D
1l

il

v

D

POTSDAM INSTITUTE FOR
CLIMATE IMPACT RESEARCH

Leibniz
Association

N

MCC

e
[ I~
kd =
Mercator Research Institute on
Global Commons and Climate Change



/|

[~

N e
N~

— e —— . — POTSDAM INSTITUTE FOR MCC * E

m = —— —— =— = CLIMATE IMPACT RESEARCH

Mercator Research Institute on
P Il K Global Commons and Climate Change

An ETS for buildings and road transport (BRT ETS) in
times of energy crisis and war in Ukraine?

Why we need the BRT ETS, now more than ever.
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In short: Two reasons why we need the BRT ETS

1. BRT ETS can combine energy security and
climate policy

2. BRT ETS ensures future energy prices are
going in the right direction
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Oil, gas, coal and electricity prices have risen substantially since mid 2021

—Crude Oil (left axis) = =—Coal (right axis) EU natural gas (right axis) Electricity (right axis)
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Source: MCC (2022), based on various data sources
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Political ramifications of the war in Ukraine

bruegel EU imports vs. aid to Ukraine
€ billion, Feb 27 — Mar 27
e Substantial revenues for

Russia from selling oil and

25

20 o gas to EU
i — Financing of Russia’s “war
10 machine”
: Gas — EU aid just a fraction in
. - cos comparison
Aid RU energy imports

Source: Bruegel

0. Edenhofer & M. Pahle mﬂ.-scm N %‘n %:_Q_—% 4{4?» :
Why we need the BRT ETS! 6 o MCC 3 s == === " 0{



Volume effect — Fit for 55 reduces long-term Gas and Oil Demand

EU Green Deal Scenarios e BRTETS and EU ETS form a demand cartel
0il and Natural Gas Consumption (TWh [yr) on coal oil and gas market
80007  The demand for oil and gas is crucial for
the intertemporal budget constraint of
] Russia.
6000 -
 The Green Deal tightens the
intertemporal budget constraint of Russia
4000 A | for a sufficiently low creditworthiness.
 The duration of war depends on the
intertemporal, not the static, budget
2000 - constraint.
e However, the Green Deal reduces only the
volume, while not changing the
C'*l ' - . .. -
— . - — composition of imports. This is critical for
2010 2020 2030 2040 energy security.
Source: PIK / REMIND model
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Stripping Russia of its “war rents” by taxing imports

20 Qil

Pl

10 Gas

Coal
Energy imports
[billion €]
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e Taxing Russian imports reduces its resource rents.
The degree to which the latter are reduced
depends on the elasticity of supply.

 |f Russia cannot respond to the tax by decreasing
the price of oil/gas to a level below or equal to
that of its competitors, there will be relative price
effect. This hinges on, inter alia, its fiscal and
technological constraints.

— changes the composition of imports

— reduces the EU’s dependency on Russian oil and
gas, thereby boosting energy security
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Positive geopolitical side effects

* “Flexible response”, e.g. tax level can

20 be adjusted to concessions by Russia.
e Tax revenues can go into trust fund to
0 help rebuild Ukraine or make mobility

affordable.

e Taxing imports can improve the EU
and Ukraine’s relative bargaining

. 16 PEACE, JUSTICE .« A . .
Energy imports ANDSTRONG power vis-a-vis Russia.
[billion €] Y.
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BRT ETS can incorporate such an import tax

» Energy security and threats to
“Insecurity” peace will remain virulent as a
. top-up tax result of the war in Ukraine.

