you were not referring to
or alternatively make them quiet, get rid of your NOX aviation?
and they pump out lots of CO2. Again, there are no Dr Anderson: No.
clear scientific answers to these sorts of problems.

Q375 Chairman: On the ETS cap, do you have a
Q371 Lord Swinfen: As yet? view, and given the very first point about it being
Dr Anderson: As yet. The CDM and Joint important, about what level of ETS overall cap, and
Implementation I discussed with Karen Buck, and the aviation cap within that, you would judge to be in
other people, I am sure, have been discussing those line with what is needed in 2008?
issues, but again we do not know what will happen Dr Anderson: Broadly I would say that we should be
after 2012 so we need some certainty, but that aiming for an 80 per cent reduction by 2050. There is
certainty at the international level will not be there, a mechanism for producing a curve from today to
almost certainly. The idea that you are going to get 2050 and that is a gradually reducing curve of
the Americans on board plus everyone else in emissions, and any date on that curve you can draw
agreement by 2012 as to what the future will be in a line down and it tells you what the level of emissions
relation to these, I think, unfortunately, all the should be. That is what the percentage reduction
investors are going to be left wanting for the next few should be for the proportion of emissions captured
years on that. Certainly Karen Buck, the Aviation under ETS and then all the other sectors should make
Minister for the UK is aware of these issues. their requisite emissions reduction at the same

percentage level. Overall, society should be reducing
its emissions in accordance with this curve up untilQ372 Chairman: The second point is a relatively
2050. That is what we should be doing if we want tomodest point although not insignificant. It is
stabilise anywhere near the Government’s 2oC, ineVectively whether smaller emitters are captured, as
other words, if we want to try to avoid dangerousit were?
climate change. That gives us still only about a 50/50Dr Anderson: We have done a lot of work at the
chance of avoiding that dangerous climate change.Tyndall Centre on this and had a lot of impact

politically; in fact even a private Member’s bill
looking at emissions from individuals was put Q376 LordWalpole:The final question on your final

paragraph, 2.8, of your written evidence. You sayforward. It went through its first reading unopposed
but then there was an election so it did not get any that, because by 2017 aviation emissions will take up

a large proportion of the overall emissions target,further. The Government are fully aware of this. In
fact, Elliot Morley quite often refers to the work that there is a strong case for a supplementary mandatory

requirement for an annual reduction or oVsetting ofwe have done on domestic tradeable quotas, or
personal carbon allowances. These are issues that the EU aviation emissions from 2010 to 2050. What

precisely do you mean by this, what requirements doGovernment is fully aware of and it needs to find
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Dr Anderson: Certainly for business and first class,you have in mind, how would it be imposed, by which
authority and would it require legislation? where the cost of the additional trees you have to

plant is maybe £200 or £300, I think, at most, at theDr Upham: This is the most contentious bit.
moment, the cost of the flight might be £2,500, so if
you can aVord £2,500 you are not going to think

Q377 Lord Walpole: It is indeed, and I liked it. twice about it. You may think “Hey, it would be
Dr Upham: Good. It is contentious because the really nice if it were carbon neutral. I can have a chat
presumption is that the rest of the EU is not with my friends over a glass of Pimm’s and tell them
contracting to 450. That is, let us assume that we do how wonderful they are.”
not sign up to a serious climate target, and I think
that is quite possible for the next 10 years, then Q381 Chairman: Moving away from the Pimm’s,
because aviation is growing at such a rate, because it your reference actually was to mandatory
is dependent on kerosene, and hence going to requirements, it was not voluntary. I am sorry to
produce this emissions growth, you could make an bring you back to your own submission.
argument for at least a mandatory oVset above

Dr Upham: We have described the seriousness of the
baseline. Say, for example, all emissions beyond 2010 situation.
should be carbon-neutral through the CDM, you
could make such an argument, but the counter

Q382 Chairman: You were making the point reallyargument is that is not fair to this one industry—why
that it may be necessary to go beyond the ETS andsingle out this one industry, so it is a contentious
there may be a need for other schemes and youproposal.
suspect they may be mandatory rather thanDr Anderson: Could I come back on that 2017. I do
voluntary?not want the Committee to go away with the
Dr Upham: Yes.impression that we are saying that by 2017—
Dr Anderson: Yes.

Q378 Lord Walpole: You have had it? Q383 Chairman: I do take your point. I was simply
Dr Anderson: Yes, we have had it. This 2017 includes trying to ensure that we were thinking you might
the uplift. We always put a caveat in all our work on have something in mind and you gave us an example,
this to say that we do not think the uplift approach is thank you very much.
necessarily the appropriate route to go down. That is Dr Anderson: One thing to be aware of again then, it
not to say we should ignore the uplift but we would is just another diYcult issue to try to take account, is
prefer to see carbon seen alone. Even if you look at that by encouraging the aviation industry to be more
carbon alone, the proportion the aviation industry eYcient and therefore perhaps to increase the rate at
takes up in just the next few years and the next 10 or which they purchase new ’planes, which generally are
20 years is very significant anyway, so the message is more eYcient than the old ’planes, it means you
the same. You have to deal with the aviation industry change the second-hand market. If you are genuinely
later on this evening, you cannot wait 10 years to try interested in climate change, what happens to the
to deal with it. second-hand ’planes? They get sold to other parts of
LordWalpole: Who is actually physically going to do the world, they bring down the price of second-hand
that and bully people and impose restraints? ’planes and they carry on flying. It is not a small issue

to think about there. We have not done any work on
that and I am not aware of any other significant workQ379 Chairman: I think it would be much safer if he
which has looked at that, but if you are genuinelysaid, for example, an example he carefully gave was
interested in climate change you have to ask whatthat there could be a mandatory requirement to
happens to the old ’planes. Fifty per cent of allinvest in or purchase the credits from investment in
Dakotas are still flying.reducing carbon emissions elsewhere in the world.
Lord Walpole: A lot of them lie around in various

Dr Upham: If this were to go ahead then the homes in Russia, do they not, for spares?
competent authority would be the Environment
Agency in the UK. It would be the same competent

Q384 Baroness Eccles of Moulton: Could I ask aauthority that monitors carbon emissions in each
general question. You have given us a great deal ofcountry.
extremely interesting and useful evidence and there
has been an undercurrent of doomsday factor in

Q380 Lord Walpole: It would require legislation, it if nothing is done. Are the Tyndall Centre’s
there is no doubt about that? assumptions pretty well broadly shared by other
DrUpham: I can envisage certain airlines wanting the academic research centres that have concentrated on
image of carbon neutrality beyond the baseline, it is global warming and CO2 emissions? Do you know

lots of other people who think in the same way?not completely impossible to imagine that.
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recently conducted quite a long series of interviewsDr Anderson: I think it would be fair to say, in our
part of the Tyndall Centre, that our particular focus with people from industry, so their information is

taken on board as well. We go out of our way tois on energy and climate change and I think there is
broad acceptance of our conclusions. We have remove our own prejudice and generally err on the

side of caution and are quite conservative with ourgenerally used data from other reputable
organisations, for instance, the 450 parts per million, figures.

Chairman: Thank you so much. You have been kindor less maybe, comes from the Hadley Centre. It is
not made up by some Mickey Mouse organisation, and stayed with us beyond the time we should have

kept you. Thank you very much for your writtenwe use generally very reputable organisations. The
2.7 factor we use, the multiplier, comes from the evidence and for being forthright and so interesting

today. Thank you.IPCC, as do the eYciency improvements. Alice has
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Written Evidence

Letter to Sub-Committee B from the Environmental Affairs Director, Air France

In response to your Inquiry on ETS and Aviation Sector, please find enclosed the document, “European
Aviation Industry joint position paper on Emission Containment Policy” (not printed).

Air France, as a contributor to this document, fully supports the exposed Emission Containment Policy and
is confident that it will answer the question of your Inquiry.

21 September 2005

Memorandum by BAA plc

1. Summary

1.1 BAA is the world’s leading airports operator. We are committed to continuing to understand and improve
our performance with respect to sustainable development.

1.2 We accept that there are certain known environmental limits, such as the earth’s capacity to handle
greenhouse gases. However, in keeping with the emphasis placed by a sustainable development framework on
policy integration, BAA believes the debate on aviation needs to recognise both the realities of environmental
limits and aviation’s socio-economic benefits.

1.3 BAA has two main interests in climate change policy: we are one of the UK’s top 20 industrial consumers
of energy and we are a major player in the aviation industry.

