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Executive summary

Under the Paris Agreement, European governments and
the European Union (EU) are committed to a low-carbon
transition, with a goal of net zero emissions by the second
half of this century, while making ‘“finance flows consistent’
with that pathway. If European governments are to achieve
this, they must phase out their support to the production
and consumption of fossil fuels.

Shifting government support away from fossil fuel
production and consumption is also an important
means of achieving Europe’s wider economic, social
and environmental objectives. These include unlocking
government resources for public goods, such as education,
as part of wider fiscal reform; levelling the playing field
for clean energy and energy savings; and improving public
health by reducing air and water pollution.

Rhetorically at least, European governments have
promised to end their support to fossil fuels. The EU and
all its Member States have committed to phasing out
environmentally harmful subsidies, including those to fossil
fuels, by 2020. European governments have made parallel
pledges to end inefficient fossil fuel subsidies under the G7
and the G20.

European governments are not on track to
meet 2020 subsidies pledge

Unfortunately, European countries and EU bodies are
failing to match these bold commitments, which risks
undermining their decarbonisation efforts. In spite of their
high-level pledges, they have no common definition for
subsidy estimation, nor clear plans or timelines for phasing
out these subsidies. Beyond a voluntary mechanism under
the European Semester, there is no comprehensive EU-
level system to monitor subsidies and hold the EU and its
Member States to account for failing to address them. With
only a few exceptions, European governments have done
very limited reporting of their fossil fuel subsidies.

Where information was available, our research shows
that governments across the region are falling behind in
meeting their 2020 phase-out commitment, by continuing
to provide subsidies to fossil fuels. For the period between
2014 to 2016, we identified 997 fossil fuel subsidies,
provided through fiscal support, public finance, and
investment by state-owned enterprises (SOEs). Of these
subsidies, however, 153 (15%) could not be quantified. In

total, 11 European countries' and the EU provided at least
€112 billion in subsidies per year between 2014 and 2016
towards the production and consumption of fossil fuels. €4
billion of these subsidies came from the EU itself.

The transport sector benefited from the highest level
of subsidies identified, directed towards the use of fossil
fuels. Governments provided the transport sector with at
least €49 billion per year in direct spending, tax breaks,
and income and price support — almost half (44%) of the
support for fossil fuels identified in this study. Much of this
support takes the form of subsidies to diesel consumption
€21 billion (43%), which has high costs for both health
and the environment. Based on available data, after the
transport sector, industry and business receive the most
subsidies. These subsidies were estimated at nearly €15
billion per year, all through fiscal support, including tax
breaks for energy-intensive industries.

Our research also found that the EU and those
European governments reviewed together provided almost
€7.3 billion per year in public finance to oil and gas
production in Europe and overseas. This is in addition
to fiscal support (€3.3 billion) and SOE investment (€2.7
billion). Germany, Italy, the UK and the EU provided the
highest levels of public finance to oil and gas production.

Subsidies to fossil fuel production put Paris
commitments at risk

To meet global climate objectives, which aim to avoid
dangerous climate change, three quarters of known

fossil fuel reserves must be left in the ground. However,
European governments continue to subsidise exploration
for fossil fuels, which puts Europe at serious risk of missing
the goals of the Paris Agreement.

The EU budget’s research and innovation programme,
Horizon2020, gave €12 million per year for shale gas-
related exploration activities; and France and the UK
together provided €253 million per year in public finance
to fossil fuel exploration. If France continues this support
it would undermine the government’s 2017 announcement
that it will stop granting new licenses for oil and gas
exploration.

As part of the wider support provided to oil and gas
production outlined above, our research found that
the key EU investment and development banks, the

1 These 11 countries represent 83% of Europe’s energy-related greenhouse gas (GHG) emissions.
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European Investment Bank (EIB) and the European Bank
for Reconstruction and Development (EBRD), together
provided over €2.4 billion of public finance for gas
infrastructure projects inside and outside the EU. This is
despite mounting evidence that demand for gas in Europe
is falling, in part due to success in meeting the EU’s own
energy efficiency targets.

European governments have also specifically committed
to phase out subsidies to hard coal mining by 2018.
However, our research revealed that at least €3.3 billion
per year was provided annually in fiscal support to coal
mining across the countries and institutions reviewed
(including for the transition away from coal — see below).
And despite pledges to end public finance to coal overseas
as part of wider climate commitments, we found that
€389 million was provided for coal mining internationally
(including from EBRD) between 2014 and 2016. Italy,
Poland and Germany provided most of this international
support for coal production. European governments
and the EU also continue to provide international public
finance to fossil fuel production, including €1.7 billion to
fossil fuel based power production overseas.

Fossil fuel subsidies may be stalling
Europe’s energy transition

Many European governments have committed to phasing
out coal-fired power in the medium term, yet between
2014 and 2016, coal-fired power benefited from at least
€2.2 billion per year in fiscal support. State-owned utility
companies provided €5.7 billion in support to wider
fossil fuel-based power generation, most prominently in
Poland, as well as in the Czech Republic, France, Greece,
Hungary and Sweden. As far as we are aware, there are no
programmes in Europe to support the transition of SOEs
away from fossil fuels.

Our research also found that fiscal support to fossil
fuels worth €4.3 billion per year have the stated aim of
facilitating the energy transition. This includes support to
fossil fuels through capacity mechanisms,? support for co-
firing of biomass with coal, and the EU Emissions Trading
Scheme (ETS).

How can Europe ensure a ‘just transition’
for workers, communities and vulnerable
groups?

In moving away from fossil fuels, including coal, Europe
recognises the vital need to ensure support for workers
and communities. Of the fiscal support to coal mining
identified, three-quarters — around €2.6 billion per year
— are nominally to facilitate the transition away from

coal. This includes €313 million to support workers and
communities, and €314 million for the rehabilitation and
decommissioning of mining sites (with the clear majority
being unspecified transition support). While this support
is crucial, the burden should not fall only on governments;
businesses in the sector should also take responsibility for
the costs of transition.

European governments have committed to ‘provide
targeted support for the poorest’ as part of their repeated
G20 pledge to phase out fossil fuel subsidies. Based on
available data, our research found that households received
at least €6.6 billion per year, with most of that fiscal
support being provided in the UK (€4.7 billion) and Italy
(€1.7 billion), through tax breaks. Data was unavailable
for many of the measures supporting households. Of the
total number of measures identified, only half (54%) were
targeted at a segment of the population (i.e. the poor and
vulnerable, large families, and workers employed in specific
sectors). When measures are not targeted, they can prove
regressive, for example benefiting most the middle class
who use more electricity and fuel.

As this study shows, governments in Europe and the EU
continue to subsidise a reliance on oil, gas and coal, fuelling
dangerous climate change with taxpayers’ money both at
home and abroad. Despite broad agreement that fossil fuel
subsidies are a problem, and a select group of European
countries undertaking reform, these subsidies have proven
politically difficult to eliminate. European governments
must be held accountable for the fossil fuel subsidies
highlighted in this report, and must seize the opportunity to
end support to the fossil fuel industry once and for all.

We recommend that Europe should take the following
key steps:

1. lead the G7 and the G20 by meeting its commitment to
phase out fossil fuel subsidies by 2020.

2. increase transparency, with a publicly disclosed,
consistent annual reporting scheme at national and
European level, covering all support to fossil fuels.

3. work across EU policies to ensure that comprehensive
planning, monitoring and reporting mechanisms on the
fossil fuel subsidy phase-out, are integrated into Member
States’ national energy and climate plans.

4. ensure international institutions funded by European
governments eliminate existing subsidies for fossil
fuels, and monitor reforms so that no new subsidies are
established.

5. ensure that mechanisms with the stated aim of
assisting the energy transition do not support fossil fuel
production and consumption.

6. target any remaining subsidies to ensure a ‘just
transition’ for workers and communities, and that those
to households support the most vulnerable groups.

