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The challenge for emission reductions
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Future carbon targets — determine

strategic choices
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How does it all fit together?
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Competitiveness is a sector/product issue
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‘Construction’ sector: cement production dominates
emissions, highest MVAS, relatively low NVAS
accounts for c.10% of aggregate sector value-added
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Total sector GVA
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Iron and Steel: Basic Iron & Steel production
dominates emissions, MVAS c.25%, c.10xINVAS,

accounts for half sector value-added
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Total Sector GVA
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£2,139 million
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£1,064million (2004) MVAS 27%.
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Energy production (non-electric) dominated
by refineries; coke linked to steel

Total sectoral GVA
12% - for 2004
£2,627 million*
£ 10% - Manufacturing of refined
& petroleum (SIC 23.20);
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4 digit: Food, Beverage and Tobacco
... 1t’s the malt

Potential Net and Maximum Value At Stake
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Man.
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Potential Net and Maximum Value At Stake
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4 digit: Textiles and Leather

Total sector
| GVAin 2004
£4,150 million
A Manufacturing of non-
| Finishing of wovens; (SIC 17.53) Other textile
textiles GVA £45million (2004) weaving (SIC 17.25)
1 (SIC 17.30) GVA£6million (2004)
GVA
£230million
1 (2004)
A
= X . 4 ¥
0% 20% 40% 60% 80%

Non-EU Trade Intensity

Assumptions: CO2 price=€20/tC0O2; Pass through in electricity =,£10

e=fy== P reparation & spinning of worstedtype fibres
Preparation & spinning of flaxtype fibres
e=)ie==T hrowing,preparation&texture of silk,synthetic/artificial filament yarn
Man. of sewing threads
e==jmms C O tto Ntype weaving
Woollentype weaving
Worstedtype weaving
SilkOtype weaving
Other textile weaving
e—gy—Finishing of textiles
Man. of madeup textile articles, except apparel
Man. of carpets and rugs
Man. of cordage, rope, twine and netting
M an.of nonwovens&articles made from nonwovens except apparel

Man. of other textiles n.e.c.

M an. of knitted and crocheted hosiery
Man. of leather clothes
Man. of workwear
Man. of other outerwear
—>¢—Man. of underwear
—¥—Man. of other wearing apparel and accessories n.e.c.

Dressing &dyeing of fur; man. of articles of fur

100 —+— Tanning and dressing of leather

Man. of luggage, handbags and the like, saddlery& harness

Man.of footwear

—&— Man. of knitted and crocheted fabrics

UNIVERSITY OF
UMMBRIDGE

. PP
cy researcn Group

Poli




50%

Results of cost screen

40% -

30% -

20% -

10% -

Cost increase relative to value added

Lime

l:l Impact from direct emissions
- Impact from indirect emissions (electricity)

Other inorganic
basic chemicals

Fertilisers & Nitrogen

Starches& starch
products

Basic iron & steel

0.2% 0.4%

Household paper

Non-wovens
Industrial gases
Coke oven

Malt

0.6% 0.8%

Share of GDP of a country

Climate
= Strategies

Preparation of yarn
Copper
Other textile weaving

Flat glass
Veneer sheets

Retreading/
rebuilding tyres

Rubber tyres &
tubes manufact.

Hollow glass

Finishing
of textiles
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The German data
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Trade intensity of top 23 sectors with Non-
EU and EU countries in UK and Germany
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Cement already faces widely
divergent domestic prices
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Is the picture changing?

« The rise in non EU imports »

Mt of cement

Destination of non EU Imports
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Is the picture changing?

« The recent surge in Chinese imports »

Mt of cement

18
16
14
12
10

o N B~ O

Origin of non EU Imports
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Trade barriers

Difference in operating costs between the
EU and the RoW

International Pressure on EU market

Trade Barriers

v A

4

Service differentiation

Product differentiation

Cost of instability

Import restriction

Consumption / Capacity

Transport

Availability, vertical integration, price stability...
Colour, strenght, workability, consistency...

Risk: retaliation, market immaturity...

Anti-competitive behaviours.

Balance on the markets abroad (& domestic)

Road cost, sea cost, storage facility

NB: Barriers are lower for EU transnational firms
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Impact of cost pass-through on imports and overall production

Cement imports as a proportion of

Drop in volume of cement

cement consumed in EU

il Consumption and production
Passing costs onto consumers will lead to a reduction in demand and a bigger reduction in EL production volumes.