1.4 Aviation has a small but significant and growing impact on climate change, and this impact needs to be
addressed. We believe that emissions trading is the most economically eYcient and environmentally eVective
way of addressing the impact. Participation in the EUs emissions trading regime will allow aviation to
purchase the necessary additional allowances from other sectors to enable the industry both to continue to
grow and meet its emissions obligations, by funding emissions reductions elsewhere.

1.5 We welcome the European Commission’s focus on emissions trading for aviation and have taken a
leadership role within the EU aviation industry in pressing for this, as an interim step to a solution at a global
level. We believe that the EU scheme has worked well to date (a view informed in part by our direct
participation within it). The scheme has inevitably entailed practical challenges, but these can be overcome
and it provides a solid foundation for expansion to other sectors. We believe that integration of intra-EU
flights within the EU ETS is deliverable by 2008 or soon thereafter.

1.6 Emissions trading will impose additional costs. However we believe that these will be significantly lower
than alternative policy measures for the same environmental outcome. Taxes and charges, which aim to cut
emissions by reducing demand, are not well targeted, as the revenues flow to Government rather than directly
to addressing the impacts.

1.7 We believe that all intra-EU flights should be linked with the EU ETS, irrespective of the nationality of
the airline. On that basis, the scheme would not have any significant competitive eVects, since all the flights
on a particular route would be included. The extra costs linked to emissions trading may influence the choice
of mode of transport, but only on short-haul journeys, where air travel can be practically substituted.

1.8 Aviation’s impacts on climate are a result of the following four factors: CO2, oxides of nitrogen (NOx),
the creation of condensation trails (contrails) and the potential impact of contrails on cirrus cloud. The IPCC
(Intergovernmental Panel on Climate Change) has estimated that aviation’s impacts resulting from these
eVects is some 2.7 times that due to CO2 alone, though there is uncertainty surrounding this. In line with the
precautionary principle, we recognise that aviation’s total climate impacts should be addressed.

1.9 A targeted approach will be needed to address aviation’s total climate impact, with specific measures for
the specific impacts. These measures will include further scientific research and technological development (for
example investigating advanced air traYc management to allow aircraft to avoid climate-sensitive parts of
the sky).
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1.10 It may also be possible in future to expand the emissions trading scheme to include these impacts, though
there are practical diYculties to overcome. It would be counter-productive simply to apply a CO2 multiplier
to account for aviation’s non-CO2 impacts in the trading scheme (whereby aviation would have to acquire,
say, two permits for every unit of CO2 emitted) as this risks encouraging an undue focus on reducing CO2

emissions, at the expense of increasing NOx emissions, where there are known technological trade-oVs.

2. Introduction

2.1 BAA is the world’s leading airports operator. In the UK, BAA owns, develops and operates seven
airports: Heathrow, Gatwick, Stansted, Southampton, Edinburgh, Glasgow and Aberdeen. Overseas we
either manage contracts at, or have interests in, airports in the USA, Australia and Italy.

2.2 BAA has two main interests in climate change policy. First, we are one of the UK’s top 20 industrial
consumers of energy. We have set a target to reduce our CO2 emissions from energy use by 15 per cent over
1990 levels by 2010 and have a thorough carbon management strategy to deliver that. Since January 2005,
we have also registered three combustion plants at our airports to participate in the EU Emissions Trading
Scheme (ETS).

2.3 Second, we are a major player in the aviation industry and have taken a proactive role in the debate over
addressing aviation’s impacts on climate. Our response to this Inquiry focuses primarily on the second area,
though it also draws where appropriate on our own direct experience of the EU ETS.

2.4 We divide our evidence into the following three sections:

— Section 2 provides a short summary;

— Section 3 provides an overview of BAA’s approach to sustainable development; and

— Section 4 responds in detail to the seven questions on which the Sub-Committee is seeking evidence.

2.5 The European Commission is due to publish a Communication during September 2005 outlining its policy
proposals to address aviation’s impacts on climate change. At the time that BAA finalised this evidence for
submission, the Communication was not published. The Communication will provide further information
which would help BAA to respond to the questions posed by the Sub-Committee’s Inquiry. The technical
study used to inform the Communication, produced by consultants CE Delft, was available at the time this
evidence was submitted, and is referred to in BAA’s evidence.

3. Context: BAA’s Approach to Sustainable Development

3.1 BAA’s approach to sustainable development

3.1.1 BAA is committed to continuing to understand and improve our performance with respect to
sustainable development. Like many companies we work within the UK Government’s framework. The
Government aims to pursue sustainable development in an integrated way through a sustainable, innovative
and productive economy that delivers high levels of employment; through a just society that promotes social
inclusion, sustainable communities and personal wellbeing; and in ways that protect and enhance the physical
and natural environment, and use resources and energy as eYciently as possible.

3.1.2 BAA believes that responsible air transport and airport growth should take place only where it is in
accordance with the integrated approach above. BAA accepts that there are certain known environmental
limits, such as the earth’s capacity to handle greenhouse gases.

3.1.3 However, in keeping with the emphasis placed by a sustainable development framework on policy
integration, BAA believes the debate on aviation needs to recognise both the realities of environmental limits
and aviation’s socio-economic benefits.

3.1.4 Economically, aviation plays a crucial role in promoting the high-knowledge and high-value-added
industries and it also underpins the world’s largest industry—tourism. Socially, air travel is a facilitator—for
people to visit friends and family scattered around the world, to learn, and to visit parts of the world
inaccessible to their parents or grandparents. Sustainable development rightly places emphasis on improving
quality of life for all. In this context, the fact that aviation is now accessible to most people, at least in the more
prosperous countries, is both significant and welcome.
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3.2 BAA’s approach to climate change

3.2.1 BAA supports the leading role that the UK Government and the EU have played on climate change and
recognises the importance of eVective international action to address this issue. BAA notes the EU’s publicly
stated long-term climate change policy objective:

“. . . a long-term objective of a maximum global temperature increase of 2) Celsius over pre-
industrial levels . . . In the longer term this is likely to require a global reduction in emissions of
greenhouse gases by 70 per cent as compared to 1990, as identified by the Intergovernmental Panel
on Climate Change (IPCC)”1

3.2.2 BAA supports the delivery of targets adopted by Governments within the framework of the Kyoto
Protocol and we are committed to making a significant contribution to reducing greenhouse gas emissions
arising from energy use at our seven UK airports.

4. Response to the Sub-Committee’s Specific Questions

4.1 Has the emissions trading scheme worked well so far, and does the current system provide a solid foundation
for expansion to include other sectors of industry?

4.1.1 We believe that an open emissions trading scheme represents the most economically eYcient and
environmentally eVective way of industry addressing the impacts of its emissions. Industrial climate change
impacts are most eVectively dealt with by harnessing market mechanisms and corporate self-interest, where
possible, since these are powerful drivers and are likely to produce faster, better results than blunt regulation.
Unlike a tax, where the level needed to achieve the environmental objective is unclear, trading ensures that the
environmental objective is delivered through its overall cap on emissions, with the market determining the cost
of carbon necessary to meet the agreed target.

4.1.2 We welcome the leadership that the EU has shown in this area by establishing the world’s first
international scheme for trading emissions. A full assessment of the eVectiveness of the EU ETS has not yet
been undertaken. Nevertheless, our assessment is that the scheme has worked well to date: functioning as a
market mechanism and sending a clear signal on the value of emissions reductions.

4.1.3 Our views on this issue are informed in part by our own experience: during a recent review of our carbon
management strategy in 2003, the prospect of the introduction of the ETS was an important driver to
establishing our own long-term carbon reduction target. In operation, the scheme has created an important
financial incentive for us to reduce our emissions, and we anticipate that it will continue to do so in future.

4.1.4 It is inevitable that the implementation of such a complex international scheme will entail practical
challenges. Our own experience has highlighted a number of areas where we feel that the workings of the ETS
could be improved. These include the resource implications of administering the scheme, the treatment of new
entrants and the need to ensure equitable treatment of industries in diVerent Member States.

4.1.5 However, these practical challenges can be overcome. They do not alter our fundamental view that
trading is the most economically eYcient and environmentally eVective way of industry addressing its
climate impacts.

4.1.6 We believe that the current system provides a solid foundation for expansion to other sectors and we
welcome the European Commission’s focus on emissions trading as the appropriate policy for aviation’s
climate impacts.