2 Capacity mechanism: administrative measure to ensure the achievement of the desired level of security of supply by remunerating generators for the

availability of resources (European Parliamentary Research Service, 2017).
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1.Introduction

With the Paris Agreement on climate change coming into
force in 2016, European governments not only reaffirmed
their commitment to limit the increase in global average
temperature to well below 2°C, they also agreed to pursue
efforts to limit global temperature rise to an even more
ambitious 1.5°C target (United Nations Framework
Convention on Climate Change (UNFCCC), 2015). To
support these objectives, they made parallel commitments
to achieve zero net emissions in the second half of this
century, and to make ‘finance flows consistent with a
pathway towards low greenhouse gas emissions and
climate-resilient development” (UNFCCC, 2015).

If countries are to meet these commitments, at least
three quarters of the existing proven reserves of oil, gas
and coal will need to be left in the ground, and a shift to
low-carbon energy is urgent (Intergovernmental Panel on
Climate Change (IPCC), 2014).

However, Europe is already falling behind in its
decarbonisation efforts by continuing to provide subsidies
(including fiscal support, public finance, and state-owned
enterprise (SOE) investment) to fossil fuels.

The world will not be able to avoid dangerous climate
change if countries continue to rely on and support the
use of fossil fuels to meet their energy needs. Governments
must facilitate a shift in investment towards clean
alternatives if we are to avoid stranded assets® and carbon
lock-in* that commit us to the most dangerous levels of
climate change.

Shifting government support away from fossil fuel
production and consumption is also an important means to
achieve other economic, social, and environmental benefits.
These include unlocking government resources that could
be used for public goods (such as education); creating a
more level playing field for clean energy; supporting public
health by reducing air pollution; and aligning carbon price
signals.

Despite making various commitments, European
governments have failed to develop systems that hold them
to account for ending subsidies to coal, oil and gas.

1.1. Europe’s pledges to end fossil fuel
subsidies

Prior to the Paris Agreement, European countries had
already made many commitments to end fossil fuel
subsidies.

The European Commission has repeatedly called upon
Member States to phase out environmentally harmful
subsidies by 2020, including those for fossil fuels, and
has made a commitment to remove subsidies to hard
coal mining by 2018 (European Council, 2010, European
Commission, 2011). The EU State of the Energy Union
states explicitly that ‘technologies and resources which
are being phased out or might not be sustainable in the
long term should not be supported through public money’
(European Commission, 2017a).

At the international level, the EU has:

¢ committed to phasing out inefficient fossil fuel subsidies
by 2025 through the G7 (G7,2017)

¢ reiterated its commitment to phase out inefficient fossil
fuel subsidies every year since 2009, as part of the G20
(G20,2017)

® agreed to monitor developments on these commitments in
future reports on the State of the Energy Union (European
Commission, 2017a).

All EU countries have also committed to the Sustainable
Development Goals (SDGs), which highlight ‘rationalising’
fossil fuel subsidies as a means of implementing Goal 12 to
‘ensure sustainable production and consumption patterns’
(United Nations (UN), 2015).

The objective of phasing out fossil fuel subsidies is
referenced in the text of the EU-Singapore Free-Trade
Agreement (awaiting final approval) which states that:
‘Parties recognise the need to ensure that, when developing
public support systems for fossils fuels, proper account
is taken of the need to reduce greenhouse gas emissions
and to limit distortions of trade as much as possible... the
Parties share the goal of progressively reducing subsidies
for fossil fuels’ (European Commission, 20135, see Chapter
13, “Trade and sustainable development’).

3 Stranded assets, in the context of greenhouse gas (GHG) emissions: fuel energy and generation resources that, at some time prior to the end of their
economic life (as assumed at the investment decision point), are no longer able to earn an economic return (i.e. meet the company’s internal rate of
return), as a result of changes in the market and regulatory environment associated with the transition to a low-carbon economy (Carbon Tracker

Initiative (CTI), 2014).

4 Carbon lock-in: once certain carbon-intensive development pathways are chosen and capital-intensive investments are made, fossil fuel dependence and
the carbon emissions that come with it can become ‘locked in’, making a transition to lower-carbon development pathways difficult and increasing the

risk of exceeding climate limits (Erickson, 2015).

Phase-out 2020: monitoring Europe’s fossil fuel subsidies 9



In mid-2017 the EU High-Level Expert Group on
Sustainable Finance released its first report, outlining
concrete steps to create a financial system that supports
sustainable investments. This included a recommendation
that: ‘reform of fossil fuel subsidies should be a priority’;
the Multiannual Financial Framework (MFF) should
give consideration to ‘explicitly excluding fossil fuels and
other unsustainable projects’; and the EIB and national
promotional banks should ‘ensure that investments no
longer support or de-risk unsustainable investments such
as fossil fuels’ (European Commission, 2017b).

In terms of subsidies through public finance institutions
(such as development banks and export credit agencies),
in 2013 both EIB and EBRD announced significant
restrictions on international finance for coal (Doukas et al.,
2017). Recently a number of European governments also
announced some partial restrictions on international public
finance to coal and export credits for coal-fired power
projects (Doukas et al., 2017). In 2015, 29 Organisation
for Economic Co-operation and Development (OECD)
export credit agencies entered into an agreement to restrict
financing for coal-fired power plants, which came into
force in January 2017 (Doukas et al., 2017). A summary
of these restrictions on coal finance at European public
finance institutions (including development finance
institutions and export credit agencies) is provided in
Annex 2.

1.2. European systems for accountability

in phasing out fossil fuel subsidies

Under the Europe 2020 Strategy launched in 2010, EU

Member States committed to begin developing plans for

phasing out fossil fuel subsidies by 2020, with progress

on implementing these plans to be monitored under

the European Semester.’ However, in 20135 the decision

was taken to remove the focus on energy and fossil fuel

subsidies from the European Semester (Sartor et al., 2015).
Although no new system for governing the phase-out

of fossil fuel subsidies has been agreed since then, the

European legislators are negotiating a regulation on the

Governance of the Energy Union. Various proposals by

the European Commission and the European Parliament

foresee monitoring and reporting on the phase-out of fossil

fuel subsidies in the National Climate and Energy Planning

regime (European Parliament, 2017). It is expected that

agreement on this regulation will be reached in spring

2018 (Climate Action Network Europe and E3G, no date).
The EC has been sporadic in estimating and reporting

on fossil fuel subsidies, with its last report released in

2014 (that includes data up to 2012) and with no plans to
update this information (Alberici et al., 2014).

While European countries and public finance
institutions have all made pledges to shift away from
supporting high-carbon investments, no restrictions
have been put in place to limit investment in fossil fuel
production by European SOEs both at home and abroad.
Nor have any accountability measures been introduced to
monitor the extent of such investments.

This lack of accountability for meeting commitments
comes despite a recent Commission Report on Energy
prices and costs, which emphasises that ‘fossil-fuels [sic]
subsidies are particularly problematic, as they disadvantage
clean energy and hamper the transition to a low-carbon
economy’, and that ‘the recent relative fall in energy prices
should make it easier for governments to remove tax
exemptions and other energy demand subsidies’ (European
Commission, 2016).

Despite significant commitments by European
governments, not only has there been limited action, but
also no mechanisms have been put in place by the EU, nor
its institutions, nor its Member States, for defining and
documenting the full extent of fossil fuel subsidies, and
therefore holding themselves to account in achieving those
pledges.

To that end, the Overseas Development Institute (ODI),
CAN Europe and Green Budget Germany have sought to
identify and estimate the value of ongoing government
support to oil, gas and coal across 11 European countries
(which together account for 83% of Europe’s greenhouse
gas (GHG) emissions)6 and by the EU budget, its financial
instruments and policies, the EIB and the EBRD.

