Agenda Item 11

AVIATION AND THE ENVIRONMENT: EMISSIONS TRADING

- AN UPDATE

Background

1. Aviation’s share of greenhouse gas emissions is currently only 2-3%. This compares with 25% for energy production. There is, however, the potential for aviation’s contribution to increase. The Intergovernmental Panel on Climate Change has estimated that aviation’s climate change impact could rise to between 5% and 15% if action is not taken to tackle emissions. Indeed, if other industries achieve their reduction targets, then aviation’s share of the remaining emissions could grow by 2050 to represent the single biggest contribution to climate change.
2. The UK Government believes the best way of ensuring that aviation contributes towards the goal of climate stabilisation would be through a well-designed emissions trading regime. This conclusion is founded on consultations and discussions with stakeholder groups in mid-2003 concerning the use of economic instruments to ensure that the aviation industry is encouraged to take account of, and where appropriate reduce, its contribution to global warming, and local air and noise pollution.  Members of the Liaison Group participated in these discussions and the Conference received a brief note about them at its meeting at Birmingham in 2003
. (There is a more detailed account of the discussions on the Department for Transport’s website
).
3. The Government's conclusions were announced in the White Paper "The Future of Air Transport" issued in December 2003.  Chapter Three of the White Paper deals with Environmental Impacts
 - paragraphs 3.35 to 3.43 refer.  Conference received a paper about this at its 2004 meeting at Bristol

4. For an international industry, a world-wide emissions trading regime is seen as the best solution. The Government is thus pressing for the development and implementation of such a regime through ICAO.  Some progress has been made with this – see the DfT press release at Annex A - but bearing in mind the large number of countries involved it is likely to be some long time before a worldwide scheme can be agreed. In the meantime the Government is pressing for the inclusion of intra-EU air services in the EU Emissions Trading Scheme (EU-ETS) and it has said it intends to make this a priority for the forthcoming UK Presidency of the EU with a view to aviation joining the scheme from 2008, or as soon as possible thereafter.

5. At the Annual meeting in 2004 members asked the Conference Secretary to write to the European Commission in support of the Government's efforts to secure a European scheme for the control of emissions from aircraft. Attached at Annex B is the text of the reply received from Jacques Barrot, the EU’s Transport Commissioner,
What is the EU-ETS?

6. The EU-ETS was established by Directive 2003/87/EC
 in October 2003 and was transposed into UK national legislation via the Greenhouse Gas Emissions Trading Scheme 2003 in December 2003. The scheme, which took effect on 1st January 2005, is seen as a major instrument for Member States to meet their climate change goals and in particular their Kyoto targets which involve an 8% reduction of greenhouse gas emissions below 1990 levels.  There is a short description of the scheme – taken from a recent ACI Europe article - at Annex C.  There is more detailed information on the DEFRA website
 
7. It should be noted that the emissions attributable to aviation include not just the Kyoto gases but also nitrogen oxide (NOx) as well as the contrails which are said to cause cirrus cloud formation. These particular emissions are not covered by the EU ETS.  

Extending the EU ETS?

8. The question whether the aviation industry should be included in the EU ETS is already firmly on the EU agenda.  This is clear from The EU Transport Commissioner’s letter at Annex B and also from Annex D which is an extract from a UK Government paper
 published in March 2005 to inform stakeholders of the UK Government’s approach to Phase II of the EU ETS within the legislative context of the scheme and UK domestic policy on climate change.

9. The consultation with stakeholders referred to by Jacque Barrot (Annex B) was conducted via the Commission’s website
 during the two-month period ended 6th May 2005.  As mentioned in his letter the consultation covered not just emissions trading but also a range of other possible economic instruments including a tax on aviation fuel or a charge on emissions.  The results of the survey were due to be published on the Commission's website
  before the end of May 2005 and they will also form part of the impact assessment which will accompany a Communication which the Commission says will be published in July 2005.
10. The inclusion of other options in the EU’s March/April consultation means probably that the Commission was still undecided about the inclusion of the aviation industry in the EU-ETS.  It is said there is a body of opinion within the Commission that the EU should only accept an emissions trading solution which accommodates all aviation’s emissions including nitrogen oxide (NOx) and the contrails said to cause cirrus cloud formation. As mentioned above these are not Kyoto gases and they are not included in the present EU-ETS. There is some uncertainty about their impact in terms of climate change.
11. There are also questions of timing.  From Annex D it seems the Commission has said that an amendment to the EU ETS Directive to include new sectors in Phase II of the scheme is unlikely. A review in June 2006 will determine if any changes are to be made. However, according to DEFRA this does not rule out the inclusion of other sectors, such as aviation, in the scheme if all (or a sufficient number of) Members States agree to take the same approach. There is also the possibility that an amendment bringing in other sectors could be prepared and introduced in or after 2008.

