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A few words on competitiveness
S . . .
= [Ssues and climate policy.

Starting point: the EU emissions trading scheme (EU ETS)
Introduces cost on industry and power generation — other
regions lag behind in climate policy

ETS developing in: Australia / Switz. / Canada / US States

Discussions in US Congress / Japan (mandatory) / South Korea

Concern: enhanced competitiveness of non carbon
constrained producers could lead to ‘carbon leakage’

E.g. Reductions achieved by the EU ETS could result in higher emissions
elsewhere

Which activities? Trade-exposed, energy- or GHG-
Intensive

Aluminium: , of global output is traded, both GHG and electricity intensive
Iron and steel: 32%, high CO, content
Cement : but very high carbon cost per value added



Carbon Cost Impacts

Direct costs: allowance purchase
(EUAs currently trading at around €22 /tCO,)

Indirect costs: effect of CO, price on electricity
prices
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asymnmeiric clirnzis ooliciss:
Wiyins aiel Realitias
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Competitiveness- driven CL

- a national sector’s perspective -

consumption- = Supply-siae
ariven ariven

Increase in emissions outside EU Short ter_m:
(as a result of the EU ETS) Production

Decrease in emissions in EU
(as aresult of the EU ETS)

Longer term:

\ / Investments

Changes In'trade rows as a resultorthe EU ETS
= |naicator of carbon leakage
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Industrial eutput growth: 1981-2005
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=8| How significant is the carbon leakage pb for
Hic [rade-expesed emiSsion-INtENSIVE SECIONS?

Risks restricted to a few industry sectors (and sub-sectors)
Iron & steel, cement, paper and pulp, non-ferrous metals

Economic simulations of carbon leakage show a risk for some
sectors
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88 Summary ofi EU-ETS Phase 1 (2005-2007)
flic Preliminary/assessment

No statistical evidence of a change coinciding with the
Introduction of the EU ETS

Great differences btw sectors ...
Trade intensity
EU-ETS costs: emissions intensive (free allocation) vs. electricity intensive sectors
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[

ravs Addressing carbon leakage

Effectiveness of policies?

Electricity-intensive and emissions-intensive
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{1

raje Selving carbon'leakage?

Domestic-oriented actions:

Lowering the cap
Allocation modes (EU, US bills, Canada, Aus, NZ, Swz)
Recycling revenues or direct subsides

© OECD/IEA - 2007



‘ Key: Paolicy Messages (1)

1

v

Risks restricted to a few industry sectors
(and sub-sectors)

Governments should not speculate on
the risk of leakage, but simulate effects

and monitor precise indicators:
Short term: trade flows and production levels
Long term: investment levels

Measurable impact of CO, cost?

Yet drivers of investment are multiple



Key Policy Messages (2)

3 challenges for measures to address CL

The debate on CL = a second best policy option!
15t best solution is the international agreement

Yet even if there were an int'l agreement, the debate would not end...

Need to maintain a carbon price signal in the economy

Balance prime mover advantage (R&D) with risk of
carbon leakage

Consider designing flexible measures to avoid:

Lock-in of less efficient policies (e.g. free allocation versus auctioning)

Commit to on-going assistance and react to progress made in int’l
negotiations



{1

ras Thankiyou
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