Chapter 2 examines the status of Europe’s energy
transition, and the role that fossil fuel subsidies may be
playing in acting as barriers to this transition. Chapter 3
sets out the methodology used in this report to identify
and estimate fossil fuel subsidies as well as raising issues
of data transparency. Chapter 4 outlines key findings in
terms of levels of transparency in subsidy reporting. It
also explores findings by instrument (fiscal support, public
finance and SOE investment), by activity (coal mining, oil
and gas production, electricity, transport, industry and
business, agriculture, and households). The chapter also
highlights key issues such as new support measures to
fossil fuel exploration, subsidies to fossil fuels in the name
of the energy transition, Europe’s support for fossil fuels
overseas, and the balance of support going to workers,
communities and vulnerable groups. Finally, Chapter 5 sets
out conclusions and recommendations.

5 The European Semester provides a framework for the coordination of economic policies across the EU, allowing countries to discuss their economic and

budget plans and monitor progress at specific times throughout the year.

6  The countries covered in this report are the Czech Republic. France, Germany, Greece, Hungary, Italy, the Netherlands, Poland, Spain, Sweden and the
United Kingdom. Emissions data is from CAIT Climate Data Tracker, based on CO2 emissions in 2013 (WRI, 2015)
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2.Europe’s energy
transition and the potential
impact of fossil fuel

subsidies

Driven by decarbonisation objectives and policies, as well
as a sharp reduction in the cost of clean technologies,
countries across Europe and other regions around the
world are going through a significant energy transition.
This chapter describes this encouraging process in several
key areas: phasing out coal; falling oil and gas production;
dramatic increases in the share of renewables; and the
electrification of cars. It also highlights where, despite this
progress, governments continue to provide subsidies to
the consumption of fossil fuels, and how they may act as
barriers to or delay each of these transitions.

2.1. Coal phase-out

The International Energy Agency (IEA) estimates that to
keep global temperature rise well below 2°C7, coal-fired
power plant emissions in Europe must fall by 80% to
2030 and more than halve globally (IEA, 2016). Moreover,
Climate Analytics has estimated that a full coal phase-out
by 2030 will be the cheapest way for Europe to meet the
1.5°C target, and that Europe should replace this capacity
with renewables and energy efficiency measures (Rocha et
al., 2017). Germany and Poland have the most work to do
on this coal phase-out, as they are jointly responsible for
51% of installed coal capacity and 54% of coal emissions
in Europe (Rocha et al., 2017).

A coal phase-out is not only vital in terms of the climate,
but also for helping to improve air quality in Europe.
Air pollution is the single largest environmental cause
of premature death in the urban parts of the continent.
Emissions from coal plants are partly responsible for
this, with around 23,000 early deaths every year due to
respiratory illnesses caused by coal burning (Jones et al.,
2016). In February of 2017, the European Commission

ruled that 23 EU countries have been breaking air quality
laws, through emissions from vehicles, power plants,
smelting and refuse burning (Crisp, 2017).

There has been some progress. Driven by
decarbonisation objectives and policies, as well as a sharp
reduction in the cost of renewable energy technologies,
electricity markets across Europe and other regions around
the world are going through significant transformation
(van der Burg and Whitley, 2016). A recent study has found
that 92 gigawatts (GW) of coal plant capacity was halted
in the EU between 2010 and 2016, with only 25 GW
implemented over the same period (Shearer et al., 2017).

This trend should be further supported by the stricter
emissions limits that the European Commission has
recently put in place, and which will have to be met by
2021. These limits will apply to all coal-fired power
stations (amongst other emitters) and may lead to coal
plant closures (Euractiv, 2017a; European Environmental
Bureau (EEB, 2017; European Commission, 2017c). More
importantly, several governments have already achieved
a full coal phase-out, or have committed to end coal-fired
power between 2023 and 2030 (see Box 1). The power
sector is also responding. In 20135, Italy’s largest utility,
Enel, has recently pledged to close three of its coal plants
by 2020 and gradually to end investments in coal, to
become carbon neutral by 2050 (Enel, 2015; Greenpeace,
2015).

Despite these steps in the right direction, subsidies to
coal mining and coal-fired power continue to be provided
across Europe. And while support to coal mining has
declined in recent years, new subsidies to coal-fired power
risk extending the life of assets (e.g. power plants, coal
mines etc.). This is exemplified in the case of two coal-fired
power plants in Spain, which the Chief Executive of the

7 There have been critiques of the IEA 450 Scenario, used for this analysis, as it is based on a weak goal of a two-in-three chance of staying below 2°C (for

more details see Oil Change International, 2016a).
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utility company Endesa has said are likely to close when
indigenous coal mining subsidies expire in 2018 (in line
with EU rules) unless the government intervenes (Endesa,

2017).

Box 1: Coal phase-out commitments across Europe

Many countries and regions in Europe have
already ended the use of coal-fired power, including
Belgium, Cyprus, Luxembourg, Malta, Scotland and
the Baltic countries.

In addition, a number have already announced
their intention to phase out coal in the electricity
sector in future decades:

e France — by no later than 2023

¢ the UK and Ireland — by 2025, with Austria and
Denmark also likely to end coal use by around
2025

¢ Sweden — within the next decade

¢ Finland and Portugal — by 2030.

Also, despite not including any deadline for coal
phase-out, the German Climate Action Plan 2050
does comprise a target that comes close to halving
emissions from the power sector between 2014 and
2030.

Sources: DeSmogBlog, 2016; Rocha et al., 2017; Madson, 2017;
Littlecott, 2017

2.2. Falling oil and gas exploration and
production

Recent analysis has estimated that the reserves in oil
and gas fields currently in operation, even without coal,
would take the world beyond 1.5°C - the threshold of
temperature rise at which the worst impacts of climate
change can be avoided (Oil Change International (OCI),
2016c¢) (see Figure 1). Based on these findings, to meet
climate commitments no new fossil fuel extraction or
transportation infrastructure should be built, and some
early closure of existing operations will be required.®

These findings run counter to the narrative of some
European governments and institutions, that new natural-
gas investments are needed for it to be a “bridging fuel’ in
the low-carbon European energy transition (Stern, 2017;
Energy Visions, 2015). Given current policies, and the
required low-carbon technology paths that should evolve
in Europe, there may be less than a 15-year window
before carbon reduction commitments dictate a rapid and
unstoppable decline in the use of natural gas (Stern, 2017;
McGlade et al. 2016).

Several drivers are already leading to a decline in both
investments and resulting oil and gas production, both
in Europe and globally (see Figure 2, overleaf). This fall
in investment is due to forecasts of sustained low oil and
gas prices, driven by growth of the US shale-gas industry;
failure of the Organization of the Petroleum Exporting
Countries (OPEC) to cut production; weakening global
demand - particularly in Asia; and the Paris Agreement on
climate change (Reuters, 2017; International Association

Figure 1: Emissions from developed reserves at global level, compared to carbon budgets
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8  The authors note that ‘with just 18% of the world’s population, industrialized countries have accounted for over 60% of emissions to date, and possess
far greater financial resources to address the climate problem. Most early closures should therefore take place in industrialized countries, beginning with

(but not limited to) coal’ (OCI, 2016c).
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Figure 2: Changes in drilling activity in selected key regions (July 2014-December 2016)
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of Oil and Gas Producers (IOGP), 2016). Listed upstream
oil and gas producers face particular challenges due to
the limited availability of low-cost fossil fuel reserves,
competition from SOEs, and the improvements in vehicle
efficiency and changing transport modes that are reducing
demand for transport fuels (see Section 2.3), which are
already stranding assets in the industry (IRENA, 2017).
High-cost areas such as those in Europe have been
particularly affected by these changes, as over 50% of the
EU’s natural gas continues to be sourced from countries
within Europe (IOGP, 2016).

