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dqta Negotiations on the EU 2030 climate and energy framework
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EU climate ambition: in October 2016, the EU ratified the Paris climate Agreemer
under which it committed to pursue efforts towards a more ambitios5t C

target

A February 2018 The Commission acknowledges that further efforts and more
ambition are needed tachieveEU's 2050 GHG objective

EU ETS sectors : An agreement in the trialogue was found on the p26R0OEU
ET3eform in November 2017 after two years of negotiations and the Council
approves its new rules for the period 2021 to 2030 on 27th February 2018

Non-ETS sectors: Anagreement between EU institutions was also reached on 21
December 2017. Trilogue negotiations succeeded, and EU institutions agreed
an Effort Sharing for the po&020 period

EU 2030 clean energy package: proposed in November 2016, other legislative
pieces of the 2030 EU climate and energy framework are under negotiations.
Trilogue negotiations on proposals for energy efficiency, renewable sources of
energy and the governance of the Energy Union have started



lACE . | NTRODUCTI ON b2018 POLI TI CAL
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Towards the operationalisation
of the Paris Agreement in 2018

A January 2018: Start of the UNFCRa@noa

EU climate milestones

A First quarter 2019 : the EU 2050 roadmap

Dialogue towards a lowcarbon and resilient
A March 2018: Paris agreement Article 6 economy
_ Negotiating Text Release o A 2020 : NewNDCto be submitted to
A April/May 2018: Bonn Negotiations (SB48) UNFCC@ the EU may update 2030 NDC,
A Aug/Sept 2018: Additional Negotiating may communicate 2056trategy

) Session in BKK _ A 2025: New NDC submissios the EU
A 8 October 2018: IPCC 1.5°C Special Report p5sto (?)updateits NDC

A 3-14 December 2018 : COP24 in Katowice,
Poland
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SR d.@tﬁ Definingan integrated climate and energy

el framework to meet EU longterm climate ambition

A The first COPEC Il report concluded that :

A As currently negotiated, EU climate targets and polisiesot aligned to its
long term climate ambition
A Counterproductive interactionsunder mi ne the energy

efficiency and the agreed reform of the EU ETS will not be sufficient to mitig;
overlapping effects of other policies on the EU ETS

A In order to extend these results, and to fegdthe EU 2018 negotiations on the

Governance of the Energy Union and on other legislative pieces, this climate br
provides:

I An analysis of interactions between EU energy and climate policies. The

analysis is carried out on historical data (2(M8.5) and on projections until
2030

I Policy options on how to better align policies to mitigate counteractive

interactions and meet an increased EU leteggm climate ambition in line with
the Paris Agreement.

A Two different quantitative methodologies were used : LMDI and POLES model.
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1 | A 2030 climate target to be achieved
through 2 policy instruments: the EU ETS
and the ESR




lACE dat 1 | THE EU ETS AND THE ESR
CUMATE ¢ The 2030 GHG emissions reduction target is split

ECUNUMICS

S between the EU ETS and the ESR

In 2030: 40% reduction in GHG emissions compared to 1990 levels

43 % reduction compared

30 % reduction compared
to 2005 in 2030

to 2005 in 2030
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e | SOt An accurate calibration of the EU ETS and the ESR is requi

ILICE 1 | THE EU ETS AND THE ESR

CLIMATE . .
ECONOMICS to achieve climate targets

A TheEUETSand ESRasthey respectivelyallow the carry
over of allowancesand AEAsover the period, define
carbon budgets:

A The“ c a rbbuodngapproachcreatessomeuncertainty. the
compliancewith the EUETSand with the ESRloes not ensure
the achievement of the EU’s NDC by 2030

A The carbonbudgetsdefined by the EUETSand the ESR
shouldbe calibratedaccurately
I Thecarbonbudgetsdefinedby the EUETSndthe ESRshould
be consistent with long-term global climate goals

I This calibration should be done as soon as possiblebefore
2030 usingall possible windows offered by the Governance
regulation timeline and other review processes

I Thecarbonbudgetsdefinedby the EUETSandthe ESRshould
be calibratedso asto limit the formation of surplus in order
to achieve2030climatetarget

GHG emissions

»

lllustration : a policy instrument defined as a
carbon budget does not ensure a given

reduction in GHG emissions in a specific year

-70%

GHG emissions

»
»
[=7
3
(0]

for compliancein
later years

Cumulated GHG emissions time

Annual cap on GHG emissions

In this illustrative situation, a policy instrumentdefined asan annualcap

on
un

GHGemissionsis implemented, with the possibility to carry-over
used emission allowances In both cases, the constraint on GHG

emissions defined by the policy instrument is respected : cumulated
GHGemissionsare lower than the cumulatedcap on emissions In the
caseat the top, GHGemissionsare in the last year 70% below their
referencelevel, while they are only 30%lower in the caseat the bottom.

