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Executive summary 

By statistical and theoretical analysis, this report delved in the EU energy policy aiming to 

evaluate three aspects. Firstly, whether there are any advantages that a single energy policy has 

for the member states in particular and the union in general. Secondly, whether the goals set for 

energy and climate change are being met. Thirdly, whether policies used by EU to curb pollution 

exhibits greater efficiency. Focusing on the so called ‘2020 Climate & Energy Package’, the 

findings indicated that regulation at EU level is of great advantage most notably in reducing cost 

of pollution control. This portrayed that targets set by EU were actually being met. As such, the 

union has set more targets (2030 and 2050) with a better insight from lessons learned in the 2020 

target. Moreover, the findings indicated that pigouvian taxes and pollution permits have helped 

EU in its efforts to decarbonisation. A case in point, this report using UK as case study, 

established that UK’s energy-related carbon dioxide emissions have reduced by 40% which is 

the lowest since 1888. In summary, this report has concluded that the cheapest and the most 

practical way for EU countries to deal with energy issues and climate change is by having energy 

policies being se at the EU level. Additionally this report recommends that since climate change 

is not just a Europe problem, the EU should put more effort working with other global bodies ( 

as per the Kyoto Protocol, for example) if its targets are to have meaningful impact on tackling 

climate change.  
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1. Introduction 

The EU has legislated in energy policy areas since the 1950’s but the idea of a mandatory and a 

comprehensive EU Energy Policy was only agreed upon on 27th October 2005. Moreover, the 

2007 Treaty of Lisbon legally includes solidarity on matters of changes to energy policies within 

the EU, and energy supply before this treaty, energy legislation in EU was based on EU authority 

on area of common environment and market (European Commission, 2018). In practice 

however, many policies relating to energy across E.U levels member states’ voluntarily co-

operation. As such, this report will critically evaluate EU energy policies.in other words 

advantages of a single energy policy for EU, the priorities of this policy, Pigouvian taxes and the 

pollution permits as some of the methods used to reduce pollution and UK’s energy transition 

policy as a case study for how individual member states are faring with transition in spite of EU 

energy policy.  

In addition, this report will use the readings of Hirst (2018) to understand how CPF is used to tax 

fossil fuels which are used in generation of electricity via rates sets under Climate Change Levy. 

CPF contains two components that are paid by the energy generators in two ways; the allowance 

price set by EUETS, and Carbon Support Price, that tops up the former allowance price as 

projected by National government, to the CPF target (Hitch, 2018).   

  

2. Advantages of a single E.U. energy policy 

Bodanasky (2018) posits that climate change being a global a global problem requires co-

operation between a number of countries. As such, some stakeholders and academics maintain 

that a single EU energy policy presents a number of advantages; 

First, reduction on cost of reducing pollution, European Commission argues that a renewable 

energy target of 30% would result up to € 33.2 billion savings in costs of pollution control 

annually more than twice the positive effect brought by a single target approach by an individual 

member state (European Commission, 2018). Additionally, the commission claims that these 

savings could increase up to € 41.5 billion annually when renewables target is set at 35%. 

Moreover, this scenario would result to 455 fewer people deaths annually from causes related to 

pollution (European Commission, 2018). 

Second, creation of more jobs, EU- wide binding goals for renewables and efficient energy 

policies presents an opportunity for jobs creation. European Commission claims that by setting 
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2030 renewables target and putting more efforts into efficiency of energy, there would be an 

increase on net employment from 300,000 – 1.25M jobs (European Parliament, 2018). 

Thirdly, a level playing field, Chan et al.(2018) elucidates that a single energy policy by EU has 

removed or reduced friction that is placed on cross-border commerce, regulation and governance 

of energy by often conflicting and contradicting national policies of individual states. This has 

been in the form of targeted pieces of legislations, which are aimed at technical harmonization 

and wide-reaching policies overhauling entire sectors concerned, and regulatory and governance 

practice across all individual member states. 

Fourthly, Aghion et al. (2016) explicates that common market for products, setting vehicle and 

other products standards at EU wide level is vital as individual member states markets would not 

be big enough. This setting of common standards across larger markets enables innovation to 

happen and reduces manufacturers’ burden. Furthermore, similar standards in member states 

creates bigger export markets for the environmental goods and services. This is of major benefits 

as trade within Europe is high. For example 54% of UK goods in 2010, and 40% of UK services 

in the same year were exported to other EU member states. Moreover, across EU trade between 

states accounted 64% of all goods exported and 56% of all services exported (European 

Commission, 2018). 