A move away from oil and gas production both within
Europe and beyond may be further influenced by the
emergence of bans to exploration and specific activities in
several countries and regions. The government of Costa
Rica extended its ban on oil and gas exploration and
extraction through 2021, and the Macron government in
France has announced it will stop granting new licenses
for oil and gas exploration (Tico Times, 2014; France24,
2017). France has also banned fracking, alongside
Germany, Ireland, Bulgaria, Scotland and Wales (in the
UK), and a number of US states and Canadian provinces
(Wikipedia, 2017; Irish Times, 2017). Development
finance institutions including the Asian Development
Bank (ADB) and the African Development Bank (AfDB)
have restrictions on finance for oil and gas exploration
activities. These restrictions are motivated by non-climate
risk factors, including financial risk, and the status of oil
and gas as international commodities that do not require
concessional finance (Doukas et al., 2017).

Nonetheless, European governments and EU institutions
continue to support oil and gas production both at home
and abroad. In Europe, significant investments in new gas

Asia Pacific

Saudi Arabia

Abu Dhabi

pipelines and liquefied natural gas (LNG) ports have been
initiated, planned and proposed, under the auspices of
security of supply (Climate Action Tracker, 2017). These
proposals come even though the overall utilisation rate

of existing LNG ports is close to 25%, with many ports
remaining unused (Climate Action Tracker, 2017).

Recent analysis has shown that in many cases it is
subsidies that keep investment in oil and gas exploration
and production afloat despite increasingly adverse market
conditions. Examples include projects in Alaska and the
Russian Arctic that would not have gone ahead without
tax breaks (Gerasimchuk et al., 2017). Recent analysis
also shows that nearly half the US oil and gas yet to
come into production would not be commercially viable
without fossil fuel subsidies at US$50 a barrel (Erickson
et al., 2017). In Europe the UK’ North Sea provides one
of the primary examples of the role of fossil fuel subsidies
in pushing forward investments that would otherwise be
unviable — with significant costs to government budgets.
Gas infrastructure (pipelines and storage) also receives
significant financial support from EU financing sources,
such as the current EU’s long-term budget, the Multiannual
Financial Framework 2014-2020, the EIB or the European
Fund for Strategic Investments (EFSI) managed by the EIB
(see Box 2, overleaf).

2.3. Tranformation of the power and
transport sectors

Electricity markets across Europe, as in other regions
around the world, are going through significant
transformation, which is affecting other sectors such as
industry and transport. This includes a rapid increase
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Box 2: EU subsidies for gas infrastructure: are they needed?

It has become clear from our research and analysis of EU fossil fuel subsidies that gas infrastructure is receiving the
main share of support from the EU budget, EIB and EFSI (see EU brief*). The strong bias towards financing gas
infrastructure, i.e. interconnections, import and storage capacity, is of concern as recent studies demonstrate that
there is very limited need for new gas infrastructure investment to address issues around security of energy supply.
In addition, there are indications that gas demand is decreasing, in part due to success in meeting the EU’s own
energy efficiency targets. The EU has failed to conduct any climate assessments or test proposed gas infrastructure
investments against EU climate and energy targets, or against the requirements of the Paris Agreement.

The following are examples of the scope and scale of EU support provided to gas infrastructure:

The European Regional Development Fund (ERDF) accounts for around a quarter of the EU budget 2014-2020,
with investment planning and project implementation managed by EU Member State authorities. According to their
long-term investment plans for the period 2014-2020** seven Member States and regions intend to spend €930
million of their ERDF resources for natural gas infrastructure, in particular gas pipelines and storage.

The Connecting Europe Facility (CEF) is part of the EU budget that aims to enhance and expand cross-border
infrastructure, connections and territorial cohesion in Europe. The CEF is managed by the EC; the five calls for
projects proposals for 2014-2016 have allocated €1.1 billion of CEF funding to gas projects. This includes 50
projects on ‘studies and works’ for natural-gas interconnections across Europe.

Between 2014 and 2016 EIB provided financing for 27 gas infrastructure projects in countries inside the EU,
worth €1.6 billion per year.

The European Fund for Strategic Investments (EFSI) is a joint initiative by the European Commission and the EIB
to mobilise private investments and catalyse new projects with high economic, environmental and societal added
value. It supported eight gas distribution projects, worth €1.2 billion, in its first two years of operation (2015 and
2016).

The EU faces opportunity costs when investing public resources into new gas infrastructure, and should look to
support energy infrastructure that is in line with its wider long-term climate and energy transition objectives.

Sources: European Commission, 2017d; Wood Mackenzie, 2017; E3G, 2015; E3G, 2016; European Commission, 2017e.
*For more details see also EU brief, available at odi.org/Europe-fossil-fuel-subsidies

**Planned allocations for the period 2014 -2020, available data based on ‘Categories of Intervention’ and projections. No data were available for
the 2014 — 2016 only.

in the share of renewable, often decentralised electricity electricity production in some countries. In Spain, for
production, driven by decarbonisation® objectives and example, renewables met 66% of electricity demand in
policies and a sharp reduction in the cost of renewable 2015 (Eurostat, n.d.).
energy technologies (van der Burg and Whitley, 2016). Alongside, and linked to, the rise in renewables, a
Another factor that is contributing to the shifting significant share of gas- and coal-fired power generation
landscape of electricity markets is the availability of capacity has been retired in several European countries
innovative, low-carbon solutions to balance demand and (IRENA, 2017). This has been driven by four key factors
supply (Figure 3, overleaf, provides an illustration of the across the region (van der Burg and Whitley, 2016):
changing landscape of power systems).

In 2015, renewables accounted for 29%1° of electricity ¢ success in support for renewable electricity production
production across the EU, up from 13% in 1990, with technologies and a fall in their costs
large variations between EU Member States (Eurostat, ¢ a widespread drop in electricity demand!!
n.d.). Between 2005 and 2015, wind power generation e asignificant number of coal- and gas-fired power plants
more than quadrupled and solar electricity generation in the region reaching the end of their operational lives
grew by a factor of 37 (Eurostat, n.d.). Variable renewable e environmental policies leading to the phase-out of high-
energy sources already make up a significant share of emitting plants.

9  For the EU to achieve its target of an 80%-95% reduction in GHG emissions by 2050, the power sector will need to reach full decarbonisation, with
deep reductions also needed in heating and cooling (Hewicker et al., 2011; European Commission, 2011; Euractiv, 2017b).

10 While hydropower still accounts for the largest share of renewable electricity production, its share has declined sharply from 94% in 1990 to 38% in
2015 - a fall linked to the rapid growth in biomass and in variable wind and solar power (Eurostat, 2015b).

11 Driven by economic slowdown, mild weather and improvements in energy efficiency, demand for electricity in Europe dropped 3.3% between 2008 and
2013 (Gray et al., 2015). Forecasts for future electricity demand in the EU vary substantially. ENTSO-E forecasts electricity demand to increase by 0.8%
annually between 2016 and 2025, based on the highest electricity demand forecasts of the different system operators (ENTSO-E, 2015). Carbon Tracker
Initiative forecasts electricity demand to continue to decline by 0.3% from 2014 to 2030 (Gray et al., 2015).
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Figure 3: The changing landscape of power systems
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These changing conditions are already altering utility
business models in Europe. Since 2011, power companies
have written down'? over US$130 billion of assets,
reflecting unprofitable market conditions for thermal
generation, which accounted for around half the total
losses (IEA, 2017). In response, Germany’s large power
generators E.ON and RWE announced in 2016 that they
would split off their conventional power production from
their businesses focused on renewables'? (Chazan, 2016).

