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A French-German Cooperation Agenda for the Clean-Energy Transition in Europe

This policy paper, a collaborative effort of four European think tanks, aims to help French, German and EU pol-

icy makers address current environmental, economic and societal challenges. It proposes eight concrete steps

where active cooperation between France, Germany and other European countries could make decisive contri-

butions to the Energy Union that benefit all European citizens: on the carbon price, the social aspect of the en-

ergy transition, electricity systems transition, the decarbonisation of the industry, the transition of the

transport sector, energy and climate governance, its financing as well as innovations to support the transition.

The first part of the paper provides the rationale for following these steps. The second part summarizes our

concrete proposals.
Introduction

In May of 2019, European citizens will elect a new
European parliament, paving the way for a new Eu-
ropean Commission to lead Europe for the next five
years. The fight against climate change is as a key
policy priority for EU citizens, alongside migration,
economic development and unemployment. Taking
concrete steps towards a clean-energy future will
contribute to these policy areas, as clean-energy
measures boost investments, create jobs, deliver
sustainable welfare and social justice, improve living
conditions and fight climate change.

A successful energy transition in Europe requires a
long-term vision for economic and societal transfor-
mation and actions that can make this vision a real -
ity. Three years after the adoption of the Paris
Agreement, the European Union, as part of the forth-
coming EU Long-Term Energy-Climate Strategy,’
which will be presented by the European Commis-
sion on November 28" 2018, is seeking to make sev-
eral short-term energy policy decisions coupled
with long-term climate objectives.?

France, Germany and their European partners have
already made some progress towards decarbonising
their economies, but significant challenges remain
ahead if the EU is to keep up with the required pace
of transformation. France and Germany have a key
role to play in accelerating the transition to clean en-
ergy by encouraging more collaboration among
Member States and pushing for concrete joint ac-
tions.

France and Germany have different starting points
based on their previous policy decisions. Beyond
these differences, however, the French Transition
énergétique and the German Energiewende share
several similar medium-term objectives.® Further-
more, despite some competing industrial interests (in
the automotive sector, say), close cooperation be-
tween France and Germany on energy and climate
issues has proven to be key in fostering the align-
ment of ambitious joint positions at the EU level and
the development of new innovative proposals.

Energy and climate policy cooperation between the
two countries is already taking place in various
forms.* During the June 2018 Meseberg summit®,
France and Germany expressed their willingness to
move forward by creating a new interministerial
working group on climate change. The working
group explores options that strengthen existing ar-
eas of cooperation among European states and pro-
poses new ones.

Deliver a comprehensive carbon pricing
framework

Carbon dioxide (CO,) pricing — more commonly
known as carbon pricing - is a very efficient way to
shift investment from dirty energy to clean energy
and to support other changes in behaviour. It also
makes clear to businesses and citizens that the en-
ergy transition is a serious matter.

Europeans led the way in implementing CO2 pricing
with the 1991 Swedish scheme pricing carbon for the
heating sector and the 2003 Emission Trading
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Scheme (ETS), which prices carbon for EU industries
and power plants. Yet, despite recent reforms, the
ETS price remains too low and too unstable to drive
long-term investment. In non-ETS sectors, such as
transport and heating, national governments have
been unable to reach an agreement despite the Euro-
pean Commission's call to harmonize energy taxa-
tion and to price carbon more effectively. As a result,
only 11 EU countries apply COZ2 pricing in these sec-
tors.®

France and Germany should commit to making car-
bon pricing work better than it does today by deliv-
ering a comprehensive carbon pricing framework.
This should include a carbon price floor, which can
foster the re-structuring of existing assets and lower
the costs of deploying more renewables and energy
efficient products and services throughout the econ-
omy.

Create a European social pact for the
energy transition

The benefits of the energy transition are not intrin-
sically fair in their social distribution. But many op-
tions exist for extending those benefits to all Euro-
pean citizens and to respond to legitimate concerns
for example about the increase in the price of fossil
fuels for citizens. Doing so would strengthen social
justice in Europe and enhance the political sustaina-
bility of the transition, which is threatened by reac-
tionary groups who seek to use the social impacts of
climate policies as part of a campaign to dismantle
them.