3. Priorities of E.U energy policy  

Fernadez (2018), explains that in 2015, the EU launched the Energy Union package, a 

framework strategy which has an ambitious climate change policy. This EU language, hints that 

the energy policy has given priority to tackling issues related to climate change (Bernstein and 

Hoffmann (2018). This strategy is formulated around five priority areas (European Commission, 

2018). These includes; Firstly, decarbonisation. From 1990-2016, EU’s emission of greenhouse 

gas (GHG), decreased tremendously in all sectors, transport sector being the only exception 

which recorded an increase by 20% (European Commission, 2018). As such, EU has prioritized 

on decarbonisation of road transport as it is the cause of more than 72% of all transport 

emissions 

Secondly, energy efficiency, a directive by the EU council and European Parliament in 2012, 

imposes on EU member states, two objectives. First, to establish energy efficiency targets on 

their jurisdictions, and second, to formulate long-term strategy supporting investments in 

renovation of households and utility buildings (European Parliament, 2018). 
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Thirdly, energy security, the member states have agreed upon to prioritise on formulating 

national objectives with regard to increasing energy sources diversification and supply from each 

other so as to increase the resilience of both regional and individual national energy systems 

Fourthly, internal energy market, it has been agreed that the interconnection target of energy 

system of 2020 to be 20% between member states and at least 15% by 2030. These targets to 

make EU region more independent of energy, will be facilitated by various electricity 

transmission projects such as Western HVDV link to transport renewable energy to England and 

Wales from Scotland (Hirst, 2018). 

Fifthly, Research, innovation and competitiveness, to make this region globally competitive in 

the energy sector, a directive was made by EU to member states to set funds for public and 

private research and innovation which relates to the Energy Union (European Parliament, 2018).  

3.1. The “2020 climate and energy package” 

This is a set of EU binding legislation so as to ensure that EU meets its 2020 targets on climate 

and energy. The EU leaders set these targets in 2007but were enacted in legislation in the year 

2009 (European Parliament, 2018). This package established three major targets (also called 20-

20-20. That is, 20% reduction of the greenhouse gas emissions compared to the 1990 levels, 20% 

of gross energy consumption to be from renewable energy and 20% energy efficiency 

improvement compared to business as usual scenario) these to be achieved by EU and its 28 

individual member states by 2020 ( European Parliament, 2018).  These three targets under the 

package have been translated into member states binding targets and non-binding targets together 

with individual states action plans for the sake of their implementation. Under the EU-ETS and 

renewable directives, these targets were enshrined into the legally binding instruments. 

Moreover, a binding target for energy efficiency could not be mutually agreed upon as it was 

considered by the member states to be falling under their individual competence. It took 4 years 

to adopt 2012 Energy Efficiency Directive which was adopted in 2015 (European Commission, 

2018)     

The figure below describes these targets and the progress made so far. 
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Figure 1:  2020 Climate and Energy Package Objectives 
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4. Pigouvian taxes and pollution permits 

Pigouvian taxes and tradable permits are some of the two instruments used for reducing 

pollution. Theoretically, as Cameron (2015) puts forth, the two methods have many similarities  

and neither seems more preferable than the other. However in practice, most countries around the 

world have relied on taxes more to control pollution, than on permits. 
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Figure 2: pollution optimal quantity 

  

Source: Cameron (2015) 

The diagram above describes a simple model for pollution optimal quantity. The MDC curve is 

Marginal Damage Cost (cost to environment as a result of every additional unit of the pollution), 

which slopes upwards due to the fact that low levels of air pollution causes relatively less 

damage since the environments absorbs it. Environment’s capacity to absorb the pollution is 

limited, so as the pollution increases damage to environment increases at a rapid rate (Cameron, 

2015). 

The MAC curve (Marginal Abatement Cost) is cost to the society of every unit of pollution 

reduced, or abated, and slopes upwards to left from right. This results from the fact that when 

more resources are applied to reduce pollution, opportunity costs increases. Pollution optimal 

quantity occurs at Q* where MDC curve and MAC  curve intersects. Less pollution for example 

At Q1 than Q* means that MDC is less than MAC. In other words, society will face more cost of 

reducing pollution compared to costs in terms of damage to environment. Golosov et al. (2014) 

simply put it that pollution at Q* will make as better off compared to Q1. 