Source : 14CE, 2018 8
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2| ANALYSIS OF INTERACTIONS
ISTIUTE EB data Mapping EU legislations in the 2030 climate and ener
ECONOMICS policy framework

Caist ot
de I'Agence Frangaise de Développement

EU legislations in the 2030 climate and energy framework are strongly interrelated: several legislative texts apply to each sector and
several texts aim to achieve each EU objective

Sectors Energy Transport Residential | Agriculture
. Industry . . and and Waste
Utilities | Refineries Aviation | Shipping | Road commercial forestry
__________ e i i
I 1 1 |
——————————————————— E— l:IIE:I;s::::::ZZI——————————*I__________i_____________________ Y i i
E : ESR i : Effort sharing Regulation (ESR) o
[ m m m m e s ] E T e S S S e e e s I 1
Industrial Emissions Directive (IED) i i IED Lo
T | L Y
i | i " LULUCF o
| | | _ regulation L
' F-gases i F-gases E - i
I regulation : regulation 1g !
I -

Fuel Quality : Fuel Quality 13 |
directive | directive :é” !
I ! 1 1 |
; ; ] H
Renewable Energy Dlmctnra (RED) ! E 2 i
= | = i
| Ecodesign | 5 |
: directive ! ] b
i | i i EPBD* Lo
. ! | | 1 l
Increase in energy o
efficiency : Energy Erﬁ iency Dlrel::twa (EED) | | i i
: ! : Ene Lo
| | I Labelling P
i | i regulation -
! I ! I I -

———————————————————————————————————————————————————————————

___________________________________________________________

* EPBD: Energy performance of buildings directive

Interpretation of the graph: The different objectives in the left-end column are to be achieved through the legislative texts in the frame with
the same color. Those legislative texts apply in the sectors in the respective columns.

Source : 14CE, 2018 10
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2 | Analysis of interactions in the climate and
energy framework

a. Ex-post analysis (2005-2015)
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2 | EX-POST ANALYSIS OF GHG EMISSIONS REDUCTIONS IN THE EU
data The decoupling of final energy demand and GDP has been
~ the most important driver of GHG emissions reductions
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Drivers of GHG emissions variations in the EU28 (2005-2015)

7,000
6,000 +143 +348
5,000 4,512
-951 -04
©, 4,000 aa
S 339
2
= 3,000
30% 70% 68% 1% 25%
2,000 — — —
1,000 +491 MiCO e -1 384 MiCO,e
0 I I I
Demography Final energy Carbon intensity
2005 GHG emissions Economic Intensity Transformation 2015 GHG emissions
development efficiency

Source : 14CE, 2017
A An increased efficiency of energy use, as well as structural changes in the EU economy explain the major
contribution of final energyintensity to the decreasan GHGemissionver20052015 -951 MtCO,e in total.

A The move towards less carbon intensive fuels and improvementsin the transformation efficiency of energy also
participatedin the decreasan GHGemissionsrespectively-339 and -94 MtCO,e.

A Onthe contrary,anincreasein populationandin GDP/capitacontributedto anincreasein GHGemissionsover 2005
—2015: respectively+143 and 348 MtCO,e.

12
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2 | EX-POST ANALYSIS OF GHG EMISSIONS REDUCTIONS IN THE EU | POWER SECTOR
data Analysis of drivers over 2068015 : GHG emissions reductior

INSTITUTE FOR +consulting .
CLIMATE mainly came from the deployment of renewables
EEUNUI\{“ISIDCS
Drivers of GHG emissions variations in the EU28 (2005-2015)
1,600
+84
1,400 1,280 +8 +25
1,200
1,000
q.JC\I
8 800
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200
0 I I I I I I
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GHG emissions content mix generation efficiency GHG emissions

>\

> >

Source : 14CE, 201

The deployment of renewable sources of energy wasthe most important driver in decreasingGHGemissionsin the power
sectorover20052015 -359 MtCO,e overthe period

The decrease in power generation was the secondmost important contributor to GHGemissionsreductions: -43 MtCO,e,
followed by animprovementin the fuel efficiencyof thermal power plants: -15 MtCO,e.