4.2 Why include the aviation sector, and what are the possible costs and benefits to the industry of joining the
ETS?

4.2.1 Aviation has a small, but significant and growing impact on climate change, and BAA believes that this
impact needs to be addressed. We believe that emissions trading is the best mechanism currently available to
policy makers to deal with our industry’s emissions, which is why BAA has taken a leadership role within EU
aviation in pressing for this.

4.2.2 The Intergovernmental Panel on Climate Change estimated that aviation was responsible for
approximately 3.5 per cent of total human climate change impact in 1992. In the UK in 2000, aviation was
responsible for around 11 per cent of the total climate impact (the higher percentage reflecting the UK’s
important role as an aviation hub). However, while aviation’s current climate impact is significant, it is
nevertheless still smaller than the climate impact arising from other sectors of the economy, such as power
generation (29 per cent of UK’s total climate impact in 2000).
1 Article 2, the 6th EU Community Environment Action Programme, adopted in co-decision in 2002.
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4.2.3 Governments at the Johannesburg Sustainable Development Summit recognised that the priority of
meeting key human development needs (such as clean water, food, and sanitation) will rightly use up a
significant proportion of the earth’s environmental capacity. The remaining capacity is available within
developed and developing nations for use by other activities, including industry.

4.2.4 Governments will determine what amount of the available environmental capacity is allocated to
industrial activities, including aviation, but we believe that the market best determines how to reallocate these
allowances between industries. In the EU, Governments have chosen emissions trading as the best market
allocation mechanism.

4.2.5 We believe that there is a powerful case for aviation to take up some of the environmental capacity
available to industrial activities, because of the significant economic and social benefits that aviation generates.
We recognise that aviation will need to take up more than its allocated share of this capacity, given society’s
growing demands for air transport, and given the absence of short-term technological solutions which will
allow a breakthrough in reducing to CO2 emissions.

4.2.6 Participation in the EU’s emissions trading regime will allow aviation to purchase the necessary
additional allowances from other sectors to enable the industry both to continue to grow and meet its
emissions obligations. So while aviation may not be able to cut its own emissions directly, emissions trading
will enable it to fund emissions reductions elsewhere.

4.2.7 Emissions trading will impose additional costs on aviation which will probably lead to higher air fares.
However, we believe that these costs will be lower than the costs imposed by alternative policy measures,
thereby benefiting leisure and business consumers of air transport services. The exact cost to the industry of
joining the ETS will depend on a range of factors including:

— The extent to which the costs can be or are passed on to the passenger;

— Whether the design of the scheme includes only CO2 or also addresses aviation’s “total climate
change impact”;

— Whether the scheme applies to intra-EU or international aviation;

— The level of the cap; and

— How emissions permits are allocated to the aviation industry.

4.2.8 During 2003, BAA convened a major project on emissions trading. Under the guidance of a steering
group representing business, government and non-governmental organisations, expert consultants Oxera
researched the impact of a range of policy scenarios. Their analysis demonstrates that emissions trading can
be a “win-win”, delivering more for the environment at greatly reduced costs to industry.

4.2.9 One scenario was based on 5 per cent emissions growth by 2010 compared to 1990 (ie a 25 per cent
reduction against 40 per cent emissions growth). The cost to the EU aviation industry was estimated at around
ƒ400 million a year. Another scenario was based on 8 per cent emissions reductions by 2010 compared to 1990.
The cost to the industry then increased to around ƒ900 million a year. However, both of these scenarios cost
substantially less than the tax-based alternatives.2

4.2.10 The recent study for the European Commission by expert consultants CE Delft reinforces the
conclusion that emissions trading is the most economical and eVective measure. CE Delft’s assessment of a
scheme that includes only flights within the EU (the most practically-deliverable option in the short term)
estimated the impact on ticket prices to be between ƒ1.3 and ƒ2.6 per return flight.3

4.2.11 BAA believes that the suggested alternatives to emissions trading for aviation would impose higher
costs for lower environmental return. Policy approaches for aviation which aim to cut emissions by reducing
demand, through the mechanism of taxes and charges, are not well targeted, as the revenues which are raised
from such charges flow to Government rather than directly to addressing the impacts. Moreover, when it
becomes clear that such taxes are not having the desired environmental eVect, pressure is brought to bear on
politicians to impose ever higher costs through escalating taxation.

4.2.12 The long-term goal is for aviation’s emissions to be mainstreamed within the global policy framework
to address climate change. The International Civil Aviation Organisation (ICAO) has been asked to identify
how best to achieve that. However, reaching agreement at an international level will take time so we support
regional action at a European level as an interim step. We therefore strongly support the UK Government’s
objective of including intra-EU air services in the EU ETS by 2008 or as soon as possible thereafter, and we
2 BAA has not advocated any of Oxera’s scenarios but has used the analysis to indicate how the costs could vary and to stimulate debate

and thinking.
3 BAA is not advocating any of the three policy scenarios assessed in the CE Delft study. We believe that the optimum selection of design

elements will require further consultation.
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are pleased that the European Commission is engaging seriously and constructively on delivering this. This
will help to bring aviation within the club of climate-responsible industries.

4.3 What are the possible impacts of the inclusion on the international competitiveness of the EU aviation
industry (and its competitive position in relation to other transport modes?)

Impacts on international competitiveness

4.3.1 We believe that all intra-EU flights should be linked with the EU ETS, irrespective of the nationality of
the airline. On that basis, the scheme would not have any significant competitive eVects, since all the flights
on a particular route would be included. This view is supported by the CE Delft study, which concluded that
“none of the policy options considered . . . will significantly damage the competitive position of EU airlines
relative to non-EU airlines”.

4.3.2 CE Delft based its conclusion on two main arguments:

— European and non-European airlines receive equal treatment (which is not the case for other sectors
already covered by the EU ETS); and

— The impact on the size of the home market (which is sometimes cited as a factor that can aVect an
airline’s competitive position) is too small to have substantial eVects on the operating eYciency of
EU carriers.

4.3.3 The long-term goal, and the one that will ultimately eliminate the risk of competitive distortion, is for
aviation’s emissions to be mainstreamed within the global policy framework to address climate change,
through the Kyoto Protocol. However, that will take time and we see EU-level action as an eVective interim
response prior to global action on aviation’s emissions.

Impacts on competitive position in relation to other transport modes

4.3.4 We recognise that an emissions trading regime will result in higher costs for the industry and, depending
on how far those costs are passed on to customers, is likely to result in some increase in ticket prices. It is
possible that this may influence the choice of mode of transport. However, this is only likely to happen on
short-haul journeys, where air travel can be practically substituted. We do not believe that this will have a
significant impact on the competitiveness of the UK or European aviation industry as a whole.

4.3.5 Moreover, we also believe strongly that aviation should receive equitable treatment alongside other
participants in emissions trading and sectors not included in the emissions trading scheme. On that basis, we
would welcome further discussion on the potential for other transport modes to be incorporated into EU/
international emissions trading frameworks.

4.4 What are the costs and benefits to consumers and the environment of including aviation in the ETS?

Consumers

4.4.1 The main consumer benefit is that emissions trading will address aviation’s climate impacts in the most
economical way, minimising the additional costs that consumers will need to bear. It will also provide
reassurance to consumers that the climate impacts of their flights are being addressed and that the revenue
raised by an increase in ticket prices will be invested directly in reducing emissions. In 4.2.10, we highlighted
CE Delft’s estimate that the cost of including intra-EU aviation’s CO2 impacts in the EU ETS as between ƒ1.3
and ƒ2.6 per return flight.

4.4.2 The alternative of using taxes to deter people from flying is, as we have stated, ineYcient. The idea of a
tax has also not found strong public support. In a recent ICM/Guardian poll 61 per cent of UK citizens
disagreed that a tax should be added to airline flights to deter people from flying.

Environment

4.4.3 The environmental benefit of aviation’s participation in the EU ETS is that real emissions reductions
will be achieved. Aviation will be set a limit of allowable emissions and required to purchase permits for any
excess emissions it wishes to make. These permits are only available to the market if other companies make
deeper emissions cuts than required and can sell on their surplus allowances.
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4.4.4 However, BAA recognises that aviation’s impacts on the climate are complex, and that emissions
trading is not necessarily the appropriate solution for all impacts. There are four key climate eVects resulting
from aviation: emissions of CO2 and oxides of nitrogen (NOx), the creation of condensation trails (contrails)
and the potential impact of contrails on cirrus cloud. The IPCC has estimated that aviation’s total climate
impact resulting from these eVects is some 2.7 times that due to CO2 alone. There is a range of uncertainty
around this estimate, and the latest research has revised the estimate of radiative forcing down to 1.9 times the
impact of CO2 emissions, plus the impact of contrails on cirrus clouds, which continues to be very uncertain.