Considering the Pigovian taxes, every firm pays the government for every pollution unit they 

generate, as such, setting a pollution price. In the diagram above, the optimal price which would 

cause Q* units of the pollution is P*. As a result, firms would not increase pollution than Q*, 

because P* (the tax) is higher than the MAC, meaning reducing pollution is cheaper than paying 

the tax. Firms, comparatively, would not pollute quantities less than Q* because MAC is higher 
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than P* (the tax), meaning that paying the tax would be cheaper than reducing pollution to 

quantities less than Q*. 

With trade able permits on the other hand, the governments sets the amount of pollution rights 

(permits) available on the market (with one permit a firm is allowed to emit a unit of pollution). 

Q* is the optimal quantity of the permits, and market forces sets the price equal to P* permits. 

Permit’s price will not be more than P* since then, P* would be higher than MAC and firms 

could as a result reduce pollution at less cost than price of permit (Cameron, 2015). 

It is easy from discussion above, to see that taxes and permits are equivalent theoretically in 

terms of markets for pollution. Market prices are set by taxes, which when correctly set, will 

result in optimal quantity of pollution. In addition, Optimal quantity is set by permits, which 

leads to market prices as shown in figures below; 
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Figure 3: The equivalence of Pigouvian taxes and trade permit 
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Figure 4: Pigouvian taxes and permits equivalence 
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5. Energy transition policy of the U.K 

 Hirst (2018) points out that the UK’s energy policy is set out specifically on May 2007 white 

Paper and the Transitional Plan of 2009. The UK energy policy has undergone significant 

transformation. The government has efficiently continued the leadership on the climate action. 

Electricity Market Reform has been implemented and has strengthened security of supply 

policies (Salant, 2016). Furthermore, the UK leads the way in low-carbon economy transition by 

taking climate actions that are ambitious at the national and international levels. These ambitious 

efforts by the UK are consistent with its target to reduce GHG emissions by 80% from 1990 

levels by 2050 (Brink et al. 2016) 

The government in 2016 adopted the 5th carbon budget (for 2028-2032), targeting 57% GHG 

emissions reduction compared to 1990 levels (IEA, 2018). To achieve this goal, the UK’s Clean 

Growth Strategy (2017) formulated policies and funding of £ 2.5 billion for innovation and also 

low-carbon investment for up to 2021. 

As a result of these and other efforts, UK’s energy system has recorded a tremendous growth in 

low-carbon energy share which was over 50% of its total energy in 2017. Most notably a huge 

reduction was recorded in coal which contributed 7% of electricity mix, down from 29% 

recorded in 2010 (IEA, 2018). Moreover, as Hirst (2018) highlights, the U.K is committed to the 

phasing out of all unabated power generation by coal by 2025. Further, the UK’s energy-related 

emissions of Carbon dioxide have reduced by 40% being the lowest levels that have been 

recorded since 1888 (Nasiritousi, 2017)                                         

Heat and power, which for a long time were number one cause of energy-related carbon dioxide 

emissions have reduced significantly to around 25% of total emissions which makes them below 

emissions of transport (24%) (IEA, 2019). 

European Commission (2018) explains that as UK sets its power sector on transition to 

decarbonisation, government is putting more focus on transport, industry, buildings and heat. 

More so, carbon price support policy has demonstrated way in which suitable price signals help 

promote transition towards low carbon intensive use of energy.  

After meeting the first and the second carbon budgets, the UK is projected to meet the third one. 

However, in its 2018 strategy review, the Climate Change Commission warns of delivery risk for 

fourth carbon budget and also policy gap between current policies and ambitions under fifth 

carbon budget (IEA, 2019).  
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 6. Conclusion 

This report has established that firstly, a single energy policy by the EU has some advantages 

which include reduced pollution reduction cost, jobs creation and a level playing field for firms 

and member states. Secondly, EU energy policy has five priorities to help EU achieve its energy 

and pollution targets. Furthermore, the 2020 Climate and Energy Package has three targets to be 

achieved by 2020 by all EU member states, they include 20% reduction of GHG emissions 

compared to levels of 1990, 20% of total energy to be from renewable sources, and 20% energy 

efficiency. Thirdly, Pigouvian taxes and trade permits are equivalent in some measures and are 

simple measures by EU to curb pollution. Fourthly, we have established that using the UK as a 

case example, it may be a sign that other EU member states are also achieving their renewable 

energy targets and pollution targets like the UK.  

In closing, this report cannot emphasize enough, the need for a single EU energy policy as it is 

the cheapest and the surest way to reduce pollution and make Europe energy independence. 
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