All in all, the evolution of the relative share of the different fossil fuels in the fossil fuels mix was a net contributor to GHG
emissions +25 MtCO2e

Thedeclinein the shareof nuclearpowerled to anincreasein GHGemissions+84 MtCO2e
Finally,the evolutionof the carbon content of fossil fuels slightlycontributedto increasingcGHGemissions + 8 MtCO,e

13



ILICE 2 | EX-POST ANALYSIS OF GHG EMISSIONS REDUCTIONS IN THE EU | POWER SECTOR
data Historically, the EU ETS had a minor impact on GHG emissi

INSTITUTE FOR Lo _ _
CLIMATE reductions- at least in the power sector
EEUNOMIDCS
Carbon switching price for different coal and gas generation
efficiency in the EU28 in comparison with the EU ETS price
140
120
100 P i
B "7 o=--  Coal-gas: 47%-47%
© 80 ) . -
Q A
&) \ N _
® 60 . . PRI -
40 --~ 77N e ’ Coal-gas: 36%-47%
o . B
20 S s B AN . Coal-gas: 36%-58%
v N N o~
0 N EUAs price
[ I I I
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source 14CEfrom BP2017 (Gas: HerenNBPIndex Coal: IHSNorthwestEurope) and from ICEutures Europe(forward dec2007
for EUAricephasel andspotpricefor phased! & III)

A Given the relative coal and gas prices, and taking into account a large range of possible thermal efficiencies f
coal and gas power plantghe price of EUAs could only trigger a coal-to-gas switch in the 2005-2011 period.

A GHG emissions coming from the evolution of the fossil fuels mix in this period can be attributed to the carbon
price signal induced by the EU EdrSund 50 MtCO,e, which were more than offset by additional GHG emissions
stemming from a gato-coal switch after 2011.

14
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2 | Analysis of interactions in the climate and
energy framework

b. Projections to 2030

15
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2 | ANALYSIS OF INTERACTIONS IN THE 2030 CLIMATE AND ENERGY FRAMEWORK
data Understanding policy interactions through modelling: policies
contribute to several objectives

Achievement of EU 2030 targets in different scenarios

® 2030targets
=>«=Sc. GHG Only
=>«Sc. RE27 Only
—>«Sc. EE30 Only

Legend

GHG ETS

Reductionn GHGemissions
from ETSsectors(compared
to 2005levely

GHG ESR

Reductionn GHGemissions
from non-ETSectors
(comparedto 2005levelg

RE

Share of renewable energy
gross final consumption

EE - FC

Decrease in final energy
consumptioncompared to
2007 Baseline scenario

EE - PE

GHG ETS

® -43,0%
-41,7%

}-38,9%

Decrease in primary energy

consumptioncompared to EE - PE -30.0%

2007 Baseline scenario

EE - FC

Source Enerdata 2017
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2 | ANALYSIS OF INTERACTIONS IN THE 2030 CLIMATE AND ENERGY FRAMEWORK
R data Estimating the impact of EE and RE policies on GHG emissic
ECONOMICS covered by the EU ETS and the ESR

ine initiative de la Caisse des Dépos et
de I'Agence Franaise de Développement

GHG emissions covered by the EU ETS (left) and contribution of energy efficiency and renewable energy

policies on GHG emissions reductions in ETS-sectors over 2021-2040 (right)
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Source Enerdata 2017

A In total over 20212030, energy efficiency and renewable energy policies are estimated to contribute to a
reduction of 2.2 GtCO,e in GHG emissions covered by the EU ETS ( E5yearsof Phase \llowancesor95% of
reductions required from ETS sectors)

A In total over 20212030,energy efficiency and renewable energy policies are estimated to contribute to a
reduction of 2.1 GtCO,e in GHG emissions coveredbytheESR( =1 0% of cumul ated AEAS
reductions required from nofETS sectors)