At the moment, energy policies do have a negative
effect on some workers and regions. Creating a so-
cially-fair transition is a major political priority, as
the ongoing discussions of the German Coal Com-
mission’ and the European Commission's Coal Re-
gions in Transition Platform?® have shown. Yet the
energy transition has also created millions of new
jobs. There are now more than a million Europeans
working in renewable energy, and almost one million

more in energy efficiency.® Providing the right skills
to workers and attracting more young Europeans to
energy transition jobs are key parts of fighting un-
employment.

The energy system we inherited from the 20% cen-
tury failed to deliver affordable energy services to all
Europeans. Today, 50 million European families ex-
perience energy poverty.*° Some of them are forced
to restrict their use of heating at home and, as are-
sult, many adults, seniors and children suffer from
respiratory diseases.

To ensure a socially-fair energy transition, France
and Germany should set up a joint committee to cre-
ate a social pact for the energy transition.” This pact
should be co-created and adopted by the EU, its
Member States, regions, cities and social partners
and should comprise measures targeted at lifting all
Europeans out of energy poverty and addressing all
regions and workers adversely affected by the en-
ergy transition.

Build shared transition strategies for the
electricity system

Wind and solar have become cheap ways to generate
electricity. To meet existing EU energy targets, re-
newables need to generate more than 50% of EU
electricity by 2030. This will make renewables the
pillar of the transition to a clean electricity system in
Europe, which in turn will have a key role to play in
decarbonising the transport, industry and heating
and cooling sectors.

This paradigm shift is predicated on a fundamental
transformation of the electricity system and its mar-
kets towards more flexibility and deeper cross-bor-
der integration. Upgrading and strengthening the
European electricity grid and refining market struc-
tures over the next decade are part of the current
electricity market design reform, which is supposed
to be finalised by the beginning of 2019.
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Today, Member States mostly fail to cooperate effi-
ciently on key issues needed to accelerate the Euro-
pean integration process: ensuring security of sup-
ply for citizens, speeding up the development of
renewables and restructuring conventional power
plant fleets. This lack of cooperation increases the
cost of the electricity for EU citizens and businesses.

As we noted, France and Germany share several
similar goals despite their different starting points.
Specifically, these include increasing renewable en-
ergy, improving energy efficiency and increasing
the use of electricity in the transport and buildings
sector. France and Germany, who make up the core
of the EU electricity system, should draw on these
shared goals to build a common vision for an elec-
tricity system transformation that recognizes that as
renewable production grows the conventional power
plant fleet should be resized to avoid stranded assets:
coal must be phased out; nuclear power, decreased.
In doing so, both countries should jointly assess the
impact of additional initiatives for implementing the
energy transition such as a carbon price floor and
joint renewables support mechanisms.

Strengthen incentives to decarbonise
carbon-intensive industries

Delivering on the Paris Agreement means that all
new investment should be channelled into zero- or
almost- zero-carbon technologies by 2035, includ -
ing in CO2-intensive industries.” To date, progress
in reducing industrial emissions has been slow.
Stringent incentives to reduce emissions are missing
in heavy industries due to fear of carbon leakage.
The survival of those industries and their related
jobs in Europe will depend on the creation of the
right policy conditions for them to pursue break -
through innovations that increase their competi-
tiveness in a zero-carbon economy.

The innovations currently under development have
produced some promising results: direct electrifica-
tion, green hydrogen, power-to-X technologies, CO2

valorisation and the circular economy, among others.
But new technologies like these face a “valley of
death” when private investments fail to close the gap
between a successful pilot and the commercialisa-
tion phase. In addition, improving the quality and
quantity of recycled carbon-intensive materials is
essential for decarbonising the industrial sector,
which in turn can lower input costs and raise profit
margins.

Inboth cases, alarge coordination between countries
in Europe would facilitate the transition by mutu-
alising investment and achieving quicker economies
of scale. To lay the foundation for a modern and de-
carbonised European industry, France and Germany
should work together to set up new policy instru-
ments that bring innovations to the market and pro-
mote the use of low-carbon and recycled materials.*®

Lead the energy transition in transport

Policy makers should ensure a smooth transition to-
wards cleaner alternatives for the transport of pas-
sengers and goods. In face of the growing influence
of Chinese and American competitors, the EU
transport industry needs to spearhead a clean mobil -
ity transition that rises above the fray of competing
industrial interests. In this regard, France and Ger -
many have a strong interest in drumming up support
for more investment in clean alternatives. After all,
the automobile industry in these countries alone ac-
counts for about 43% of the cars produced in the
EUM

The transport sector today relies almost entirely on
0il (94%). It represents one-quarter of EU's GHG
emissions and is the only sector where EU emissions
have risen consistently since 1990. Road transport
alone produces over 70% of GHG transport emissions
and should thus be a priority concern for decarboni-
sation.’® In terms of employment, the transport sec-
tor represents over 10 million jobs in the EU.%¢ Alter-
natives exist — electric vehicles, walking and cycling




A French-German Cooperation Agenda for the Clean-Energy Transition in Europe

for short trips, a general modal shift to electrified rail
- but their use is still limited.