4.4.5 BAA believes that emissions trading is the right policy measure to deal with CO2 emissions, since there
is currently no prospect of a breakthrough technological alternative to burning fossil fuel. And while, in the
future, we also believe that there may be scope to expand the emissions trading scheme to address aviation’s
non-CO2 impacts, there are practical diYculties and scientific uncertainties which mean that emissions trading
may not currently be the most appropriate mechanism for dealing with aviation’s non-CO2 impacts.

4.4.6 The amount by which CO2 emissions can be reduced will be determined primarily by the level of the of
the emissions cap set, both for aviation and for the scheme as a whole. The Oxera analysis shows that a range
of diVerent emissions reductions can be achieved through emissions trading, and that the cost of achieving
those reductions is substantially less than the tax-based alternatives.

4.4.7 CE Delft’s recent assessment of a scheme that includes only flights within the EU (the most practically-
deliverable option) would deliver reductions in CO2 emissions of just under 30 per cent compared to business
as usual emissions in 2012.4

4.4.8 In terms of non-CO2 impacts, there are other measures that may be more appropriate than emissions
trading, and there is wide agreement that further research is needed in order fully to understand the scale and
nature of these non-CO2 impacts, especially in relation to contrails and the impact of aviation on cirrus clouds.

4.4.9 Technological development will have a critical role to play in addressing aviation’s non-CO2 impacts.
Manufacturers have already delivered significant improvements and will continue to do so with each new
generation of aircraft. For example, the European manufacturing industry has set itself the goal of producing
aircraft by 2020 that emit 80 per cent less NOx than those which came into service in 2000.

4.4.10 In relation both to NOx and contrails, it might be possible in the long-term to reduce impacts through
advanced air traYc management, ie routing aircraft to avoid climate-sensitive parts of the sky, where contrails
would otherwise be produced. Eurocontrol is currently conducting a joint project with the European Space
Agency to assess the feasibility of this. In addition, the EU’s SESAME project is setting out a technological
roadmap to support the proposed Single European Sky, and BAA believes that this project should include an
assessment of how ATM improvements can deliver environmental benefits. However, we acknowledge that
this remains a complex area with many uncertainties.

4.4.11 We have stated that it may be possible to integrate non-CO2 impacts into the EU ETS in the future,
but we believe that this could only be done if each impact is separately and directly integrated. It would be
counter-productive simply to apply a CO2 multiplier to account for aviation’s non-CO2 impacts (whereby
aviation would have to acquire, say, two permits for every unit of CO2 emitted) as this risks encouraging an
undue focus on reducing CO2 emissions, at the expense of increasing NOx emissions, where there are known
technological trade-oVs. There is also the issue that the metric used to measure NOx and contrail/cirrus cloud
impacts (radiative forcing) is not compatible with the metric used in the EU ETS (Global Warming Potential).

4.5 At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

4.5.1 The UK Government’s policy is to “press for the inclusion of intra-EU air services . . . with a view to
aviation joining the scheme from 2008, or as soon as possible thereafter”.

4.5.2 There are several practical issues to resolve before aviation can be incorporated. However, we believe
that these issues can be overcome and that integration of intra-EU flights within the EU ETS is deliverable by
2008 or soon thereafter.

4.5.3 One particular issue that has an impact on timing is the distribution of allowances to the industry. Kyoto
is based on trading in allowances to emit CO2, so-called “Assigned Amount Units” (AAUs). Since aviation
falls outside Kyoto, there are no AAUs to back emissions from aviation. To address that issue, we have
proposed the partial integration of aviation’s CO2 emissions within the EU ETS from 2008, meaning that
aviation can only buy emissions allowances from the open EU trading market, but not sell to that market. We
believe that full integration of aviation, whereby aviation can buy and sell permits would then be deliverable
by 2013.
4 The CE Delft analysis takes 2004 as its baseline for emissions, so the reductions achieved are not fully comparable with the Oxera results.
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4.5.4 The recent CE Delft study also addressed in detail this issue of interplay between the Kyoto Protocol
and the EU ETS and identified a range of possible solutions that would permit aviation’s inclusion before
2013. The overall conclusion of the CE Delft study was as follows:

“The introduction of emissions trading for the aviation sector, most immediately in respect of its CO2

emissions . . . does not appear to pose many challenges that have not already arise in the context of
the existing EU Emissions Trading Scheme. This suggests that emissions trading is a policy option
that can be considered alongside other policy instrument to tackle the climate impact of aviation”.

4.6 What other economic or regulatory mechanisms exist to encourage reductions in CO2 emissions from the
aviation sector and how eVective might they be compared to emissions trading.

4.6.1 The use of other economic instruments to address aviation’s climate impacts has been debated. Some
stakeholders suggest a substantial revenue-raising EU charge for aviation’s CO2 emissions. A 2002 study by
consultants CE Delft for the European Commission estimated that to achieve 13 per cent CO2 emissions
reductions against 2010 business-as-usual projections would cost ƒ8,600 million a year, significantly more
than the ƒ400–ƒ900 million a year estimated by CE Delft for emissions trading. BAA opposes this policy
approach, both because of the punitive costs that it would impose on EU aviation, and because half of the
environmental benefit would only arise as a result of taxing away demand, with negative economic and social
consequences.

4.6.2 Other stakeholders suggest that a revenue-neutral EU charge could address the climate change impact
of aviation’s CO2 emissions, whereby greener airlines are net beneficiaries and dirtier airlines are net
contributors. BAA believes such an approach could have a part to play but we do not believe that it would be
eVective on its own its own, because, under this approach, aviation’s CO2 emissions would continue to grow.
However, we believe this option should be kept under review for aviation’s non-CO2 impacts. We have already
introduced revenue-neutral NOx charges at some of our airports, to incentivise the use of cleaner aircraft and
help address local air quality issues.

4.6.3 However, BAA would support a moderate en-route emissions charge if the revenues were hypothecated
specifically to fund research into the non-CO2 impacts of aviation.

Stephen Hardwick
Director of Public AVairs, BAA plc

16 September 2005

Memorandum by Environment Agency

Summary

This memorandum presents the Environment Agency’s views on the inclusion of aviation in the EU Emissions
Trading Scheme:

— The EU’s long-term climate change policy objective is a maximum global temperature increase of
2)C over pre-industrial levels. (This is likely to mean a 70 per cent reduction in greenhouse gases on
1990 levels.) Therefore reduced emissions are needed to meet Government and EU targets.

— While the EU’s total greenhouse gas emissions fell by 5.5 per cent from 1990 to 2003, carbon dioxide
emissions alone from the international aviation of the 25 Member States of the European Union
increased by 73 per cent in the same period. Without policy intervention, the growth in emissions is
expected to continue in the coming decades. (Delft, July 2005).1

— Since January 2005 the EU ETS has provided a cost-eVective method for Member States to achieve
reductions in greenhouse gas emissions in certain industries, and such an economic instrument
provides a mechanism to deal with CO2 emissions from aviation. However, the mix of policy options
adopted should tackle the full range of aviation’s environmental impacts, including the other global
atmospheric impacts.

— Time-scales for the inclusion of aviation in Phase II of the EU ETS are tight, and a number of diYcult
policy decisions will be required.

1 Giving wings to emissions trading: Report for the Environment Commission, DG Environment. Delft, July 2005.
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1. Introduction

It is one of the UK’s EU presidency priorities to include aviation in the EU ETS by 2008. Research by the
Commission, published in July 2005, appears to be coming down in favour of including the sector in the
scheme. We strongly support this.

The advantage of emissions trading is that it guarantees the desired environmental outcome in a way that other
instruments, such as charges, do not. It ensures that the emissions reductions required to achieve a particular
environmental outcome take place in as cost-eVective a manner as possible.

The Environment Agency is the competent authority responsible for the Emissions Trading Scheme in
England and Wales. We also manage the allocation of allowances to new installations entering the scheme and
administer the EU ETS trading Registry for the UK.

2. EU Emissions Trading Scheme

2.1 Background to the scheme

The EU ETS is the world’s first large-scale greenhouse gas trading programme, covering all 25 EU Member
States. It requires operators of installations carrying out the specified activities to hold a permit, which allows
the installation to emit a certain amount of CO2.