At the same time, electrification of road transport will
be necessary to meet decarbonisation objectives (European
Commission Directorate-General for Economic and
Financial Affairs (ECFIN), 2015). In 2016, for the first
time, it was confirmed that transport is the biggest source
of GHG emissions in Europe (Transport and Environment,
2016). In Europe, a deep transformation of the automotive
sector is being prompted primarily by concerns about
emissions of harmful gases and particulate matter from
road transport, with the recent diesel scandal involving car
companies cheating on emissions testing elevating the issue
significantly. This has led to calls for stricter regulations
and greater government incentives for cleaner alternatives,
including electric vehicles (IEA, 2017). In July 2017, both
France and the UK announced plans to ban new petrol
and diesel cars and vans from 2040. This follows on from
India and Norway setting even more ambitious targets
(2030 and 2025 respectively). In addition, at least 10 other
countries have electric car sales targets in place, including
Austria, China, Denmark, Germany, Ireland, Japan,

Korea, the Netherlands, Portugal and Spain (CNN, 2017).
However, these targets are being undermined by ongoing
subsidies to diesel and other fossil fuel use in cars.

Analysis by UBS has estimated that the cost of owning
an electric car will draw level with that of a traditional
combustion engine vehicle as early as next year in
Europe (Financial Times, 2017). These developments will
have impacts beyond car manufacturing, including for

power infrastructure (e.g. charging, intelligent sensors

and computation) (IRENA, 2017). World investment in
publicly available fast electric vehicle (EV) chargers grew
an impressive seven-fold in 2016, with EV chargers further
supporting much-needed increases in the flexibility and
digital management of electricity supply and demand (IEA,
2017).

Despite these important early signs of transition to
fossil-free energy systems, European governments have
often used the energy transition as a justification for
extending and introducing new fossil fuel subsidies. For
example, a number of measures with a stated objective
of supporting the transition to lower-carbon sources of
power are in fact facilitating the use of coal. This includes
subsidies provided via capacity mechanisms,'* support to
biomass power, and EU ETS (Whitley et al., 2017) (see Box
6 in Chapter 4).

In the transport sector, some diesel subsidies were
established with the stated aim of cutting CO, emissions
in most countries across the EU as well as other parts of
the world (European Commission, 2017f). For example, in
2001, the UK government cut fuel duty on diesel vehicles
as a deliberate attempt to encourage people to switch
(Guardian, 2017). Similarly, in Italy the tax rate applied
to diesel is 23% lower than the rate for petrol (Italian
Ministry of Environment, 2016).

Whether intentionally or not, these subsidies are now
paying polluters, slowing the energy transition, and
providing a lifeline to high-carbon assets. Support to coal,
oil and gas by European governments and institutions
continues, even though the phasing out of these subsidies
is widely agreed to be critical for the energy transition,
and to ensure financial and economic sustainability,
fight air pollution and achieve climate targets. Tracking
these subsidies to support their phase-out presents an
opportunity for Europe to demonstrate leadership both at
home and abroad.

12 A write-down is a reduction of the recognized value of something. In accounting, this is a recognition of the reduced value of an asset.

13 Both RWE and E.ON have divided themselves in two, creating the entities Innogy and Uniper respectively. RWE and Uniper have the old gas- and coal-
fired power stations, while Eon and Innogy hold the clean, green businesses such as infrastructure and renewables (Chazan, 2016).

14 Capacity mechanism: A mechanism that rewards market participants for available capacity, on top of revenues generated by selling electricity in the
wholesale market. These payments are meant to ensure security of supply by incentivising sufficient investment in new capacity or preventing the

retirement of existing capacity (van der Burg and Whitley, 2016)
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3.Methodology

This report reviews subsidies for the production and
consumption of coal, oil and gas,'’ and associated
infrastructure (see Figure 2) by 11 European countries!®
and key European institutions, provided between 2014
and 2016. The report summarises findings from 11 parallel
country briefs and an EU brief, all with accompanying data
sheets that list all the identified support.

Our aim is to outline opportunities for regular tracking
of fossil fuel subsidies by European governments and the
EU, to support increased transparency and accountability
so that the EU and its Member States can meet their
subsidy phase-out commitments.

This chapter outlines the definitions used to identify
subsidies. It also highlights some of the difficulties in
finding publicly available and comparable information
on fossil fuel subsidies, and explains the approaches used
in our analysis to address these challenges. In order for
European governments to be held to account for phasing
out fossil fuel subsidies, more transparent and comparable
information is urgently required.

All the support from EU institutions and European
governments in this report was estimated using an
inventory approach. This bottom-up method is highly
detailed and reveals potentials for reform and policy
change, because it focuses on individual policies and
instruments. It captures the value of government
programmes and investments benefiting a sector, whether
these benefits end up with consumers (as lower prices),
producers (through higher revenues) or resource owners
(through higher rents). This approach is usually employed
to estimate the costs of specific policies and support
measures, and can serve as a basis for policy evaluation.

3.1. Defining subsidies

Although European governments have made various
commitments to eliminate fossil fuel subsidies, they

have not set a definition for these subsidies. Individual
countries and international organisations use different
definitions!” and include different types of subsidies in their
current estimates (International Institute for Sustainable
Development (IISD), n.d.; Bast et al., 2015). For example:

‘The UK defines fossil fuel subsidies as government action
that lowers the pre-tax price to consumers to below
international market levels’ — a definition which excludes
the subsidies directed towards fossil fuel production (UK
Department of Energy and Climate Change (DECC),
2015).

There is, however, an internationally agreed definition of
subsidies. In its Agreement on Subsidies and Countervailing
Measures (ASCM), the World Trade Organization
(WTO) defines a subsidy as ‘any financial contribution
by a government, or agent of a government, that is
recipient-specific and confers a benefit on its recipients in
comparison to other market participants’ (WTO, 1994).

This definition includes:

o direct transfer of funds (e.g. grants, loans and equity
infusion), and potential direct transfers of funds or
liabilities (e.g. loan guarantees)

e government revenue that is otherwise due, foregone or
not collected (e.g. fiscal incentives such as tax credits)

e government provision of goods or services other than
general infrastructure, or purchase of goods, below
market-value

® income or price support.

This report uses this definition, which has been accepted
by the 153 member states of the WTO, as the basis for
identifying subsidies to the production and consumption of
coal, oil and gas, and associated infrastructure.

Based on the categories under the WTO definition of
subsidies, this report divides subsidies towards fossil fuels
into three categories (see also Section 3.3 below):

e ‘“fiscal support’, such as direct spending by government
agencies, tax breaks, and income or price support

¢ ‘public finance’, including support from domestic,
bilateral, EU and multilateral international agencies
through the provision of grants, loans, equity and
guarantees

¢ ‘investment by SOEs’, both domestically and within the
EU, and internationally (outside the EU).

15 Subsidies found for peat were classified as ‘multiple or unclear’ as they were not one of the three main fossil fuel types examined in this report.

16 These countries (the Czech Republic, France, Germany, Greece, Hungary, Italy, the Netherland, Poland, Spain, Sweden, and the United Kingdom) together

make up 83% of Europe’s GHG emissions.

17 The EU does not have a definition for fossil fuel subsidies, but defines state aid (or subsidies) as ‘an advantage in any form whatsoever conferred on a
selective basis to undertakings by national public authorities’ (European Commission, 2016).
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This report provides ‘fiscal support’ estimates separately
from the data collected for ‘public finance’ and ‘SOE
investment’ because understanding the share of these
that constitutes a subsidy (including comparisons with
other market participants and market values) requires
information that is not publicly available.

Despite these data gaps, it is critical to track government
support through public finance and SOE investment.

This is because governments exert significant control

over these channels of support for fossil fuel production
and consumption, and have the potential to set different
objectives for public finance and SOE investment as part of
the wider energy transition.

The limited transparency and the difficulty in accessing
comparable information create significant barriers to
estimating fossil fuel subsidies. The following section lays
out the specific challenges in identifying and quantifying
fossil fuel subsidies, and the methods used in this report to
overcome them.

For information on the timeframes covered in our
analysis, currency conversions used and other technical
considerations in collecting and recording the data, see
Annex 3.

3.2. Subsidy types by activity

This report reviews subsidies to fossil fuel production and
consumption (including subsidies to infrastructure).

For this report the stages of fossil fuel production
include: exploration, access and appraisal; development,
extraction and preparation; transition support (for
workers and communities); and decommissioning and
rehabilitation.