To make the mobility transition a success, a close
cooperation between France and Germany and their
European partners is needed for cross-border in-
vestment and common standards for infrastructure
(e.g. railways, electric mobility, catenary trucks, etc.),
and public transportation (e.g. trams). This coopera-
tion should also promote modal shifts to cleaner
transport solutions and shorter distances between
freight hubs (ports and airports).

Govern the energy transition

Making the energy transition a success requires
long-term visibility for citizens, workers, busi-
nesses, regions and nations. It demands a robust
governance able to transcend party politics and
vested interests and to deliver immediate actions
embedded in a long-term strategy.

The energy transition today rests on a sound demo-
cratic consensus: 90% of Europeans favour public
support for energy efficiency and renewables.” Ger-
many's Energiewende and France's transition éner-
gétique have each set up long-term objectives and a
national governance framework for energy transi-
tions. Their policies are now embedded in the larger
context of the EU Energy Union and of the

Paris Agreement. The European Commission will
soon present its long-term strategy to the European
Parliament on November 28. In the run-up to
COP24, this is an opportunity to align EU commit-
ments with long-term goals and prove that the new
international climate regime set up by the Paris
Agreement can make progress in the fight against
climate change.

If France and Germany are to play an exemplary role
in the governance of the energy transition, they
should involve all stakeholders in the decision-mak-

ing process for their respective energy and climate

strategies. This includes consulting with each other
and their neighbouring countries on issues relevant
beyond national borders and endorsing planning
documents at the highest political level.

Reorient financial flows towards the en-
ergy transition

Achieving the objectives laid out in the Paris Agree-
ment will require significant investment in build -
ings, transport systems, vehicles, power plants and
many other parts of the infrastructure that supports
the economy - and our daily lives. In turn, the tran-
sition will also require a radical shift away from in-
vestment that has adverse effects on the climate or
that locks us into an energy system based on fossil
fuel. The financial sector thus faces a clear challenge:
redirect funds to finance what we truly need for our
future and find the appropriate tools to track pro-
gress and enact change.

The Paris Agreement requires that public and private
financial sector actors assess and improve their con-
tribution to the fight against climate change. There
are several ways that France, Germany and the EU
can support this. First, they can ensure that the en-
tire EU budget is invested in projects and activities
that contribute to, or are compatible with, the fight
against climate change. Second, they can track and
assess progress in meeting climate and sustainabil -
ity investment goals — including how investment is
financed by public and private resource.’® Finally,
National Energy and Climate Plans should systemat-
ically include investment and finance components to
signal investment needs and the instruments for
funding them.!® Making progress in these areas will
help close the investment gap for achieving the
2030% and 2050% targets, which in 2016 the Euro-
pean Commission estimated to be €180 billion a

year.
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Innovate to boost competitiveness
while fighting climate change

Europe's competitiveness in key sectors of the econ-
omy is under threat from rising US and Chinese
competition (with regard to, say, electric vehicles
and batteries). To remain a relevant economic and
industrial player on the global stage and promote the
creation of quality jobs, Europe needs to step-up its
game and improve its support of innovation-based
competitiveness.

Today, innovations to fight climate change are criti-
cal for preparing the radical transformation of the
global economy into a net-zero GHG economy. Alt-
hough Europe represents less than 10 % of global
GHG emissions, it accounts for more than 20% of
global GDP and 30% of scientific publications. Hence,
Europe should use its economic and innovative
strengths to remain a leader in energy innovation —
exporting its innovations to other continents and
contributing to the fight against climate change on a
global scale.