Allowances for each installation are set at a national level in a National Allocation Plan (NAP). Each NAP
must be approved by the Commission to ensure that they meet a number of criteria, including that they are
consistent with each Member State’s emission target under the Kyoto Protocol.

The number of allowances allocated to an installation eVectively places an upper limit on the number of tonnes
of CO2 that that installation can emit free of charge. If an installation emits more CO2 than it has allowances
for in any calendar year, its operator will need to buy additional allowances from companies that have
allowances to spare, ie their installations will have emitted less CO2 than they had allowances for. In this way
a market in CO2 is created.

The scheme is currently in its infancy, and will take time to mature. Phase I of the scheme runs from 2005–07,
with Phase II commencing in 2008 (to coincide with the first Kyoto commitment period) and running until
2012. Phase III will run from 2013–18.

2.2 Experience to date

To date there are around 1,050 installations permitted under the EU ETS in the UK, with the overall value
of the National Allocation for 2005–07 amounting to some £11–12 billion.

In addition to permitted operators there are numerous traders and brokers actively trading in carbon
allowances via the EU ETS Registry.

2.3 Expansion of the scheme

Emissions trading is a fast-moving and developing area of policy. Phase II is due to commence in 2008 and
expansion of the scheme is currently under consideration. This could potentially mean the inclusion of
additional CO2 sources from new industry sectors. At this stage, it is considered unlikely that additional non-
CO2 greenhouse gases will be incorporated into Phase II.

3. Inclusion of Aviation

3.1 Aviation emissions

While the EU’s total greenhouse gas emissions fell by 5.5 per cent from 1990 to 2003, carbon dioxide emissions
alone from the international aviation of the 25 Member States of the European Union increased by 73 per cent
in the same period.

The global warming impact of aviation is three times greater than that of the equivalent amount of ground
level emissions of CO2 therefore the wider climate change impacts of aviation must also be considered (RCEP,
2002). Aviation emissions also include oxides of nitrogen, which contribute to ozone formation at cruise
altitudes.

Even if CO2 emissions from aviation are included in an international trading scheme, emissions such as
nitrogen oxides and water vapour may be best dealt with by an EU charge, because the eVects of these
emissions are felt regionally. The EU has previously suggested an EU wide environmental charge (levy) on
aircraft emissions if no action was taken internationally to reduce aircraft emissions (1999 Communication
on Air Transport and Environment). Using mechanisms like emissions charges and fuel taxation as flanking
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instruments could be an attractive way of mitigating non-CO2 climate impacts, rather than trying to deal with
them within the EU emissions trading scheme (Delft, July 2005).

3.2 Considerations for inclusion of aviation

The environmental benefits in terms of the size of the CO2 reduction which can be achieved will depend on the
geographical scope and design of the scheme for aviation. The incentive to reduce emissions will depend on
the change in an aircraft operator’s marginal costs associated with the production of 1 additional tonne of CO2

and the amount of emissions for which allowances can be surrendered. There are a number of policy issues
that will need to be addressed in the design of a trading scheme for aviation, as follows.

Allocation methodologies

How should allowances be allocated to the aviation sector ie at an EU or Member State level? And how should
allowances be apportioned between participants? The current scheme requires Member States to set a national
cap on allowances, which are then distributed between participants via “grandfathering”, which takes into
account historical emissions. However, this method of allocation favours the bigger polluters, and therefore
it is preferable to use benchmarking criteria or auctioning of allowances. These issues are currently being
considered for Phase II of the scheme, and will need to be given careful consideration for the aviation sector.
Harmonisation of methodologies across the EU is highly desirable.

Competitiveness

Impacts on international competitiveness must be considered, and it has been suggested that carriers that fly
wholly within the EU would be disadvantaged relative to carriers that also have intercontinental flights. It has
also been suggested that the budget airlines will be more significantly aVected than the larger airlines. This is
because their customers are more likely to be tourists (rather than business passengers or freight) who tend to
be more price-sensitive.

Airlines tend to operate on tight margins, and so have a limited ability to absorb any increase in costs without
passing them on to the consumer. This is more of a problem for low cost airlines, as they cannot shift price
increases on to business class passengers, but must pass the increases on to leisure class ticket prices and then
face the resulting fall in demand (Trucost, 2004: Emissions Trading and European Aviation).

However, it is unlikely that unconstrained demand for aviation can continue without it eventually
undermining broader emission reduction policies and the recent Commission report suggests that the scheme
could be designed such that participants should not be significantly disadvantaged. The geographical scope
of the scheme, definition of trading entity (ie whether aircraft operators, airport operators, aircraft
manufacturers, fuel suppliers) and allocation methodology are likely to be key influencing factors in this.

Aviation is considered to be less vulnerable to distortion than other industry sectors, as the “product” ie
transport, is geographically bounded in that passengers/freight tend to have relatively fixed origins (and to a
certain extent destinations) and there is therefore less incentive to go outside of these. Further, the air transport
market is already regulated by bilateral service agreements that limit competition from airlines outside the EU.

Cost to the industry and consumers

The cost to the industry would depend on the size of the cap for allowances allocated to the aviation sector
and on the way those allowances were distributed between participants. If a “grandfathering” approach were
taken, with allowances issued for free, then costs to participants would be much lower than if they had to
purchase their allowances in an auction.

Recent analysis (Delft, 2005) suggests that the potential increase in ticket prices due to operators passing
increasing costs through to customers could be small (as little as ƒ0.2–9.0 per return flight) depending on the
design of the scheme.

Monitoring of emissions

Robust monitoring and reporting of emissions is fundamental to the credibility of any emissions trading
scheme. Monitoring of fuel use during aircraft flights is already undertaken, and therefore CO2 emissions
could be calculated based on the carbon content of the fuel used.

3.3 Feasibility of inclusion

The UK Government’s stated deadline for inclusion of aviation in the EU ETS is 2008, at the start of Phase II.
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The EU ETS Directive mandates a review in 2006 with proposals for expansion—this provides an opportune
time to consider the inclusion of aviation. The European legislative process can, however, be time consuming,
so if 2008 were not achieved, then it is possible to include it mid-Phase II, but consideration would have to be
given to the impact on the existing EU ETS. The scheme was phased to give industry a degree of certainty—
to introduce a new sector mid-phase could disrupt the market and may draw objections from industry.

Furthermore, the National Allocation Plans (NAPs) for Phase II must be submitted to the Commission by
July 2006. Even if the Commission manages to amend the Directive to include aviation including the sector
in the NAPs will be diYcult, given the time-scales involved.

3.4 Alternative approaches

Regardless of agreement for inclusion in the EU ETS, the UK could show leadership and opt-in flights within
the UK to its own 2nd phase National Allocation Plan after 2008. This would give credibility to the UK case
for the EU-wide proposal; contribute to UK Kyoto commitments, which includes emissions from internal
flights; and demonstrate the technical feasibility of bringing in aviation.

If no way can be found of covering aviation in the emissions trading proposals by 2008, then other measures,
eg an increase in Air Passenger Duty or an EU-wide emissions charge, could be introduced. Using mechanisms
such as emissions charges and fuel taxation, as flanking instruments is also an option for addressing the non-
CO2 impacts of aviation.

4. Conclusions

Without policy intervention, the growth in emissions from aviation is expected to continue in the coming
decades. The EU ETS is one of the few mechanisms available to tackle emissions from aviation and its
inclusion in the EU ETS also helps to ensure that the burden of reducing emissions is more evenly spread.

The introduction of emissions trading for the aviation sector does pose some specific challenges with the
development of the detailed rules for implementing the scheme, however many of these issues have already
been tackled during development of the existing scheme. We realise that the proposed time-scales are
extremely diYcult, but this should not be used as an excuse for delaying action.

23 August 2005

Supplementary Memorandum by Environment Agency

Introduction

Further to the briefing presented by the Environment Agency on 10 October 2005, this paper provides
additional information to assist the Sub-committee in its inquiry into the merits of including the aviation
sector in the EU Emissions Trading Scheme (EU ETS).

1. Operation of the Scheme

The EU ETS operates by creating a market for carbon. Operators of installations participating in the scheme
are allocated a fixed number of allowances which allow them to emit carbon dioxide (1 allowance % 1 tonne
of CO2). If an operator does not have suYcient allowances to cover the CO2 they emit in any one year then
additional allowances can be purchased from those who have allowances to spare—ie from installations which
emit less CO2 than they have allowances for.

