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Outline

Snapshot of heavy industry developments
1981-2005
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Industrial eutput growth: 1981-2005
Main products /werld regiens
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=> A reality: most of the growth in energy-intensive industries has been
and will be outside Europe (e.g. local infrastructure needs, cheaper energy or raw materials)
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IHOW: significant IS carkhon leakage?

Ex ante simulations

Carbon leakage rates vary

Iron and steel:

55% @ USD21/tCO, tax in Japan and the EU-15
From 0.5% to 25% @ EUR20/tCO, price EU-27
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) Any. evidence of leakage in
aluminium2 (2005-2001)

FliC

Effects on trade flows?

No statistical impact of CO, cost ... but:
Most smelters under long-term electricity contracts — limited
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Estimated electricity cost variations: in
primary: aluminium (1999-2006)

How much of the increase is linked to CO, vs interruption of long-term contracts?
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Short and leng positions by
Sector, EU2S5) 2005-2007
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-
i Other Sector: ex-post impact assessment

Steel (IEA and CIRED)

Largely over-allocated EUAs (+17.5%): EUA as a new cost factor?
Change in trade flows driven by consumption increase

Trade flows

Profits
- Investments

C_petis >
' Cinesimens =

Time dimension is of
critical importance
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Summary. off the preliminary: assessment

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

Great differences btw sectors ...
Trade intensity
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Concluding remarks

How significant could the carbon leakage problem be?
Do not speculate: simulate and monitor expected effects
Short term = changes in international trade flows
Long run = changes in investments patterns

Yet drivers of investment are multiple
EU sectors are not operating in a vacuum

properly defining the counterfactual
scenario is critical for finding evidence of leakage

Ambitious climate policy implies changing relative competitiveness of
sectors, encouraging low-carbon innovations and preparing for new
playing field

Balance prime mover advantage with risk of carbon
leakage
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Reinaud J. (Nov: 2008)

Issues; behind Competitiveness
and Carhen Ceakage

Thank you

fuririar cuestlons?

[Ulizureinaud@izza,orc)
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s8]  Compensating for INCreases in
electriicity, Costs?

FliC

Having a clear idea of the role CO, prices play In
electricity contracts: critical before considering
compensating for increases in indirect CO, costs

=» Electricity price increases do not necessarily
translate into electricity cost increase
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Key Policy Messages

5 challenges for measures to address CL

The debate on CL = a second best policy option!
Need to maintain a carbon price signal in the economy

Aim to provide a clear long-term signal for R&D In
covered sectors

Consider designing measures as flexibly as possible to
avoid the lock-in of less efficient policies and commit to
on-going assistance (int'l negotiations)

Need to be transitional in the case gvts decide on the
usage of measures w/o sufficient empirical analysis on
carbon leakage expected from a sector
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