Europe, France and Germany are scientific power-
houses. The French CEA and German Fraunhofer are
among the best research centres in the world, and
both devote much of their work to energy issues.?
As underlined by the Lamy Report,? the challenge
for Europeans is to turn high quality research into
market-ready innovations. The recent French?,
German?® and EU proposals® on increasing R&I
budgets, creating disruptive innovation agencies and
building R&I missions are key opportunities to align
Europe's industrial renaissance with the fight
against climate change.
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Action plan for a French-German coop-
eration agenda for the energy transition
in Europe

1 Deliver a comprehensive carbon pric-
ing framework

France and Germany should

- Initiate bilateral work on the gradual alignment of
their national energy taxation systems aiming at
a more effective carbon pricing in the buildings
and transport sectors (non-ETS sectors). They
should also build on the existing EU Energy Tax-
ation Directive to propose a so-called "enhanced
cooperation" with like-minded Member States
and to deliver a comprehensive carbon pricing
framework in those sectors. This framework
should be enshrined in a broader fiscal reform
benefiting the most vulnerable citizens to ensure
a socially-fair energy transition (see below).

- Begin credible steps to phase out all fossil fuel
subsidies, as they act as de facto subsidies to pol-
lution. This objective should be embedded in the
European Semester and included in the EU
budget.

- DPush for the introduction of a regional carbon
floor price on electricity production from 2020
based on the Dutch proposal.?®

- Propose the creation of a carbon contribution in
the EU budget in the next Multiannual Financial
Framework that would compensate EU budget
losses due to Brexit. Even a symbolic price of
5€/TCO2 placed on all EU energy emissions
would generate significant revenues (around
15Bn€/y). This carbon contribution could be im -
plemented in ETS sectors by allocating a corre-
sponding part of EUA auction revenues to the EU
budget and through direct energy taxation for
non-ETS sectors.

2 C(reate a European social pact for the

energy transition

France and Germany should

- Consolidate the EU Coal Regions in Transition

Platform and incentivise coal regions to develop
Platform, roadmaps preparing a desirable eco-
nomic future beyond coal. Lessons from this plat-
form should be used for the restructuring of in-
dustries such as diesel car production that will
disappear over the course of the energy transi-
tion.

Guarantee that proper funding is planned to ef-
fectively ensure that not a single worker and not
a single region is left behind by the energy tran-
sition. When negotiating the EU Budget (MFF),
France and Germany should be adamant about
the creation of a European Transition Support
Fund based on the European Globalisation Ad-
justment Fund. The Transition Support Fund
should be large enough to provide financial assis-
tance to Member States when major restructur -
ing events occur.?®

Draft an EU Plan with the European Commission,
other Member States, anti-poverty associations
and public services that build on the findings of
the European Energy Poverty Observatory in or-
der to lift all Europeans out of energy poverty by
2030. This will require an extensive deep reno-
vation of energy-inefficient buildings targeted to
those where poor European families live with the
support of national and EU Energy Poverty
Funds.
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3 Build shared transition strategies for
the electricity system

France and Germany should

- Conduct in early 2019 a joint assessment at the
bilateral or regional level (as part of the Penta-
lateral Energy Forum, say) that evaluates their
national strategies in the electricity sector based
on the draft of the Programmation Pluriannuelle
de l'Energie and the recommendations of the
Wachstum, Strukturwandel and Beschdftigung
Commission for a coal exit pathway. This joint
assessment should also facilitate the consulting
and reviewing processes of the National Energy
and Climate Plans (NECPs) in the power sector.

- Develop and adopt NECPs that are consistent
with the latest EU renewable target of 32% by
2030 and describe a concrete scenario for the re-
duction of nuclear power production in France
and the phase-out of coal power production in
Germany.

- Estimate the impact of additional initiatives to
implement the energy transition such as a carbon
price floor or joint renewables support mecha-
nisms. The results of this assessment should be
reflected in the National Energy and Climate
Plans (NECPs) presented by France and Germany
to the European commission as part of the new

governance regulation framework (see below).

- Boost the deployment of renewable energy and
create more market certainty by scaling up and
better coordinating yearly renewables auctions.
This commitment could be announced jointly by
both countries and, if possible, other member
states.

- Explore and compare assessments of the in-
creased development of decarbonised fuels such
as green hydrogen and synthetic fuels for energy

system infrastructure to 2050, as part of their re-
sponse to the forthcoming EU Long-Term Climate
Strategy.

4 Strengthen incentives to decarbonise

carbon-intensive industries

France and Germany should

- Assess options for complementary policies sup-

porting the early-stage commercialisation of in-
novative zero-carbon materials and processes in
the industrial sector. Such options may include a
premium based on a guaranteed CO2 price for ul-
tra-low carbon materials and a green public pro-
curement that creates markets for zero-carbon
materials.