Allowances are traded in the Emissions Trading Registry, however any exchange of money pertaining to the
trade is either undertaken privately between the operators who wish to buy or sell allowances, or via a broker
or exchange. Allowances can be traded between any operators in any industry sector, so those who can reduce
their emissions can benefit from sale of their allowances.

The National Allocation Plan (NAP) containing operator allowances is set at the beginning of each phase and
is fixed for that phase in order that operators know how many allowances they will receive. However, the
actual allocations are made on an annual basis.

Emissions trading is an environmental regulation, not a tax. There are diVerences in that a tax sets the financial
incentive, and lets this determine the environmental benefits. Emissions trading sets the environmental
objective, and allows the market to determine the financial incentive. Furthermore, if allowances are given
away for free (as they were in EU ETS Phase I), then there is no initial cost to industry.
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To calculate the number of allowances for each sector for Phase I (the sector totals), Government used
emissions projections from DTI’s updated energy and emissions model. This involved taking historic data for
the sector and applying the model’s growth rates to calculate the expected emissions in the first phase for that
sector. Allowances were then apportioned between installations within each industry sector.

Phase II

Decisions have still to be made on the allocation methodology for Phase II. A public consultation exercise
closed in September 2005 and the responses are currently being considered by Government.

Secondary Markets

Secondary markets in carbon do exist, with a number of brokering firms and exchanges already established
which allow trading in futures. These exchanges facilitate trading in gas, oil, electricity etc. as well as carbon.
Examples include Eurex, the European Climate Exchange and EXAA (Austrian energy exchange).

Shortfalls and Penalties

Where an operator fails to surrender suYcient allowances to cover the CO2 emitted in any calendar year, a
civil penalty is levied and the names of operators who breach the surrender requirements must be published.
For Phase I of the scheme this penalty is ƒ40 per excess tonne of CO2, increasing to ƒ100 in Phase II.
Operators are also required to make up the shortfall of allowances in the following calendar year. It is not
therefore possible for operators to simply pay the fine rather than purchase allowances from others.

Another option which will be available to help operators to meet their targets is the use of emission reduction
credits. These allow participants to invest in greenhouse gas reduction projects and gain credits for reductions
made elsewhere rather than reducing their own emissions. These credits can then be converted into allowances
and used to meet their obligation. This aims to reduce the compliance costs for UK companies by providing
them with alternative ways of meeting their emissions targets.

It is entirely possible that some operators will choose to sell their allowances, rather than continue operating
and investing in abatement technology, particularly if the price of carbon increases and the cap is tightened
in Phase II.

2. Inclusion of Aviation

There are many decisions to be made on how aviation might be incorporated into the emissions trading
scheme. Much depends on how the scheme is designed.

If all flights leaving the EU were included in the scheme, then there is theoretical potential for airlines to alter
flight routes so that they make shorter qualifying journeys (eg by stopping at an airport just outside the scope
of the system en route to a long-haul final destination). However, other considerations (such as additional take
oV and landing charges, slot allocation and fuel burn/cost) are likely to limit this in practice. The costs of an
intermediate landing would probably outweigh the cost savings of avoiding payment of allowances (CE
Delft, 2005)

If the cap is set at a challenging level, including aviation in EU ETS will drive trading prices up because the
industry will be net buyers. It will also attach an escalating future cost to carbon because of the expected
expansion of the industry within a capped regime. EU ETS will therefore either provide the strong market
signal to prompt new technology and fuel changes in aviation, or bridge to another, future, mechanism. The
current alternative—aviation tax, or fuel duty, could add cost without driving down carbon emissions.

Aviation could be introduced mid-Phase II as a new entrant, however the New Entrant Reserve is designed
to accommodate predicted levels of new entrants from existing sectors. If this approach were adopted, the
impact on allowance prices would have to be carefully considered. It may be more appropriate for aviation to
have a separate allocation.
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Aircraft Emissions

Monitoring of emissions from aircraft is another issue which must be considered since accurate monitoring
and reporting are fundamental to the credibility of any trading scheme.

The 1996 Intergovernmental Panel on Climate Chance (IPCC) Greenhouse Gas Inventory Guidelines includes
two methods for determining emissions. Tier 1 is based on fuel consumption (ie an emissions factor multiplied
by the fuel consumption—this is very accurate for carbon emissions). Tier 2 is based on Landing and Take
OV (LTO) cycles. There is a further way that is being considered in updated IPCC guidance, Tier 3; which
would be based on flight movement data such as that available from Eurocontrol.

Emissions factors are already used in the existing EU ETS for other industry sectors. For aircraft these could
be aggregated on a national or fleet basis. It could also be calculated on an individual aircraft basis (or aircraft
type)—the International Civil Aviation Organisation has an emissions databank that has emissions factors
for a wide range of generic aircraft types.

3. Performance of the UK and other Member States

There is a considerable amount of work underway to harmonise the implementation of the Directive across
Member States. Much of this is co-ordinated by the European Commission, which also publishes guidance to
Member States on a number of implementation issues. In addition, Member States are co-operating to share
best practice and improve harmonisation.

Article 21 of the Emissions Trading Directive (2003/87/EC) requires all Member States to submit to the
European Commission a report on the application of the Directive. The report must may particular attention
to allocation of allowances, operation of registries, application of monitoring and reporting guidelines,
verification and issues relating to compliance with the Directive. The Commission is required to review all
submissions and publish a report on its findings.

26 October 2005

Memorandum by Friends of the Earth

Has the emissions trading scheme worked well so far, and does the the current system provide a solid foundation for
expansion to include other sectors of industry?

1. Friends of the Earth welcomed the introduction of the EU emissions trading scheme (ETS) this year and
believe that it potentially represents a real opportunity to help the UK and EU meet a portion of its Kyoto
obligations. The first Phase of the scheme, from 2005–07, was designed to be a pilot phase to introduce
companies to the concept and operation of emissions trading and enable organisational learning to take place.
This borne in mind, Friends of the Earth nonetheless believes that targets and implantation mechanisms were
not strict enough—a hindrance to both the environmental eVectiveness of the scheme and also the ability of
genuine organisational learning to take place.

2. Of primary concern were the caps outlined in National Allocation Plans (NAPs) for Member States. A
recent report from the Centre for European Policy Studies1 stated that the European Commission (EC) has
not had enough powers to rein in the almost universally over-generous allocations—and indeed the Directive
deliberately allowed for a high level of diVerence in the way that Member States implement the scheme at
home. This has led to the real danger of a “race to the bottom” on the grounds of competitiveness, hindering
the ability of an individual state to implement the scheme in a progressive way, and endangering the ability of
states to meet either their Kyoto or their own more progressive national targets. In the UK, for example, heavy
lobbying on the grounds of competitiveness2 resulted in the submission of a very unambitious NAP, despite
the Government’s self-stated and challenging target to reduce emissions of carbon dioxide by 20 per cent of
1990 levels by 2010.

3. Also, the first phase of the ETS saw allowances allocated to companies for free on the basis of their
historical emissions (so-called “grandfathered” allocations). If the ETS is to succeed environmentally in
internalising the costs of carbon emissions, the “polluter pays” principle must be implemented and companies
must be forced to pay for the permits that they will use. The current arrangement actively rewards those
1 CEPS, “Reviewing the EU Emissions Trading Scheme: priorities for short-term implementation of the Second Round of Allocation:

Part 1”—7 July 2005.
2 For example, the CBI: “There is a risk to UK competitiveness of other EU countries imposing less challenging emissions targets on

their industries compared with British firms”—http://www.cbi.org.uk/ndbs/positiondoc.nsf/1f08ec61711f29768025672a0055f7a8/
5578C93D1D77F13580256E7B004D0F64/$file/natallocationoVresp0304.pdf
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companies that have been heavy polluters in the past, and penalises those that may have taken pro-active
action to reduce emissions prior to the scheme coming into operation. There is provision within the Directive
for up to 10 per cent of allowances to be auctionable in Phase II, and we have been calling for the UK to take
up this allocation and use it exclusively in the power sector—with revenue recycled into developing low-carbon
technologies such as Carbon Capture and Storage (CCS). At the very least we wish to see allowances allocated
on the basis of industry benchmarks. In the longer term we believe a shift to 100 per cent auctioning is essential.