The report also reviews subsidies to different types of
fossil fuel infrastructure to support energy generation and
fossil fuel production and distribution, including power
plants; pipelines and storage; grid; and heating.

The main sectors identified where support is provided
for consumption of fossil fuels are: transport; industry
and business (including companies and other commercial
enterprises); households; and agriculture.

Figure 4 (overleaf) outlines the stages and sectors of
fossil fuel production and consumption, and Table 1
(overleaf) gives examples of subsidies provided in each. For
further information on how subsidies have been classified
by activity for the report’s analysis, see Annex 3.

3.2.1. Activities excluded from subsidy totals

This report has limited coverage of the following

stages of fossil fuel production and sectors of fossil fuel
consumption. These activities are discussed in the country
briefs, but not included in the country data sheets or
subsidy totals.

e Transport infrastructure. In this analysis, we have not
included subsidies to transport infrastructure including
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rail, road, ports (shipping), and airports (aviation), as
this infrastructure can also be used for non-fossil fuel-
powered transport (e.g. electric vehicles and trains),
and may support a wider range of activities (such as
commercial businesses operating at airports).

¢ Distribution of fossil fuel-based electricity. This
often takes place through grid systems that are also
distributing non-fossil fuel-based electricity (nuclear,
wind, solar etc.). Where information on the share of
fossil fuels in the grid was available, we did pro-rata
calculations (based on the share of fossil fuels in the
country’s electricity) to include this support. However,
where this information was unavailable, we left the
entire subsidy measure out of the data, so as not to be
overestimating the support received by fossil fuels.

¢ Plant construction, operation and distribution for
petrochemicals. This use of fossil fuels has a much
smaller impact than burning them to provide energy
services, therefore coverage of these activities is limited.

3.3. Subsidy types by instruments

As outlined above this report reviews three types of fossil
fuel subsidies: fiscal support, public finance and SOE
investment.

3.3.1. Fiscal support (including sub-national fiscal
support)

Fiscal support is provided by national and sub-national
governments, and through the EU’s budget. Fiscal support
is divided into three categories in this report: budget
expenditure (e.g. direct spending on R&D for fossil fuel
exploration), tax exemptions (e.g. tax breaks for diesel use
in transport), and price and income support (e.g. provision
of electricity at a lower price for specific groups or sectors,
such as households or industry). Fiscal support provided
at the sub-national or state level is also covered in this
report. However, such information is difficult to access,
and therefore it is likely that our findings are not fully
comprehensive regarding sub-national information.

Sources of information

In most cases, the value assigned for fiscal support is
reported by the government sources (such as budgets,
Ministry of Finance reports, or regular inventories), in the
OECD Inventory of Support Measures for Fossil Fuels
2015 and the Companion to the inventory (OECD, 2015),
or by an independent research institution (such as local or
international think tanks).

Country comparison

It can be challenging to draw a direct comparison of
fiscal support values between countries. As the OECD
emphasises in its Companion to the Inventory of Support
Measures for Fossil Fuels, a significant proportion of
fiscal support takes the form of tax expenditures that



Figure 4: Stages and sectors of fossil fuel production and consumption
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are calculated using a country’s benchmark tax regime.
Because this can vary widely by country, tax expenditure
estimates are not readily comparable across countries
(OECD, 2015). Higher reported tax expenditures for

some countries may reflect higher levels of taxation or
greater transparency in reporting, rather than a higher level
of support (ibid.). Nevertheless, an examination of the
variation across the fiscal support provided can still offer a
useful overview of the extent to which different countries
prioritise fossil fuel production and consumption, and of
where this information might be used for comparisons
with support provided to other parts of the energy sector
and other sectors across the economy.

3.3.2. Public finance

This report reviews public finance support for fossil fuels:
where governments provide support for, and take on
liability for, fossil fuel production via financial institutions
they own outright or in which they hold a majority stake
(50% or more). These include institutions such as bilateral
development banks, export credit agencies and majority
state-owned banks, which provide public finance in the
form of grants, loans, equity, insurance and guarantees
both domestically and internationally. Investments by
public finance institutions are backed by the government,
through direct investment using public funds and through
creditworthiness. The resulting high credit ratings of these
publicly owned financial institutions can reduce the risk
to parallel private investors. This leverage effect is the
fundamental rationale for public investment in several
sectors (i.e. to act or invest in areas where the private
sector is reluctant to do so). A list of all the public finance
institutions identified in the analysis for this report can be
found in Annex 3.
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Sources of information

This report includes data on support provided by public
finance to specific fossil fuel projects, from information
made publicly available by majority government-owned
financial institutions, OCD’s ‘Shift the Subsidies’ database,
public finance institutions, the Infrastructure Journal (IJ)
Global database (IJ Global, 2015; OCI, 2017), and other
public sources of information (such as news articles from
reliable sources). The data on public finance to fossil fuels
is presented in two parts: public finance provided by a
given government both domestically and in other European
countries; and public finance provided internationally
(outside of Europe).

3.3.3.
(SOEs)
A number of the European countries covered in this report
support fossil fuel production through one or more SOEs,
where the government is a majority stakeholder (50% or
more). The wide variety of ways in which SOEs function
can have a range of impacts on government budgets, with a
number of SOEs depending on budget transfers to remain
in operation (International Monetary Fund (IMF), 2013;
Sdralevich et al., 2014). Moreover, majority government
ownership of SOEs provides a degree of effective control
and government involvement in decision-making and
financing. While this will vary by country and institution,
the impact is nonetheless significant (Bast et al., 2015).
Sub-national SOEs were not included in this analysis, due
to challenges in accessing data for most countries, and in
order to be consistent across the analysis. A list of all the
state-owned enterprises identified in the analysis for this
report can be found in Annex 3.

Investment by State-owned Enterprises
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Table 1: Examples of the subsidies provided to the production and consumption of fossil fuels

Coal mining

Budget support for research, development and demonstration (RD&D) for exploration technologies and
processes, and for field development

Budget support and SOE investment on mine development activities

Price support (i.e. direct payments to producers, linked to the market price of fossil fuels)

Government-provided insurance and indemnification for risks and damages such as pollution

Early retirement payments for coal miners through government budgets

Government assumption of liabilities or spending on mine decommissioning

0Oil and gas
Production production

Concessional loans to exploration companies, including for exploration equipment, from national and
multilateral development banks

Tax deductions for the field development phase

Fiscal support (including budget support and tax breaks) and SOE investment on field development
activities

Government-regulated price of feedstock (oil, gas and coal) for refining and processing

Tax and royalty exemptions linked to amount of fuel produced

Government, multilateral development banks or EU budget spending on oil and gas pipelines,
interconnectivity and storage infrastructure

Government loans to fossil-fuel extracting companies to cover liabilities of field decommissioning

Early retirement payments for oil and gas through government budgets

Electricity

Grants and tax breaks for the construction of plants for heat and electricity generation and refineries

Relief on property taxes and charges for land, water use and pollution for processing facilities and
power plants

Government-regulated price of feedstock (oil, gas and coal) for electricity and heat generation

Investment by SOEs in plant operation and modernisation (domestically and internationally)

Capacity payments to fossil fuel-fired power plants

Fiscal support (including budget support and tax breaks) or SOE investment in grid infrastructure for fossil
fuel-powered electricity

Transport
(excluding
infrastructure)

Energy tax relief for public transportation

Tax breaks for diesel or other fuel sources

Company car tax breaks

Tax breaks for airlines

Energy tax exemption for fuels used in aviation

Energy tax exemption for shipping

Energy tax exemption for fuels used in internal waterway transportation

Consumption
Business and
industry

Energy tax relief for energy-intensive processes

Tax relief for specific processes

Energy tax relief for LPG and natural gas used in engines

Households

Energy tax breaks for household heating and electricity

Budget support for new gas boilers

Direct aid to poor families (e.g. coal)

Agriculture

Energy tax breaks for agriculture

Rebates on diesel fuel tax in agriculture, horticulture, farming and inland fisheries.