Develop measures to strengthen existing recy-
cling polices to significantly improve the quality
and quantity of recycled materials in very car-
bon-intensive industries (such as steel, ce-
ment/concrete and plastics). Such measures could
be tackled as part of the EU eco-design directive.

5 Lead the energy transition in

transport

France and Germany should

- Agree on a common decarbonisation path for

road transport in order to send a clear signal to
industry and consumers and to further the en-
ergy transition at the EU level.

Follow up on their joint 2016 commitment to de-
veloping a corridor of reliable and interoperable
electric charging points, providing a stable
framework for investment in electric vehicles
(EVs) and lessening consumers' range anxiety.

Support a cross-border industrial partnership
within the framework of the European Battery
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Alliance. France should match the German gov-
ernment's commitment®° to developing an inter-
nationally competitive European consortium.

Promote a modal shift from road and air to rail by
improving passenger train connections and in-
ter-city infrastructure.

Encourage shippers and carriers to reduce the
carbon footprint of freight transport by promot-
ing a shift to cleaner transport modes such as ca-
tenary trucks and by shortening transport dis-

tances.

6 Govern the energy transition
France and Germany should

- Consult each other during the drafting and re-

viewing of their National Energy and Climate
Plans (NECPs) planned in 2019 under the Energy
Union Governance Regulation. France and Ger-
many should also work together with other will-
ing Member States to include in their NECPs is-
sues of regional relevance and to prioritize areas
of cooperation where joint efforts are more effec-
tive: renewable energy development, carbon
pricing, socially-fair energy policies, industrial
decarbonisation, clean mobility and investment.

Be exemplary climate strategies by the end of
2020 that are consistent with Energy Union and
Paris Agreement objectives for 2050. Those
strategies should be the result of effective en-
gagement with civil society — citizens, regions,
cities, workers and businesses.

Transpose the NECPs and 2050 national strate-
gies into effective legislation and ensure that
they are endorsed by French and German heads
of state and government, the majority of parlia-
ment, regions, trade unions and business associ-

ations.

7 Redirect financial flows towards a

energy future

France and Germany should

- Support an increase to over 30 % of the share of

the EU budget devoted to actions that address cli-
mate change, and they should make sure a phase-
out date is set for all EU money going to fossil
fuels, including gas infrastructure projects.

Ensure that the Sustainable Finance Observatory
- recommended by the High-level Expert Group
on Sustainable Finance (HLEG) reports — covers
both climate investment and financial flows at
the EU and Member State levels, prioritizing the
inclusion of both "financial market data” and
tracked climate-related “end investment” in the
real economy.

Improve climate investment and finance tracking
at both the Member State and EU levels to ensure
that the needed data is available for both national
and EU policy making. This requires that suffi-
cient resources be allocated to the relevant na-
tional and EU bodies, such as the European Envi-
ronment Agency.

Include a systematic approach for Member States
to meet the investment, financial planning and
reporting requirements of the National Energy -

Climate Plans expected to be introduced in 2019.

Ensure that the European Bank for Reconstruc-

tion and Development (EBRD) and the European

Investment Bank (EIB), who are in the process of
revising their energy strategies, fully align their
financing with the Paris Agreement and restrict
the funding of fossil fuel projects to extremely

rare exceptions.
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8 Better support the development of
competitive energy innovations

France and Germany should

- Make R&] a priority in the current MFF negotia-
tions* and support the increase of Horizon Eu-
rope’s budget to €120 billion, as endorsed by the
European Parliament.

- Ensure that at least 40% of Horizon Europe R&I
investment is allocated for climate-related
Imeasures to create a net-zero emissions econ-
omy in 2050.

- Task the European Innovation Council with
providing patient capital to fund breakthrough
energy innovations that target returns on invest-
ment over a period of at least ten years. They
should encourage the EU and its Member States
to design more flexible government programmes
that can better leverage private-sector invest-
ment. And they should ensure that French and
German agencies for disruptive innovation work
closely with the European Innovation Council
and the European Institute of Technology.

- Ensure that there are at least two climate-rele-
vant EU R&I Missions.*? One mission should sup-
port innovative projects that can make over 100
European cities carbon neutral by 2030. This will
create a scale effect for innovators, investors and
industry. It will also show citizens that the en-
ergy transition can bring real improvements in
their lives. French and German cities could show
the way by building on already existing coopera-
tions such as Tandem.*
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