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1 Energy poverty and ETS 2
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What is energy poverty?
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Where is energy poverty?

Indicators of energy poverty amongst
households < 60% MS median income
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Policy measures to tackle energy
poverty

Tax and benefit

Targeted energy
efficiency programmes
EED

system
MS level
Energy inefficient
Low income buildings and
equipment

Energy
poverty
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Percentage of disposible income

Carbon pricing is not an energy
poverty alleviation policy

= Carbon tax as a share of households’ disposable

04 income, by income decile in France (30.5 Euros/tonne)
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Source: RAP (2021) Pricing is Just the Icing, based on Berry, A. (2019). The distributional effects
of a carbon tax and its impact on fuel poverty: A microsimulation study in the French context
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2 What’s needed from the
buildings sector to meet the
55% net emissions reduction




Energy efficiency and electrification
expected to lead the way

Energy demand in residential buildings
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Heat decarbonisation expected
to play a big role in the 2020s

Between 2026 and 2030, 1 in 4 homes
are expected to replace their heating systems.
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3 Why pricing (ETS 2 or some
other mechanism) is an
important part of the picture




More policy action needed

»  Emissions from buildings and road transport
rising

Buildings Road Transport

2014

2018
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ETS 1 on its own, exacerbates
imbalance between fossil fuels and

electricity

* Indirect emissions covered by ETS 1 (electricity,
district heating)

Regulatory Assistance Project (RAP)® Note: Sizes of boxes do not correspond with actual emissions 16



Carbon pricing patchy in the EU

Sweden
Finland
France*
Ireland**
Germany***

Denmark

Portugal Range of carbon prices on fossil fuels combusted

in buildings (national measures) and used in
electricity generation (EU ETS) in 2021 and,

Luxembourg*
Slovenia
All other Member States | ***No carbon prices***

EVETS?

where expectations are available, in future years
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Carbon price per Euro

* Price announced for 2022 but now unlikely following freeze of carbon price at 2018 level. ** Price recommended by
Irish Climate Action Committee for 2030. *** Middle of price corridor (euro 55-65) announced for 2026. "Price
announced for 2023. *EU ETS allowance market price 24 May 2021; average 2030 price amongst range of
independent experts, April 2021.%° Note: Sweden and Denmark have been converted from national currencies to euros.
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Pricing alone will not drive
Investment in heat decarbonisation

Heating fuel demand is price inelastic

«  Long-run price elasticity of demand for fossil gas for heating is
between -0.025 and -0.32 (Europe Economics, 2016)

Percent increase

Increase in Percent decrease

e in energy

price

in energy
consumption

carbon
price

25 Euros/tonne 7-8% up to 2.4%

180 Euros/tonne 53% up to 17%
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Mix of policy instruments needed

[ Regulatory instruments

0) " Pricing instruments
CO Supporting policies:
100% + Informative instruments

+ Financial support
A - Financing instruments
Innovation policies

Share of buildings decarbonised

Supporting

Time

Source: RAP (2021) Pricing is Just the Icing, 19

Regulatory Assistance Project (RAP)®
based on van de Poll, et al. (2020). Zero carbon buildings 2050. CE Delft. Background report



4 Addressing equity concerns
and (in part) funding the
renovation wave




Options to ensure carbon pricing
IS not regressive

2 pillars:

* |nvestments in the building stock

« ETS2 revenues will not solve full investment gap
« Additional public finance needed
« Before impact of price increases is felt

» Direct financial compensation

« Lowest incomes: fully compensate
« Higher incomes: feeling of compensation
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Part of the revenues for
compensation

Table 3: Estimates of the burdens on/revenues from households by EU ETS 2 (% of total burden /revenue)

Groups of Member States* Q1 Q2 Q3 Q4 Q5 Total
(based on their NEI) (0-20%) (20- (40- (60- (80- (O-
40%) 60%) 80%) 100%) 100%)
lower-income MS: 40-70%
(RO, HU, BG, SK, EL, HR, LV, PT) 1.4% 2.4% 34% 4.4% 65.4% 18.0%
mid-income MS: 70-100% o
(PL, LT, CZ, EE, SI, ES, IT) 21% 3.3% 4.4% 56% 7.5% 22.8%
higher-income MS:100-120% - - o o
(MT, SE, CY, Fl, IE, BE) 2.6% 4.0% 53% 6.8% 9.0% 27.6%
high-income MS:120-175%
(FR, NL, DK, DE, AT, LU) 31% 4.5% 651% 7.7% 10.2% 31.5%
Total (all MS) ?.2% 14.2% 12.1% 24.4% 33.0% 100%

Source: FEST/FOS (2022). Assessment of the EU Commission’s Proposal on an EU ETS for 22
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Possible safeguards on the ETS
2 price

» Price corridor (minimum and maximum price)

» Provide more certainty to investors
» Potentially difficult to negotiate, given tax-like structure

» Reduced scope
» Option for delayed introduction
» Linking to energy prices

» Broader energy market option instruments?

Regulatory Assistance Project (RAP)®
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Need to ramp up investments
through complementary policies

Stronger EU Stronger

2026

2027 85

2028 112

2029 106

2030 140
2026-30 av. 103.4

2040 344
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Conclusions

» To get to net zero we need a comprehensive policy mix,
iIncluding carbon pricing

» Rebalancing energy prices is particularly important in the
drive for buildings electrification

» Social aspects of the package need to be reinforced;
opportunities are there for Member States & Parliament

» Investment needs in the 2020s go beyond the scale
enabled by carbon revenues

Regulatory Assistance Project (RAP)® Source: T&E / Vivid Economics forthcoming 25
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Pricing is just the icing:
The role of carbon pricing in a

comprehensive policy framework
to decarbonise the EU buildings
sector

Samuel Thomas, Louise Sunderland and Marion Santini

https://www.raponline.org/knowledge-
center/pricing-just-icing-role-carbon-
pricing-comprehensive-policy-framework-
decarbonise-eu-buildings-sector/
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About RAP

The Regulatory Assistance Project (RAP)® is an
Independent, non-partisan, non-governmental
organization dedicated to accelerating the transition
to a clean, reliable, and efficient energy future.

Learn more about our work at raponline.org

Samuel Thomas
Senior Advisor
Regulatory Assistance Project


http://www.raponline.org/

