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European Commission public consultation in preparaibn of an analytical
report on the impact of the international climate regotiations on the situa-
tion of energy intensive sectors (ETSD, Carbon Leage Decision)

Position

BDI contribution to this public consultation

General:

The BDI (Federation of German Industries) regretywnuch the EU Commis-
sion’s information policy: national industry fedaoas should under all cir-
cumstances be informed directly of important issegsrding the implementa-
tion of the ETSD 2009/29/EC.

Any burden on European industry translates intexaan more serious impact
on German industries, because Germany has a \gnyirfdustrial share of
more than 25 percent of the gross national incéaeemany has also a very
high density of energy-intensive industries. Theseluce about one third of
the EU’s capital goods, and the production of basaterials is of the same or-
der.

Free of charge allocation does not weaken the Eusimies’ reduction obliga-
tion which will be the toughest in the world (-212005 — 2020). Free of
charge allocation does not diminish this very dednagntarget because the
number of EU allowances is not affected by how theydistributed. Even if
industries receive 100% free of charge allocationsyder to meet the reduc-
tion target they will have to either make investisdn reduce their emissions
or buy allowances on the market.

Key Messages:

1. The BDI is disappointed by the outcome of Copenhagie “Copen-
hagen Accord” is legally not binding ahds not established a “level
playing field”. Therefore, the precondition as decided by theoEu
pean Council to move to a 30% reduction has non lhel@lled. If it
has changed at all the exposure to the risk ofacadnd job leakage
has increased since a level playing field will proxore elusive after
Copenhagen.

2. Thecost burdenfor industry caused by the ETS must be minimised.
This applies in particular to the energy-intensiatustries: their inter-
national competitiveness must not be jeopardised.

3. The industry sectors now identified as exposeddigmaificant risk of
carbon leakageneed to receive their allocations 100 % free @irgh
for the entire third trading period (2013 — 2020).

4. In December 2008 Heads of State and Government ieléar that
the competitiveness of EU industrial installaticosered by the ETSD
must besafeguarded and additional burdens must be avoided at
least as long as competitors are not subject tqacable climate obli-
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gations. The BDI insists that the measures to ptaoke competitive-
ness of European business that were politicallgeayin December
2008 are put in place as intended.

5. The indirect burden resulting froEl S-induced higher electricity
pricesimposed on electricity-intensive industries musttbmpensated.
A satisfactory solution to this problem is neededa@on as possible.

6. Border Adjustment Measures(BAMS) are rejected. No protectionist
measures should be introduced in the name of cipalicy, be they in
the form of trade barriers, product standardsftnadur local producers
or even requirements to buy domestic products.

Answering the Questions posed by the Commission:

1. In your opinion, how have key indicators of tis& of carbon leakage
(such as exposure to international trade, carboicgs etc.) for the EU energy
intensive industry changed since the adoption efcthmate change and energy
package implementing the EU's unilateral 20% erarsseduction target at the
end of 20087

Answer:

The key indicators have not changed. Non-EU corgststill do not have to
contribute to climate protection in a way that cbloé compared to the burden
imposed on EU ETS installations. The EU cost baseadstablished in the De-
cision by the COM for identifying the industry sexs exposed to a significant
risk of carbon and job leakage has to be kept anthsChanging this cost base-
line would entail huge uncertainties for the ETStaflations. The “exposed
sectors” need to receive their allocations 100 &é tif charge for the entire
third trading period (2013 — 2020). And even bey2680 if their competitors
in other countries with no Gonstraints do not have to carry a comparable
burden.

2. Do you think that the outcome of Copenhagemydag the Copenha-
gen Accord and its pledges by relevant competibEsuropean energy-
intensive industry, will translate into additiongdeenhouse gas emission re-
ductions sufficient to review the list of sectoegihed to be exposed to a sig-
nificant risk of carbon leakage? If so, how and &hy

Answer:

The Copenhagen Accord does not represent a sulffisiep towards a level
playing field. Actually, even the contrary might topee. The list of sectors
deemed to be exposed to a significant risk of cadoad job leakage should
therefore not be reviewed. Moreover, the benchmagksl to be set at a level
that is realistically achievable by the installasan a sector. Too stringent
benchmarks would result in significant under-alkoma and thus in the car-
bon and job leakage which the ETSD tries to prevent

3. In your view, what would be a compelling newegaheconomic or
other factor which would require a change of theeleof free allocatiorto sec-
tors deemed to be exposed to a significant ristadbon leakage?

Answer:

International climate negotiations should resul ifair allocation of the cli-
mate protection burden which will not damage Geriduastry’s competitive-
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ness (“Level Playing Field”). Yet, important negiing parties’ conduct at the
Copenhagen Climate Conference has shown that err@latdvance measures
have perhaps been gratefully accepted but do sottri@ others following suit.
Companies and employees have to bear the consexguiante form of extra
costs and the impact on competitiveness and jobs.

Climate protection should be cost-efficient. Oy tong term, unilateral
distortions of competition at the cost of Germangustry or at the cost of
certain industrial branches would be inacceptabgpenhagen has shown
that other countries see this danger with far gredtarity. In the financial
crisis German industrial structure — by adheringhentire value-added
chain — proved itself. For the climate it is irned@t whether C@results from
the production of cement, aluminium etc. in Germanglsewhere — but this
is crucial for our jobs?job leakage” must be prevented.

We are still facing the effects of the economic &ndncial crisis. Additional
charges and costs for companies need to be avdidedio not want struc-
tural changes to drive energy-intensive industogisof Germany and
Europe. High-tech basic materials are needed fodwurbines and solar
modules in particular, and the chemical industrg avany other industries
with their innovative products are essential far geoduction. These value-
added chains are a key strength of Germany asdastinalised nation. Shift-
ing production does not benefit anyone: neither games, nor jobs, nor the
climate.

4. Do you consider free allocation of allowancesa#icient measure to
address the risk of carbon leakage, or do you seeedl for alternative or addi-
tional measures?

Answer:

To safeguard the competitiveness of the EU indesfree allocation and the
compensation of the indirect burden resulting fieis-induced higher elec-
tricity prices imposed on electricity-intensive industries aguieed as soon as
possible to achieve a satisfactory solution tod¢la&age problem. This solution
must be compatible with the state-aid laws. Theesfoe BDI asks the Euro-
pean Commission to come up with accordingly adagtat-aid guidelines as
soon as possible.

No protectionist measures should be introducedlemiame of climate policy,
be they in the form of trade barriers, product déads that favour local pro-
ducers or even requirements to buy domestic preddotder Adjustment
Measures are rejectedbecause they are not suited to attenuate problems
caused by the regional limitation of the EU ETSeywill lead to new WTO
problems and will provoke retaliatory measuresdetriment of German and
EU business.
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