0% 20% 40% B0% BO% 0% 5% 10% 15% 20%
0% [ [ [ | % ] I
Drop in EU consumption
5% ; ; 5%
Dirop in EU consumption E
0%, B-10%
F 15 %
R w-
15% E ’ Drop in EU production
0% Drop in EU production —2_20% {including exports)
{including exports) B
£
25 '5-25%
5]
-30%, 8-20%
T 25%
-40% 0%
Cement price increase Steel price increase
i) Imports
Passing costs onto consumers will lead to increased imports, with a partially offsetting increase in CO, emissions abroad.
BO% B0 %
B
g
40% Ep=] 40%
w
i
= Increase in imports
a
30% o E 0% {and therefore leakage
F of CO, ouside EU)
20% F E E 20%
! Increase in imports s = °
{and therefore leakage E‘E
of CO, ouside EU) =
10% P 10%
o
W
0% l | | | 0% 1 1 1
0% 20% 40%: B0% B0% 0% 5% 10% 15% 0%
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Impact on profits and demand for the EU cement
and steel industries of different carbon prices,

allocation and cost pass-through decisions

20%

0%

40%

20%

0%

EBIT margin on sales

-20%

-40%

-50%

Proportion of carbon cost passed onto consumers

a) EU cement industry
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E£IORCO,

0% 100%

Current profit margin
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Wi

E45/C0,

|
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0,

0% 20%

40%

Cement price increase

60%

20%

il Profit margin
Profit margins can be maintained or growen by government allocation decisions and by industry decisions about passing costs onto consumerns.

ances given for free

%z of emissions allow

EBIT margin on sales

Proportion of carbon cost passed onto consumers

bl EU steel industry

LY

Steel price increase
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EU 25 refining capacity, throughput and

consumption of refined products

mio barrel/year
9000 -

8000 -
7000 -
6000 -

5000 -

e

Throughput

4000 // Consumption

7/
3000 -

2000 -

0 T T T T T T

A A2 2Oy P D
NN BN AN BN N SN

b A
SR

O N O
S O O
F DI P

o)
)
NN N ?

Y

S
>

BTN

L AN
1’5 i

Y C

=R

SITY OF
BRIDGE

Electricity Policy Research Group



Regional refining margins
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Leakage 1s a focused way to analyse
competitiveness concerns

* Focus on leakage, not competitiveness per se:

— Competitiveness concerns
~ Production moves, jobs/tax revenue lost

— Leakage
~ Production moves, emissions re-locate

— > leakage gives an environmental focus and clear criteria

 Profitability of firms is a different issue
— free allocation can protect profitability
— might provide one approach to fund innovation
— but does not ensure competitiveness or prevent leakage
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A carbon price works through the value chain.
This can be supported by policies that address leakage.

Forgone substitution/innovation
e Without measures Other bui
» With free allocation

Leaner

+ Lower clinker ctures
content

e

_Efficiency. o
Clinker l Cement || Concrete || Building

Clinker .

. Cement imports
IMPOrts  gome leakage

e Without measures
 With unconditional allg

Ing materials

Leakage Substi
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Cement sector

lllustrative for UK - but numbers can still change significantly

70% Clinker . -
— Cost increase electricity

2 60% Cost increase ele+CO2
>
g 50%- = = Cost increase electricity from clinker
O
C\) == = Cost increase ele+CO2 from clinker
2 40%" Cement
=
2 30%
S
o 20%
ﬁ Concrete products (concrete products

10% for construction; mixed concrete etc)

—e— 1

0 500 1000 1500 2000 2500 3000 3500
GVA (million Euro)
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Steel sector

lllustrative for UK - but numbers can still change significantly

50%

Semi Finished

40% -

30% -

20% -

Electricity GVAS/ CO2 GVAS

10% -

Hot rolled

L — —

Cost increase electricity

Cost increase ele+C0O2

== = Costincrease electricity
from slab

== = (COstincrease ele+C0O2
from slab

iron&
steel

0%

* Most exposure from BOF (and possible coke oven)
« Steel can be transported at semi-finished stage

500

1000 1500 2000 2500 3000 350

Gross value added (million Euro) 0
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Three approaches address leakage for

exposed sectors

B CO 2costs
- = Price level
7 - 7] - ' 17
@) @)
© Conditional O Export taxes Government led
free allocation A Border adjustment sectoral agreement

Initial evaluation

oLittle substitution to low  eHas to be aligned with *Requires strong policies

carbon products/services international climate of developing countries
*Distorts investment engagement *Risk of low common
eBureaucratic constraints *Requires at least denominator

for innovation informal international
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Wettbewerbseffekte des EU-ETS

eakage is only of potential concern for sub-sectors
Cost Increases need to be analysed In context

Commitment important that leakage is addressed
— For credibility of scheme
— For low carbon investment

Three options exist to address leakage concerns

— Have to be sector by sector
— Choice can wait for international coordination and analysis
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