17
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Vol

ume of the MSR (top) and evolution of the

surplus (bottom) in the 2017 Baseline scenario
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2 | ANALYSIS OF INTERACTIONS IN THE 2030 CLIMATE AND ENERGY FRAMEWORK
data Counterproductive interactions undermine the effectiveness c
the EU ETS and the ESR to 2030

A Becausef counteractiveinteractions, the EUETSs

not expected to drive GHG emissions reductions in
the post-2020 period

I GHG emissions reductions notably driven by

renewable energy and energy efficiency policies are

expectedto be sufficientto respectthe EUETSarget
in PhasdV

A its carbon price signal will be depressed andit will not

be ableto drive low-carboninvestments
Counteractive interactions also reduce the
incentive for additional GHG emissions reductions
in non-ETS sectors

Counterproductive interactions continue to
jeopardize the achievement of climate targets by
2030 in ETS and ESR sectors

I The MSRwill not be able to mitigate the effect of

other policies on the EU ETS while absorbingthe
historicalsurplus

Source Enerdata 2017

18



data

INSTITUTE FOR Feosaulica
CLIMATE o

ECONOMICS

Caisso
e gencs Frangas an Dovacppemen

3 | An enhanced governance approach to implement
before 2030 a policy mix compatible with the Paris
Agreement
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3 | DESIGNING AN AMBITIOUS AND COHERENT POLICY MIX

others

In the current climate and energy framework, only the energy efficiency directive requires the assessment of its impact on other policies.
The proposed regulation on the Governance of the Energy Union is a first step towards a more coherent policy package but it does not
include requirements to assess the impact of policies on one another at EU level

Sectors Energy Industry Transport Hesidedntial Agricuéture Waste
an an
Objecti iliti Refineries Aviation i Shipping i Road commercial forestry
_____________________ ] | i
_________ EUETS ' :
[ ;
- ESR !
A8 N | .
Industrial Emissions Directives (IED) |
]
I
I | regulation | |
F-gases ! F-gases | - o
regulation : regulation G !
1=
Fuel Quality ! Fuel Quality |5 |
directive : directive i Qi
i : ' ( S
1 | | Q)
———————————————— sttt il =
Renewable Energy Dlrectlve (RED} »: !
_____________________________________________________________________________________________ | b |
! | 1 ﬂ\ !
i Ecodesign <
i directive i !
; ‘ I ; EPBD* !
I | 1
Increase i i "‘ ‘ | !
in energy i
S | Energy Erf ciency Dlrectllve (EED) :
. . . k2 | :
i i i Energy i
! . . Labelling I
! ! ! regulation o
Legend:
mmm) Complementarity of coverage mmm)p Mutualization of framework
'r_fr_'.t e \;E_S ion or ;'5\;1'55&_3_5_,0_5 ::{_0_1'_2_63_0_1' mmm)  « Accounting » flexibility mmm)  Assess impact of a text on another
| climate and energy framework | m Necessity to take into account mmm) Report & assessment of progress

* EPBD: Energy performance of buildings directive.

Interpretation of the graph: The arrows represent the interactions between the different legislative texts of the climate and energy
framework. The colors represent the nature of the interactions. Nontransparent arrows represent interactions which were introduced with the
revision of the 2030 climate and energy framework.

data A necessary step : assessing the impact of policies
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data Aligning EU climate and energy policies in the 2030 policy
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EU ETS cap (top) and ESR annual emissions allocations

(bottom) over 2021-2040 in the Aligned scenario

A “Alignment” of the EU ETS and of the ESR to account for
GHG emissions reductions coming from other policies by 2500
removing from the EU ETScap and from ESRAEAsthe
contribution of other policies to GHG emissions
reductions

A The alignment of the EU ETScap within the EU 2030
energyand climateframeworkrestoresits effectiveness

A Thesurplus of EUAs is very quickly resorbed andgoes 500
belowthe lowerthresholdof the MSRfrom 2023

A The EU ETS becomes a driver of abatement: the
carbon price signal leads to a deployment of
renewable energy sources sufficient to achieve EU