4. It is vital that these problems are addressed across all Member States. Allocation methodologies and NAPs
must be harmonised to prevent the lowest common denominator dictating to the rest of the market what
environmental action can be taken. At present the price of carbon—although having risen since the market’s
commencement—is still very low, and nowhere near the Treasury’s stated “social cost” of carbon of
approximately ƒ70/tonne of carbon.3

5. Another problem with the EU ETS system lies in the fact that credits from overseas projects can be used.
This means that between now and 2008 the EU is unlikely to deliver significant reductions at home, despite
the fact that an enormous potential for reductions exists. Friends of the Earth are calling for a block on the
usage of these Clean Development Mechanisms (CDM) in the next phase of the ETS in order to encourage
action domestically.

Extension to other sectors of industry

6. If correctly designed there is no reason why any sector of industry could not be included within the EU
ETS. Practically it would be relatively easy to include aircraft as large point sources of emissions as they are
equivalent in scale to many of the installations already covered by the Directive. Road transport could also
be brought into the ETS, although this is potentially much more diYcult. To ease administrative complexity
the allowances should be allocated as high up the distribution chain as possible—so in this case, producers
rather than consumers would fall within the ETS.

7. However, as outlined above and in the rest of our submission, Friends of the Earth do not believe that the
EU ETS as currently configured could cope with the addition of aviation. As the industry is relatively sheltered
and will be a high net buyer of permits, there would be heavy knock-on eVects on other sectors. The inherent
problems in the current operation of the EU ETS must be addressed first.

Why include aviation in EU ETS?

8. Aviation emissions are increasing rapidly and could become the primary source of climate changing
emissions in the UK and EU if current growth trends continue. A report published recently by the Tyndall
Centre for Climate Change research4 found that under a contraction and convergence policy designed to meet
a 450ppm CO2 stabilisation target, the EU and UK’s entire carbon budgets could be used up by aviation before
2040 if current growth trends continue.

9. The report also concluded that there are no technological developments before 2050 that will significantly
cut aircraft emissions from individual aircraft so some kind of economic measures to restrain demand are
essential if the necessary cuts in emissions are to be achieved to minimise dangerous climate change.

10. ETS is one of the policy mechanisms available but its adoption shouldn’t preclude the use of additional
flanking instruments to fully internalise the costs of aviation’s environmental impacts and address the historic
and unjustified tax exemptions that the industry benefits from. It is also essential that any mechanism(s)
adopted are environmentally eVective and reduce or at the very least stabilise emissions from the sector.

11. However, bringing aviation into the existing EU ETS could undermine the integrity of that scheme
because aviation is a rapidly growing, sheltered sector and very likely to be a net purchaser of carbon credits.

Aviation is a sheltered sector for two reasons:

(i) It cannot be imported or exported, unlike say a steel plant which could be vulnerable to competition
from a similar plant outside of the EU and therefore not included in the ETS. A flight from London
to Frankfurt cannot be exported to Asia; and

(ii) The air transport market is highly regulated by bilateral air service agreements that limit competition
from outside the EU.

3 Clarkson and Deyes, 2002: “Estimating the social cost of carbon emissions”—http://www.hm-treasury.gov.uk/media/209/60/SCC.pdf
4 “Growth Scenarios for EU & UK Aviation-contradictions with climate policy”—Friends of the Earth May 200, report and summary

at: http://www.foe.co.uk/campaigns/transport/news/tyndall–launch.html
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12. Therefore, the inclusion of aviation in the EU ETS could push up the price of credits to other non-
sheltered sectors to a politically unfeasible level. Friends of the Earth therefore recommends that other more
vulnerable sectors are protected by providing a dedicated aviation ETS linked through a controlled “buy only”
gateway to the existing ETS. This dedicated ETS would have its own caps and targets.

What are the costs and benefits to the aviation industry of bringing the sector into the EU ETS?

13. Some of the aviation sector accepts that “the game is up”, as the industry has long had a free ride on tax
free fuel, and that it is inevitable that economic measures will be introduced with the aim of tackling the
sector’s rising CO2 emissions. Earlier this year Mike Clasper from BAA said “I don’t believe a future exists in
which aviation can get away scot free, without fully accounting for our growing impacts on climate change.”
Several key players in the industry have expressed enthusiasm for ETS because they see it as a sophisticated
economic mechanism that will allow growth to continue at current rates —especially in light of experience of
phase one of the ETS which other sectors have lobbied hard to achieve generous permit allocations and caps
that have barely reduced emissions. Whatever economic measure(s) is/are introduced they must have the
principle aim of making aviation play its part in meeting climate change targets.

14. Friends of the Earth within a coalition of EU Environmental NGOs has adopted seven key tests/
conditions for European aviation climate policy:

It should:

(i) Incorporate environmental objectives in line with current (Kyoto "8 per cent by 2010 from 1990)
and future (ie 30 per cent in EU by 2020 from 1990) EU climate targets;

(ii) Recognise that aviation is a sheltered sector, and hence be more ambitious than climate policy for
“exposed” sectors;

(iii) Cover the full climate impact of aviation, as CO2 alone accounts for just 25–50 per cent;

(iv) Encompass the widest possible geographical scope. Namely: emissions in EU airspace plus the
remaining emissions from flights departing the EU to third countries;

(v) Comply with the “polluter pays” principle (ie all emissions should be paid for) and thereby help to
create “double dividends” whereby revenues can be used to reduce labour taxes or boost innovation;

(vi) Help to correct historic tax exemptions; and

(vii) Significantly reduce the EU’s oil dependence.

What are the possible impacts of the inclusion on the international competitiveness of the EU aviation industry (and
its competitive position in relation to other transport modes)?

15. Incorporation of aviation into the EU ETS is likely to have very little impact on its competitiveness.
Particularly if a route based scheme with the widest possible geographical scope is chosen—this is because all
carriers (whether EU or non-EU based) will be subject to the ETS on any given route.

The recent CE Delft study5 found:

— For airlines, little impact on the competitive position of EU carriers or their profit margins;

— For airports, little prospect of market distortion because of airlines dependence on slots and very
little prospect of hub airlines moving to outside of the EU; and

— For tourism, negligible impact on the attraction of the EU to tourists from outside.

In relation to other transport modes, aviation has long benefited from tax exemptions that provide it with a
competitive advantage over other transport modes particularly road transport.

In particular:

— no tax is applied to aviation fuel; and

— no VAT (in UK and several other EU countries) is applied to any aspect of aviation including aircraft
purchase and servicing.

Depending on its design an ETS and flanking instruments could go some way to addressing this market
distortion thereby creating a more level playing field between modes and aviation and other sectors.
5 “Giving Wings to Emissions Trading”—CE Delft July 2005.
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What are the costs and benefits to consumers and the environment of including aviation in the ETS?

16. The Tyndall report found that emissions from forecast aviation growth taking into account the limited
technological improvements expected before 2050 will render UK and EU targets to reduce carbon emissions
virtually unachievable. It is therefore imperative that eVective climate policy for aviation results in ticket price
increases, or at the very least in stabilisation of prices (rather than allowing them to continue to fall) to reduce
growth in demand. Price increases will be an inevitable consequence of bringing aviation into a credible EU
ETS designed to achieve carbon reduction targets. The increased cost of air travel for consumers can be
mitigated though other measures, such as increased investments in other modes of travel, such as the European
rail system.

17. In reality, CE Delft calculated that ETS would have a relatively minor eVect on ticket prices, an increase
of between ƒ0.2 and ƒ9 for a return flight. However their calculations are based on the following assumptions:

— 2008 base line year;

— Grandfathering of permits in some scenarios; and

— CO2 allowance price of either ƒ10 or ƒ30 per tonne.

18. All of the above will result in a reduction of costs compared to a more rigorously designed ETS designed
to be compatible with Kyoto targets.

19. It is inevitable that any eVective policy to tackle aviation’s climate impact will result in prices rising or at
the very least stabilizing instead of falling as they are predicted to do.6

20. One possible side eVect of incorporating aviation into the ETS could be price rises for other products and
services, particularly energy. Without the protection of a dedicated aviation only ETS, other industries would
be competing with a sheltered sector which is a net buyer with very high carbon abatement costs. In an ETS
with a rigorous and declining overall cap this could result in substantial increases in the cost of carbon permits.
This is why Friends of the Earth believes that a dedicated aviation-only ETS is essential.