(paid by Non- ] ]
/ EU energy » BRT ETS is a suitable tool for
exporters) combining energy security &

-
W

climate policy:

Carbon price “ . :
(paid by EU » “Insecurity” tax on imported energy

consumers) on top of carbon price

» Aim: Tax fossil fuel rents depending
on exporters’ climate & peace
commitments

» The lower the commitment, the

¢l
higher the “insecurity” tax

A
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In short: Two main reasons why we need the BRT ETS

2. BRT ETS to ensure future energy prices are
going in the right direction
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Common belief: oil prices will go up, electricity prices will go down

Historical IEA WEO oil price
forecasts always go up

Renewable (RE) power costs
always go down

{1 150 WEO 2007
—— — WEO 2008
— — - WEO 2009 @
— — — — WEO 2010
41 100
— = = — WEO 2011
— — — — WEO 2012 : A 4
— — — — WEO 2013 Concentrating Solar ~ Onshore Offshore  Solar Photovoltaics
] 50 == ——weo2014 Power (CSP) Wind Wind (PV)
— — — — WEO 2015
- — = — WEO 2016 RENEWABLE POWER GENERATION
— il COSTS IN 2020 |
: : : : 0
2000 2010 2020 2030 2040
Source: Wachtmeister et al. (2018) Source: IRENA (2021)
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Under current prices, these beliefs suggest BRT ETS might be redundant

¢ ol pr'\ceS
that the’_ o .
Be“ef\\\ rise U=~ « Qil prices at very high level
—> Qil price _-" — Internal combustion engine (ICE) relatively
Electricity price costly, even more so when prices rise further.
‘9@/@,{ e Electricity price also high
ory, %f% — But when electricity prices fall,
S . ope « e .
%”’7//2:;0‘7&/ competitiveness of zero emission vehicles
(ZEV) would increase.
e Such beliefs about future prices may imply
BRT ETS not needed, but are they well-
founded?
TEE¥ - 2030
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Price forecasts & model analysis suggest such beliefs are “upside down”

Current oil price inflated by war, well above
projections for 2030 and bound to fall again

10 Current oil pricefevel
= 120
~ 100
80
Q 60
2 40

HIEEE

0

WB Qil price| Rystad Oil | IE02019 | WEQ2019 Impact | WEO2019

price Reference Stated |Assessment| Current

Policies BSL policies

WB Rystad EIA I[EA cCoOM IEA

Source: EC Impact Assessment (2020)
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Average EU electricity price bound
to rise in next years

Green Deal

7.5ct :
/ A< climate targets

kWh

5ct/ |
kWh

2020 2030 2040

; targets
Source: Pietzcker et al. (2021)
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BRT ETS of the essence to ensure energy prices go in right direction

 BRT ETS needed to ensure that oil prices
~+> Oil price (no BRT ETS) : remain at high levels (long term).
—> Qil price (with BRT ETS) [ "-.
Electricity price e BRT ETS needed to ensure regulatory

level playing field, i.e. electricity already
‘a regulated under EU ETS.
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— BRT ETS of the essence to ensure energy
prices go in the right direction.

T E T E = > 2030
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Compensation of low-income households is crucial!

Effects of the energy price crisis, and compensation

measures, on households in Germany .
 Non-market-based instruments

6- o .
) also incur costs, which can be more
= regressive than price instruments
3 (carbon pricing) .
S
§ ! * By generating revenue, price-based
82 o . .
o ! ) instruments allow for a fair
g B & 9 o & distribution of the cost burden.
R0 )
= O
=  Generally addressed by COM’s
) . .
NS T S R R A T R T proposal for a Social Climate Fund.
10% 0% 2
Without compensation Basic package Basic package + Basic package + Basic package +
L O C raised tax allowance © targeted energy allowance for heating costs @ helicopter money
(relief option A) (relief option B) (relief option C)
Prof. Dr. Ottmar Edenhofer . ' N %,42 —5—2:_5—3_:% 4{@,\.
Klimapolitik zwischen Green Deal, Weltklimarat und dem Krieg in der Ukraine 16 Uniersit MCC Wy = TE=ET oam 0;



Conclusion: Two main reasons why we need the BRT ETS

1. BRT ETS can combine energy security and
climate policy

2.BRT ETS to ensure future energy prices are
going in the right direction
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