MtCO2e
5 & o
o 8 8

2013 e
2014 m——
2015
2016 M
2017
2018 I
2019 M
2020 I

2030 target and it leadsto an immediate switch to 3000
lesscarbonintensiveenergysources 2500 T .
B . . . © 2000 B
A The alignment of AEAs incentivizes additional GHG § 1 500
emissions reductions in sectors covered by the ESR S 1000
A In 2030 resultingGHGemissionsare lower than without 500
the* al i gnment ” 0
A -47% /2005 levels in ETSsectors SS2So23S8883 8888
0 ANANANNNNNNNNNNNNNNNN
A -37% /2005 levels In non- ET&ectors m Annual emission allocations

m Cancelled annual emission allocations




3 | DESIGNING AN AMBITIOUS AND COHERENT POLICY MIX
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JSTIUEEE | piElydata EU longterm ambition needs to be increased in line with the
gcoNoM|g§ objective of the Paris Agreement
EU commitment under the Paris Agreement [2015] EU longterm objective was
Holdingthe increasein the globalaveragetemperatureto well below 2°C abovepre- setin 2009, before the Paris

. - . e . o Agreement and the goal of
industriallevelsand pursuingefforts to limit the temperatureincreaseto 1.5°C maintaining global

% temperature increase to

EU’s submitted contribution EU translation of long-term \\w 2C
to Paris Agreement temperature goal A
Mid-term (2030) Long-term (2050) .
EU long-term climate objective [2009]
EU NDC [2015] Objective endorsed by EU leaders, in the context of
Binding target of aat least 40% domestic reduction in necessary reductions according to the IPCC by developed
GHF emissions by 2030 compared to 1990 countries as a group, to reduce its emissionS®95%
. by 2050 compared to 1990

7
7

. . The continuation of trends defined by the .
R 2030 climate and energy framework would Modelling of a pathway
not enable to achieve the 2050 objective. compatible with long-
Efforts would need to significantly increase term objective
after 2030 to reach a reduction in GHG
emissions of 895%/1990 levels in 2050.

EU main policy instruments to achie?e
GHG emission reduction targetthe

EU ETS and the Effort Shargngefine |
carbon budgets and thu$o not |

ensure the achievement of EU NDC| e
| 4

Definition of 2030

target based on 2050

Implementation
in EU legislation

2050 low-carbon economy roadmap [2011]

2030 climate and energy framework [2017- |

— - : . roadmap modellin [ issi i
EU legislation to implement 2030 targets : in particular P g ;ﬁzgm?gn?;;tsnﬁﬂtzy;';e C?mny;zl;r.l tc; desczl.be a
the EU ETS and the Effort Sharing Regulation P y | feduction o o In domestic
_________________ > GHG emissions in 2050
The EU ETS trajectargefined by the annual reduction
EU international commitment of its capg corresponds in 2050 to an 85% reduction
compared to 2005 levels in GHG emissions covered by the
EU legislation EU ETS, while the 2050 roadmap projects a reduction of
L . 90% in 2050 compared to 2005 in GHG emissions in ETS Source : 14CE, 2018
EU objective (endorsed by Council but sectors
not implemented in legislation) . .
.., .. — Link between the different elements
EU Commission’s publication (no legal value) 22

_________ » Misalignment
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%SE;HTHE_?UE @dﬂﬂ GHG emissions trends defined by the 2030 climate and energy
ECON framework as currently negotiated fall short of the EU 2050 objective

1990 EU
©p000 -20 % in 2020 _ GHG
g S e, -40 % in 2030 emissions
=4000 ey, B - 80 and
s \\\‘\\\\ teeea. etween an
AN StREN - 95 % in 2050
3000 T N
2000 BB EREEREEREEEREEEREREE R R DR e -
T—
O o,
M < IO O~ 0 00 1 N M T IO O~ 00 O Jd AN M STSLW OO O AN M S W O~ 0 o O
T d d d N AN AN AN NN AN NN AN OO OO OOOOOOM J§JF J§&@ ~& §§ 9§ 9§ 38§ 35§ < <
O O O O O O O O O O O OO O0O0O0OD0O0OD0O0ODO0ODOLODLODLODLODOLODOLODODODLODODOLODOLODOLDOLODOLOOO O o o
N AN N N AN N AN N NN AN N AN AN N AN AN NN N N AN N NN N NN NN N NN N NN NN N
2017 Baseline - EU ETS emissicn®17 Baseline - ESR emissionss 2017 Baseline - other emissionsm EU ETS - Power
mEU ETS - Oth. Transf. mEU ETS - Industry B ESR - Transport m ESR - Buildings
m ESR - Others B Other emissions Source : I14CE aftherdata 2018,

with data from the EEA

A Tohavea sustainabledecarbonisatiorpathway,an anticipation of the suitable transformation of the energy system
to achievedrastic GHGemissionsreductionsin the longterm is required, aswell as a timely deployment of low-
carbon solutions

A Anupdate of the 2050roadmapconsistentlywith the EUcarbonbudgetandthe “ n & € remissiongarget would
inform the adequate adaptation of climate and energy policies, at the EU-level and at the national level.