21. The environmental eVectiveness of ETS will depend entirely on the design details of the scheme. A scheme
with rigorous caps, auctioned permits and flanking measures to include the full climate impact of the sector’s
emissions could be very eVective. (See page 14 for our recommendations for EU aviation and climate policy).
In contrast, a grandfathered scheme with generous allocation based on “business as usual” would have
negligible environmental impact.

At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

22. The UK Government has expressed its desire to see aviation incorporated in the EU ETS in 2008 “or as
soon as possible thereafter”. At the time of writing (September 2005) the EC has yet to produce its
Communication on its preferred policy option and the issue won’t be discussed at European Council until
December 2005. Environment Commissioner Dimas said in June 2005 that it would more likely be 2012 at
least:7 There is also considerable disagreement between nation states about the best policy option and in some
cases a reluctance to do anything.

23. On this basis we can expect at least a further three to seven years of rapid unchecked growth in emissions
from the EU aviation industry. This is incompatible with the urgent need to tackle climate change. The UK
Government stated in 1998 that aviation should pay for its environmental Impacts8: in 2002 the DfT estimated
these at £1.5 billion per year9 yet the only tax on aviation, Air Passenger Duty (APD) raises just £800 million
per year. At the very least the UK Government should honour its 1998 White Paper commitment and increase
APD so that it internalises the cost of Aviation’s environmental impacts. APD could be increased relatively
quickly and decreased again when a more sophisticated policy measure (such as EU ETS) is available.
6 “The Future of Air Transport”—DfT 2003, uses passenger growth figures based on the assumption that fares will fall at 1 per cent per

year “which is a lower reduction than the historic trend over the last 30 years and more.”
7 Statement by Stavros Dimas Environment Commissioner as reported in media June 2005, see:

http://www.planetark.com/dailynewsstory.cfm/newsid/31050/story.htm
8 Transport White Paper—DETR 1998.
9 “Aviation and Global Warming” DfT 2003.
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What other economic or regulatory mechanisms exist to encourage reductions in CO2 emissions from the aviation sector,
and how effective might they be compared to emissions trading?

24. The Commission has examined the options of kerosene tax and an emissions charge as mechanisms to
control the climate emissions from the sector. There is clear evidence that direct taxes or charges would curb
demand and therefore emissions. The incentive to move to cleaner technology would also remain through the
higher price of fuel and/or charge for emissions. In 2003 the Department for Transport (DfT) re-ran its
passenger forecast computer model with diVerent assumptions, the results were dramatic: they showed that
gradual introduction of kerosene tax and VAT together with removal of APD and Duty Free would have a
huge impact on demand, reducing the 2030 passenger forecast from 476 million to 315 million a 54.6 per cent
cut compared to unconstrained growth from 180 million in 2000. It would also only result in a small increase
in ticket prices instead of the predicted fall.10

25. In summary, there are several reasons why the UK, other Member States and the EU should take other
action on other measures, irrespective of any progress on EU ETS:

— An aviation ETS is some years away and the increasing climate impacts of aviation requires urgent
attention;

— Bringing aviation into the ETS may not obtain suYcient support from the 25 Member States, so a
“plan B” is required and should be worked on in tandem with ETS; and

— Exemption from kerosene tax (described by the DfT as “an anomoly”) needs to be addressed, in any
case in the interests of fair competition between sectors, particularly within any future ETS.

Richard Dyer
Aviation Campaigner

15 September 2005

Letter from M J Smith, Manager Commercial and External Affairs, Monarch Airlines Limited
to Sub-Committee B

Monarch Airlines Limited thanks Sub-Committee B for the opportunity to submit evidence to the inquiry.
We have pleasure in putting forward our views in answer to the questions raised in the call for evidence.

Has the emissions trading scheme worked well so far, and does the current system provide a solid foundation for expansion
to include other sectors of industry?

We do not believe that we are suYciently au faitwith the current scheme to make comment on its performance
so far. However, in order to admit aviation, amendments would be required to the existing structure to avoid
aviation being disadvantaged.

Kyoto does not take account of international aviation emissions, and the existing ETS has not been designed
with an allowance for aviation in mind. As a result trading could be restricted to the disadvantage of aviation.
All existing industries in the ETS have equal access to the trade allowances of other sectors in the scheme, it
would be necessary that aviation also be allowed equal access.

We are also uncertain as to whether the current scheme takes account of prior investment in technology. We
believe this is an important issue that would need addressing in order to minimise distortion to competition
as far as possible.

Why include the aviation sector, and what are the possible costs and benefits to the industry of joining the ETS?

It is accepted that whilst aviation is currently a small producer of CO2, it is growing at a greater rate than
technological development can oVset, this net increase will need to be addressed. We believe trading may oVer
the best solution to the problems of carbon emissions to both industry and the environment of the planet as
a whole. It should make a positive reduction to global emissions (subject to the design of the scheme) at the
lowest cost possible to industry and its clients.

The current cost of CO2 at circaƒ23 per tonne would work out at an average across our total network of ƒ4.50
per boarded passenger. Unfortunately, we do not currently have the ability to precisely identify solely intra-
EU fuel consumption but an estimate using our average sector length results in a cost of something in the order
of ƒ3.30 per boarded passenger. This of course will fluctuate, the price of traded CO2 varied during a two
week period of July 2005 for example between ƒ19 and ƒ29 per tonne. Additionally, there is likely to be a
10 As reported in “Hidden Cost of Flying” Brendon Sewill 2003, see: http://www.aef.org.uk/downloads/HiddenCost.pdf
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labour cost in administering the scheme although this should be relatively small in relation to the cost of
CO2 trading.

We feel the benefits are best explained by approaching the question from the opposite direction and ask, “what
are the disadvantages to the industry of not joining the ETS?”

Apart from carbon oVsets, which may well have a part to play, the only alternative to ETS that presently
appears to be under serious consideration is that of taxation. We believe this is a crude tool, which without
hypothecation will not make any direct positive impact on the control of CO2. Further the level at which it
might be applied is more likely to be an arbitrary figure, not necessarily related to the environmental cost.

What are the possible impacts of the inclusion on the international competitiveness of the EU aviation industry?

This is likely to be a function of how widely the scheme is enforced. The fairest possible way would be to
include all aviation through a worldwide agreement. However this looks politically unlikely and more
realistically a “restricted” start encompassing intra-EU flights only appears to be the current expectation.

Inevitably this would cause some distortion in competitive position due to increased cost for intra-European
operations. In comparison to the situation existing prior to X implementation of an intra-European ETS,
carrier A operating a high proportion of intra-EU routes will see a disproportionate increase in overall costs
that carrier B who operates a low proportion or indeed no intra-EU routes, will not.

What are the costs and benefits to consumers and the environment of including aviation in the ETS?

We see this as a similar question to that asked in relation to industry and consequently similar answers apply.
Inevitably, the cost of inclusion will have to be passed on to the travelling public.

Whether an arbitrary tax or an emissions trading scheme, the end result to the consumer’s purse may be
similar. The appeal of the ETS is that it would appear to oVer tangible benefits to the environment through
the overall capping of CO2 emissions where a straight tax system would not.

At what point in the development of the EU ETS would it be feasible to incorporate the aviation sector?

We believe that the initially suggested time frame in 2008 is getting rather tight for two reasons. Firstly, as far
as we have seen, very little work has been carried out on the detail of how the system could operate. There are
a number of vitally important issues for the system to work as the industry might hope and thus far there has
been very little dialogue with industry to assess diVerent views and requirements. Issues such as allocation,
benchmarking, geographical scope and the modelling of the impact of these has yet to be evaluated. These
issues will take considerable time to go through a consultation process, be understood and fully formulated.

Secondly and in part in light of the above, time must be permitted for industry to digest the impact of the
additional cost. The charter industry in particular works on long lead times. In order for costs to be included
in initial pricing calculations a 2008 activation of the scheme would require that it be fully specified, formulated
and understood by the charter operators to the extent that we would be able to lock in on prices a year in
advance. This would argue for the system to be complete by 2007 at the latest, not impossible perhaps but
bearing in mind the current situation, this appears optimistic.

What other economic or regulatory mechanisms exist to encourage reductions in C02 emissions from the aviation sector
and how effective might they be compared to emissions trading?

In addition to an active ETS we would like to see carbon oVsets recognised as “legal tender”. We believe these
have a role to play in the ultimate aim to find ways to reduce the impact of carbon usage and we are of the
opinion that relying on a single method would be short-sighted and may ultimately be restrictive. As with the
ETS however a considerable amount of work to fully understand and administer the use of oVsets would be
required.

12 September 2005
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