12. There is, of course, huge concern within the airline industry over the possible imposition of a tax on aviation fuel, a ticket tax or an environmental charging regime related to engine emission levels.  Some countries – notably France and Germany – are talking of a new tax which would be quite separate from the environmental agenda with the funds generated being used to aid developing countries.  This is reflected in the European Parliament which for some time has been calling for a Europe-wide aviation fuel tax.  In other quarters there is a preference for an emissions charge. It is said this would encourage best practice in reducing emissions and stimulate engine manufacturers to redouble their efforts.
Commentary

13. The need to deal with aircraft emissions is a key issue in dealing with climate change and in ensuring that the aviation industry grows in a sustainable manner into the future.  In is thus an important issue in the future of airports

14. From the 2003 UK stakeholder discussions on the use of economic instruments to deal with aviation’s contribution to the climate change problem, it is clear that an international emissions trading scheme (world-wide or at least for Europe) is a better, more sensitive option than the alternatives, especially the taxation of fuel or a ticket tax which are under discussion in EU circles but are seen as a very blunt instrument.  

15. If the UK Government treats this as priority for the UK Presidency of the EU in the second half of 2005 it should ensure that at this early stage the issue has the impetus it requires to move it forward. 

16. The EU Commission’s attitude to the issue will not become clear until it publishes its promised Communication – hopefully in July. 

17. Even if it is agreed that aviation emissions should be included in the EU-ETS it is unlikely this will happen before 2008 and it will probably be later. 

18. In European airport circles it is felt that more research is required to ensure there is a full understanding of the impact on the climate of nitrogen oxide (NOx) and the contrails said to cause cirrus cloud formation and that this should form the basis of an Action Plan which identifies the measures and timeframe for dealing with these aspects of climate change.   Until there is clarity these emissions should not be included in the EU ETS. But this should not be allowed to delay the integration of aviation into the current scheme at the earliest opportunity. 

Conclusions

19. It continues to be broadly accepted, at least in the UK and among Europe’s airports, that pending a world-wide emissions trading scheme such as that being discussed within ICAO, the best way forward for aircraft emissions would be for them to be included within the EU-ETS and the UK Government has made the preparations for this a priority for the UK Presidency of the EU.  It may be that Conference would wish to reaffirm is support for this approach.

20. The views of the European Commission on how to deal with aircraft emissions will not be clear until it publishes its promised Communication - hopefully in July. There is some suggestion that the Commission is under pressure only to accept an emissions trading solution if this includes all aircraft emissions including nitrogen oxide (NOx) and the contrails said to cause cirrus cloud formation.  It may be that Conference would wish to reply to the letter received from the European Transport Commissioner (Annex B) on the basis that it believes that the impact of these particular emissions on climate change requires more research but that this should not delay the inclusion of the aviation industry within the EU-ETS on the basis that some of its emissions are already included in the present scheme and need to be controlled.  
21. The Secretariat will, of course, keep an eye on developments and consultative committees subscribing to the support service will be kept up to date.
Stuart Innes

May 2005

Footnote: 

Not everyone shares the emissions trading approach!  Among the private members bills in the last session of the last Parliament was the Air Traffic Emissions Reductions Bill.  This called for the preparation and implementation of an integrated air transport plan with stepped reductions in air traffic emissions. The Bill was lost when Parliament was prorogued.  It remains to be seen whether the Bill is re-introduced into the new Parliament but it seems very unlikely that the Bill, at least in anything like the same form, would find Government support.