A At the EUlevel, the roadmapwould enablesetting appropriate long-term targets for the EU ETS and the ESR, aswell as
intermediate 2040 targets + couldalsobe usedto elaboratea corridor of trajectories for the social value of carbon

A Atthe nationallevel,INECPs and long-term low-emission strategies shouldalsobuild on the updated2050roadmap
23
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data Conclusion

A The negotiations on the EU 2030 climate and energy framework, and in
particular on the Governanceof the EnergyUnion, are the opportunity to

implement in the EU a coherent and ambitious policy mix to fulfill its
commitment under the Paris Agreement.

A The legislative texts as currently negotiated lack adequate provisions to
mitigate counterproductive interactions which underminethe effectivenesof

the 2030 climate and energy framework and jeopardizethe achievementof
climatetargets

A Furthermore, they fall short of the EU longterm ambition, which is itself
insufficientto respectits commitmentunderthe ParisAgreement

A A two-fold alignment of the policy package is thus required: within the 2030

climateand energyframeworkto mitigate counteractivepolicyinteractionsand
with anincreasedongterm ambition.

24



|L|CE 10 policy recommendations
CUMATE data Tomake the EU climate and energy policy framework
SIE consistent with the Paris Agreement befo&930 (2/2)

STEP 1 : Setting the EU long-term climate targets right

1. Evaluatingthe EU carbon budget in relation to the 2018 IPCC1.5°C report, basedon the principlesof
capability,equalityandresponsibility

2. Translatinghis carbonbudgetaswell asthe “ n -2 & remissiondargetin anupdated 2050 EU roadmap,
jointly elaboratedwith representativedrom all sectorsthroughan openlycarriedout prospectiveexercise

3. Setting appropriate and realistic 2050 targets for sectors covered by the EU ETSand the ESRwith
intermediate 2040 targets

STEP 2 : Defining a climate and energy policy framework alighed with long-term climate targets

9 Atthe EU level:

4. Calibrating EU policy instruments (in particularthe EUETSand the ESRaccordingto the updated 2050
roadmapas soonaspossiblebefore 2030 usingall possiblewindows offered by the Governancdimeline
and other review processes(i.e. for the EU ETS building on the intended reviews in the light of the
implementationof the ParisAgreementto appropriatelyincreasethe linearreductionfactor of the cap)

5. Calculatinga corridor of social values of carbon in the EU until 2050 alignedwith longterm climate
ambition,whicheconomicstakeholderscoulduseasa referenceand on which couldleanpublicpolicies

6. AssessingegularlyEUprogresstowards meetingits targetsand introducingprovisionsto allow a periodic
ratcheting up of ambition in line with the stocktakesof the ParisAgreement

25



|L|CE 10 policy recommendations
CUMATE d.@?@ Tomake the EU climate and energy policy framework
SR consistent with the Paris Agreement before 2030 (1/2)

STEP 2 : Defining a climate and energy policy framework alighed with long-term climate targets

9 At the national level :

4. Callingfor an alignment of Member States’ long term low-carbon strategies to the 2050 low-carbon
roadmap

5. MakingsureMemberS t a 1L0eyear integrated national climate and energy plans (INECPs) are aligned to
their long-term low-carbon strategy and to the 2050 EU roadmap

STEP 3 : Ensuring the coherency of the different pieces of the climate and energy policy
framework

9. Carryingout an ex-ante assessment of the interactions between energy and climate policies— at the
national and EU levels, aswell asannual ex-post assessments

10. Introducing provisions to adapt policies accordingly assoonaspossible— directly at EUleveland through
recommendationgy the EUCommissiorior an adaptationof policiesin the INECPs
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