Source: Authors
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Box 3: Additional government support to fossil fuels through European Central Bank (ECB) bond purchases

Our definition of subsidies does not cover ECB bond purchases, therefore it is not included in our analysis. It is
worth noting, however, that European governments are also supporting fossil fuels through ECB bond purchases
as part of wider quantitative easing programmes.

ECB is the central bank of the 19 EU Member States that have adopted the Euro. Its main task is to maintain
price stability in the Euro area and so preserve the purchasing power of the single currency.

In June 2016 the ECB, as part of its ‘quantitative easing’ programme, began buying corporate bonds to provide
money to corporations. Under this Corporate Sector Purchase Programme (CSPP), by June 2017 ECB had bought
950 corporate bonds from around 200 issuer groups, worth €92 billion. Among the corporations ECB invested in
are oil and gas majors Shell, Total, Eni and Repsol. ECB has also used CSPP to invest in other high-carbon stocks
such as oil trader Glencore and car manufacturer Volkswagen.

Recent analysis by the Corporate Europe Observatory shows that car manufacturers, oil and gas companies,

energy companies and motorways account for 107 of the 271 different bonds bought between December 2016

and June 2017.

The ECB does not disclose how much money has been invested in each corporation.

Corporations benefiting from the programme can use the revenue from bond sales for several purposes, for
example to pay shareholder dividend, to buy back shares, or to invest in new fossil fuel exploration or production.
The ECB argues that ‘to ensure the effectiveness of its monetary policy while maintaining a level playing field
for all market participants and avoiding undue market distortions, there is no positive or negative discrimination

in the CSPP-eligible bond universe based on environmental or social criteria’.

However, key experts have highlighted that these bond purchases stand counter to Europe’s climate
commitments, and 41 Members of the European Parliament, from all political groups, have demanded
transparency about selection criteria and the disclosure of the sums ECB has spent so far on the bonds of

individual corporations.

Sources: ECB, 2017; Corporate Europe Observatory, 2017, 2016; The Guardian, 2016; Financial Times, 2017b, 2017¢

Sources of information

Data was collected from SOE annual reports and
government documents (where available), and other public
sources such as news articles from reliable sources. In some
of the countries covered in this report, publicly available
information on how much government support is provided
towards SOE:s, is very limited. This limited transparency
and the vertically integrated structure of many SOEs makes
it challenging to identify the specific sub-component of
SOE investment that constitutes a subsidy. As a result, this
report provides data on total investment by SOE:s in fossil
fuels, recorded on a yearly basis (where this information is
made available by the company).

3.3.4. Instruments excluded from this analysis

In certain cases government support to fossil fuels comes
in the form of monetary policy, rather than the fiscal
instruments outlined above under fiscal support. Further
analysis and greater data availability would be required
to determine the scale of support from the following

instruments, and therefore they have not been included in
this analysis.

Bond purchases of the European Central Bank (ECB)
and other central banks at national level: bond puchases, as
part of wider quantitative easing programmes, often benefit
fossil fuel companies, because the artificial demand created
by the central banks, among other things, raises asset
prices and lowers the companies’ cost of borrowing. Such
support is not covered in this analysis but its significance is
discussed further in Box 3.

Payouts in investor-state disputes: the risk of stranded
assets from fossil fuel infrastructure can result in large
financial claims, and associated legal costs, by their
investors. For example, in 2016, a UK fossil fuel company
sued the government of Italy for compensation after the
latter banned offshore drilling in view of earthquake-
associated risks (The Times, 2017). While such costs
have not been included in this analysis, they must also be
monitored and declared by governments as part of a full
inventory of support measures provided to the fossil fuel
industry.
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4.Findings

The following section outlines key findings on levels

of transparency in fossil fuel subsidy reporting. It also
provides a summary of findings on EU level and European
government support to fossil fuels by instrument (fiscal
support, public finance and SOE investment) and by
activity (coal mining, oil and gas production, electricity
production, transport, industry and business, households,
and agriculture). This section also highlights key issues
including: how public finance is propping up fossil fuel
exploration; where fiscal support is provided to fossil
fuels in the name of the energy transition; Europe’s public
finance for fossil fuels overseas; and the balance of support
going to workers, communities and vulnerable groups.

4.1. Transparency

Overall, our analysis of subsidy reporting demonstrates
significant differences between European countries in terms
of their reporting on fossil fuel subsidies. Only one country
reviewed, Germany, regularly reports on its subsidies.

This takes place under the biannual Subventionsbericht
der Bundesregierung (Subsidy Report of the Federal
Government). It is supplemented by a regular report by the
German Environment Agency (UBA), focusing explicitely
on environmentally harmful subsidies and using a different
methodology.

A few other countries have recently published
inventories of government support, including fossil fuel
subsidies. At the end of 2016, Italy launched its first
inventory of environmentally harmful subsidies, including
to fossil fuels — the Catalogo dei Sussidi Ambientali
(Dannosi e Favorevoli). In January 2017, the French
Ministry of Environment, Energy and the Sea published a
report on environmental taxation, which includes includes
energy, transport, pollution and resource taxation measures
(French Ministry of Environment, Energy and Sea, 2017).
On 1 June 2017, the Swedish environmental protection
agency, Naturvardsverket, published a report on Subsidies
with potential environmental damage (only available in
Swedish), as a follow-up to a first report published in
2004 (Naturvardsverket, 2017). In sharp contrast, the UK
government explicitly denies that it provides any subsidies
to fossil fuels, based on its specific interpretation of
subsidies (UK Parliament, 2017a; UK Parliament, 2017b),
although UK’s fossil fuel subsidies have been documented
by international institutions including OECD and IMF.

Unfortunately, none of these inventories cover
investments by public finance institutions, nor by SOEs.
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There is also significant variance in the accessibility
of information through government ministries, public
finance institutions and majority SOEs. Our analysis often
found evidence of support going to fossil fuel projects and
investments in annual reports, but no data on the amount
of the support was available. Similarly, the OECD database
includes a number of subsidy measures for which data is
unavailable, especially for recent years. As a result, the
subsidy estimates provided in this report are likely to be
underestimates of the actual level of support provided by
the European governments covered.

Across the full analysis (997 fossil fuel subsidies), 27%
(or 123 out of the 452) of fiscal support instruments
identified could not be quantified. Similarly, around 25%
(or 18 out of the 72) of SOE investments identified could
not be quantified. Conversely, data was available for 97%
of public finance investments identified.

For many subsidies it was not possible to determine
what specific activity they were supporting, either because
information was unclear, or because support was provided
to multiple activities or multiple fossil fuels. This was
particularly challenging for fossil fuel production, where
€1.1 billion in fiscal support, €2.6 billion in public finance
(domestic, EU, and international), and €2.6 billion in SOE
investment could not be classified in terms of the stage of
production supported (see Annex 4). This was less of a
challenge for fossil fuel consumption, but there was still
€1.6 billion in fiscal support that could not be classified in
terms of the sector of consumption supported (see Annex
4).

4.2. Findings, by instrument

The 11 countries and the EU-level financing bodies covered
in this study together provided over €112 billion in fossil
fuel subsidies per year between 2014 and 2016 through
fiscal support, public finance and SOE investments (see
Table 2 and Annex 4). €4 billion of these subsidies came
from the EU itself.

The vast majority of European support for fossil fuel
production and consumption (€89 billion per year) was
through fiscal support, in the form of tax exemptions,
budgetary expenditure, and price or income support. In
addition to fiscal support, these same governments and
the EU together provide €12 billion in public finance
(domestic, EU, and international), most of which is finance
for fossil fuel production activities outside the EU (see
Annex 5 for a list of public finance institutions reviewed).