Annex A
Department for Transport Press Release 2004/0127:
08 October 2004
Outcome of ICAO Assembly on Environmental Matters

Following talks that concluded today at the International Civil Aviation Organisation (ICAO) Assembly in Montreal, member states reached agreement on policies and practices to tackle the impact of aviation on climate change. 

The measures include: 

· Continued endorsement of emissions trading; 

· Further work on the suitability of charges; 

· Encouraging voluntary agreements between States and industry to reduce aircraft emissions

The package also explicitly recognises, for the first time, that the ICAO policy on the exemption of aviation fuel from taxation has been called into question in some States. 

Secretary of State for Transport Alistair Darling said: 

"This was a very successful result in the face of a very difficult situation. The whole world has accepted that it is essential to address climate change impacts. 

"Our core principles have been confirmed. Attempts to restrict freedom of action on emissions trading have been averted. The incorporation of aviation into the EU emissions trading scheme remains our priority which we will pursue urgently during our Presidency next year. 

"The hostile position of many countries to the European position on aviation's greenhouse gas emissions is puzzling. We must recognise the problem we face and take urgent action to tackle these emissions. We shall continue to make our case at every opportunity."

Notes to editors

1. The next regular ICAO Assembly is in October 2007. It is the supreme decision-making body of the organization. 

2. As part of a delicate balance in the negotiations, European states accepted that while preparatory work could be done no climate change related charges can come into effect until after the next Assembly in 2007. This was acceptable to Europe as it represents a realistic timescale for putting any market-based measures in place. 



Annex B

Text of Letter from Jacques Barrot
Vice President of the European Commission - Commissioner for Transport

2nd March 2005 

Thank you for your letter dated 7 February 2005 on behalf of the Airport Consultative Committee’s Liaison Group concerning aviation external costs. I am pleased that your Group is taking an active interest in this important matter.

You may be assured that the Commission very much shares the Group’s concern about the growing impact of aviation emissions on climate change. The Commission also agrees that there is a need to consider the introduction of economic incentives designed to internalise external costs (including environmental costs) and to encourage the industry to limit its emissions.

You mention one possibility, which is that of extending the EU Emissions Trading Scheme to include emissions from the aviation sector. Last December the Commission asked a small consortium of environmental consultants to study and advise on the feasibility of doing this from 2008 or as soon as practicable thereafter. The consultants are required to produce an interim report in May and a final report in July.

Meantime the Commission will soon be asking stakeholders, via its website
, for their views on all the possible economic instruments — taxation of aviation fuel or a charge on emissions as well as emission trading. In addition the Commission is arranging a specific day in which interested stakeholders will be able to put views on all the options. This will probably take place on 1 June here in Brussels. The responses, together with the results of the study into aviation and emissions trading, will be used to inform a Commission Communication that it is hoped will be ready in July. This will draw policy conclusions and recommend a way forward for introducing economic instruments for aviation in EU.

The precise content and timing of specific measures (e.g. legislation) will largely depend on the reaction of the European Parliament and the Council of Ministers to this Communication.

Yours sincerely,

Jacques Barrot

Mme Paula Street

Gatwick Airport Consultative Committee

County Hall

CHICHESTER

UK - West Sussex P019 IRQ


Annex C
About the EU Emissions Trading Scheme 

Extract from ACI Europe Article – March 2005

Under the Kyoto Protocol – adopted in 1997, ratified by more than 140 countries but only entered into force on 16 February this year – the 15 Member States that comprised the EU prior to May last year committed to reduce their combined greenhouse gas emissions by 8% from 1990 levels by 2012. The six Kyoto gases are carbon dioxide (CO2) methane, nitrous oxide (N2O), hydrofluorocarbons, perfluorocarbons and sulphur hexafluoride. 

The 10 new EU Member States were not part of the original EU plan, but in most cases have broadly equivalent reduction targets – between 6% and 8%.They are, however, full participants in the European Emissions Trading Scheme. The ETS covers about 12,000 industrial plants across the EU’s 25 Member States which together account for approximately 46% of Europe’s carbon dioxide emissions and 30% of total greenhouse gas emissions. 

The heart of the ETS is a system of allowances. One allowance entitles the holder to emit one tonne of carbon dioxide. These allowances are granted by national governments to companies free of charge. The vital point, however, is that the total number of allowances is capped, to reflect each Member State’s Kyoto reduction target. This creates the scarcity needed to enable a market to develop. For example, two companies – A and B – each emit 100,000 tonnes of carbon annually. Yet each is awarded just 95,000 allowances. This creates two basic options –cut emissions or buy extra allowances.

Assume company A finds it more economical to reduce its emissions below the level of its allowances, say to 90,000 tonnes. It may then sell its 5,000 excess allowances, or ‘bank’ them for future years. Assume company B cannot remain within its allowances. It will have to buy additional allowances to cover its emissions. Simple supply and demand sets the price of allowances – currently around 7 euro per tonne.

Compliance is ensured by a two-step process. First, independent verification of total emissions is required on a plant by plant basis. Second, companies must ‘pay’ allowances equivalent to its verified carbon emissions – or suffer a fine of 40 euro for each excess tonne. This penalty rises to 100 euro in 2008.


Annex D

Extract from UK Government paper
March 2005 

Aviation and Emissions Trading

65. Attention has become increasingly focused on the growing contribution of air transport to climate change. Forecasts have suggested that by 2030 aviation could contribute up to about a quarter of the UK's total contribution to global warming. 

66. The Government believes that the best way of ensuring that aviation contributes towards the goal of climate stabilisation would be through a well-designed emissions trading regime. We would like to see aviation joining the EU ETS from 2008, or as soon as possible thereafter. 

67. The Commission have said that an amendment to the EU ETS Directive to include new sectors in the Phase II NAPs is unlikely. The review in June 2006 will determine if any changes are made. However, this does not rule out the inclusion of other sectors, such as aviation, in the scheme if all (or a sufficient number of) Members States agree to take the same approach. There is also a possibility that an amendment bringing in other sectors could be prepared and introduced in or after 2008.

68. The Government has made taking forward the work programme for the inclusion of intra-EU air services into the EU Emissions Trading Scheme, a top priority for the UK Presidency of the EU. The European Commission have work in hand looking at how best to address the climate change impacts of aviation, including emissions trading. A Communication by the Commission suggesting a way forward is due in July. We expect to debate the options and agree a way forward during our Presidency.
� � HYPERLINK "http://www.ukaccs.info/03almfiles/03environment.doc" ��http://www.ukaccs.info/03almfiles/03environment.doc� 


� � HYPERLINK "http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/divisionhomepage/030787.hcsp" ��http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/divisionhomepage/030787.hcsp� 


� � HYPERLINK "http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_031496.hcsp" ��http://www.dft.gov.uk/stellent/groups/dft_aviation/documents/page/dft_aviation_031496.hcsp� 


� � HYPERLINK "http://www.ukaccs.info/04almfiles/04environment4.doc" ��http://www.ukaccs.info/04almfiles/04environment4.doc� 


� � HYPERLINK "http://europa.eu.int/eur-lex/lex/LexUriServ/LexUriServ.do?uri=CELEX:32003L0087:EN:HTML" ��http://europa.eu.int/eur-lex/lex/LexUriServ/LexUriServ.do?uri=CELEX:32003L0087:EN:HTML� 


� � HYPERLINK "http://www.defra.gov.uk/environment/climatechange/trading/eu/index.htm" ��http://www.defra.gov.uk/environment/climatechange/trading/eu/index.htm� 


� � HYPERLINK "http://www.defra.gov.uk/environment/climatechange/trading/eu/phase2.htm" ��http://www.defra.gov.uk/environment/climatechange/trading/eu/phase2.htm� 


� � HYPERLINK "http://europa.eu.int/comm/environment/climat/aviation_en.htm" ��http://europa.eu.int/comm/environment/climat/aviation_en.htm� 


� � HYPERLINK "http://europa.eu.int/yourvoice/" ��http://europa.eu.int/yourvoice/� 


� � HYPERLINK "http://europa.eu.int/comm/environment/climat/aviation_en.htm" ��http://europa.eu.int/comm/environment/climat/aviation_en.htm� 