Table 2: Subsidies to fossil fuel production and
consumption (see also Annex 4) by instrument (million
Euros, 2014-16 average)

Production Consumption TOTAL
Public finance 11,969 23 11,992
Domestic + EU 3,382 23 3,405
International 8,587 0 8,578
362

Sources: See data sheet available at odi.org/Europe-fossil-fuel-subsidies

Another €12 billion in support to fossil fuels came through
SOE investments (see Annex 5 for a list of SOEs reviewed).
The low level of support through public finance and

SOE investment highlights the potential for European
governments to phase out swiftly these forms of support to
fossil fuel production and consumption.

The majority of the €89 billion per year identified in fiscal
support (tax exemptions, budget expenditure, and price or
income support) is directed toward support for fossil fuel
consumption (almost €75 billion), with the highest level of
fiscal support coming from France, Germany, Italy, and the
United Kingdom (see Table 3). The level of fiscal support
obviously correlates with the size of the economy, but it can
also be an indicator of the level of transparency.

In terms of public finance, about a third of this financing
(€3.4 billion) goes to coal, oil and gas, and fossil-fuel
based electricity production domestically and in the EU,
while more than two thirds (€8.6 billion) is international
finance (see Tables 4 and 5). Of the support provided within
Europe, most public finance is coming from the EU (EIB
and EBRD). In terms of public finance provided overseas to
production of oil, gas, and coal, the majority is coming from
the EU, along with Germany, Italy, the Netherlands, the
United Kingdom. Recent analysis has revealed that the UK
provides more than twice as much support for fossil fuels as
for renewables through its international finance (CAFOD,
2017).

We find that the 11 European countries reviewed
also provided an additional €852 million per year in
public finance for fossil fuels through multi-lateral and
regional development banks (African Development Bank,

Asian Development Bank, Inter-American Development
Bank, and the World Bank Group).'®* However, as this
information was only available for the period in between
2013 and 2015, we have not included it in the cross-
cutting analysis (by instrument and activity) for this report
(OCIL 2017).

Of the support to oil, gas and coal provided through
majority SOEs (€12 billion), most is coming from Poland,
Greece, the Netherlands and France, with the clear majority
dedicated to fossil fuel production (see Table 6)

4.3.

4.3.1. Coal mining

European support to coal mining identified in our research
is predominantly provided through fiscal support (€3.3
billion per year), with limited support coming through
international public finance (€389 million per year), and
SOE investment (€434 million per year) (see Table 7 and
Annex 4). Of the fiscal support, the highest levels are in
Germany and Spain (subsidies could not be quantified in
several countries, including France and Italy).

Despite the 2010 EU council decision to phase out
support to hard coal mines by 2018," all the countries
reviewed are still providing some support to coal mining,
either through fiscal support, public finance or SOE
investment. Only the Netherlands and the EU appearing
to have phased out all support within Europe. With
the EU providing only €1.5 million of support through

Findings, by activity

international public finance. In many cases support in
the period reviewed (2014-2016) is small in scale, which
highlights the significant potential for a full phase-out.

The limited amount of SOE investments identified could
also linked reflection of the gaps in transparency, as our
analysis identified several state-owned coal companies in
operation in Poland, for instance, with limited information
available about the scale of their activities.

The EU has not set a timeline for ending SOE or public
finance support to coal mining, nor for support to coal by
many public finance institutions (both domestically and
internationally).

It notable that the majority (between 75-99%) of
fiscal support provided to coal mining in Czech Republic,
Germany and Spain, was directed towards transition for
workers and communities, and the decommissioning and
rehabilitation of mining sites (see Table 8 and Box 4 for
further discussion on support for a just transition’ for
workers and communities). These findings raise questions

18 Calculated based on voting shares (%) of each country reviewed in this analysis in each of these multi-lateral and regional development banks, and the

share of fossil fuel finance per institution.

19 In 2010 the Council of the EU took the decision (Council Decision 2010/787/EC) to allow the continuation of state aid, but only on the condition that
the mines receiving state aid are closed by December 2018. Aid to cover operational losses can be provided and must be based on an agreed closure plan.
This implies that operational aid to uncompetitive coal mines will be phased out by 2018. Aid to cover 'exceptional costs', to mitigate social costs such as
early retirement schemes or for site rehabilitation, must be phased out by 2027.
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Table 3: Annual fiscal support for fossil fuel production
and consumption, by country and at EU level (million
Euros, 2014-16 average)

Production Consumption  TOTAL

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

Table 4: Annual public finance for fossil fuel production
and consumption (domestic and within Europe), by
country and at EU level (million Euros, 2014-16 average)

Public finance, Production Consumption  TOTAL
domestic and within

Europe

Czech Republic 0 0 0
France 0 0 0
Germany 160 0 160
Greece n/a 0 n/a
Hungary n/a n/a n/a
Italy 151 0 151
Netherlands 0 0 0
Poland 20 0 20
Spain 2 0 2
Sweden n/a n/a n/a
UK 644 0 644
EU 2,405 23 2,428
TOTAL 3,382 23 3,405

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

Note: See Annex S for list of public finance institutions included in
this analysis
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Table 5: Annual international public finance for fossil fuel
production and consumption (support provided outside
the EU), by country and at EU level (million Euros, 2014-16
average)

Public finance, Production Consumption  TOTAL
international

Czech Republic 152 0 152
France 310 0 310
Germany 2,257 0 2,257
Greece 0 0 0
Hungary n/a n/a n/a
[taly 1,115 0 1,115
Netherlands 2,218 0 2,218
Poland 139 0 139
Spain 54 0 54
Sweden n/a n/a n/a
UK 1,283 0 1,283
EU 1,059 0 1,059
TOTAL 8,587 0 8,587

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies
about the balance of responsibility between governments

Table 6: Annual state-owned enterprise investment in
fossil fuel production and consumption, by country and at
EU level (million Euros, 2014-16 average)*

Production Consumption  TOTAL

648 0 648
1,063 0 1,063
0 0 0
3,606 362 3,968
139 0 139

0 0 0

946 0 946
4,462 0 4,462
0 0 0

539 0 539

0 0 0

0 0 0

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

Note: See Annex S for list of state-owned enterprises included in this
analysis

* The majority of SOE investment is domestic, however in the case of
France we identified SOE investment overseas by EDF, worth €196
million per year between 2014 and 2016.



Table 7: Europe’s subsidies to coal mining (million Euros, 2014-16 average)

Coal mining Public finance (domestic Public finance SOE investment
+ EU) (international)
Czech Republic 0 n/a 0
France n/a 0 0 20
Germany 2,690 0 47 0
Greece 0 0 0 116
Hungary 29 n/a n/a 4
ltaly n/a 0 0 0
Netherlands 0 0 192 0
Poland 15 ® 0 295
Spain 473 0 139 0
Sweden 0 n/a n/a 0
UK 34 18 10 0
EU 0 0 2 0
TOTAL 3,328 23 389 434

Sources: See country briefs and data sheets available at odi.org/Europe-fossil-fuel-subsidies

and companies in the closure of coal mines, and the extent
to which companies should set aside resources to cover
these costs.

4.3.2. 0il and gas production

Support to oil and gas production from European
governments and EU institutions between 2014 and 2016
was provided evenly through all types of instruments,
including public finance to activities in Europe and
overseas, fiscal support, and SOE investment (see Table 9
and Annex 4).

Just under half (€3.1 billion per year) of the public
finance identified went to projects domestically and
within the EU, while just over half (€4.2 billion per year)
supported projects outside of the EU. The countries
providing the highest levels of international public finance
identified were Germany, Italy and the UK, as well as the
EU.

EU bodies and financial instruments provided most
public finance for oil and gas production, with institutions
in Italy and Germany providing significant levels of public
finance. EIB provided nearly two-thirds of EU public
finance, almost entirely for gas projects (see Box 2 in
Chapter 1).

As part of the wider support provided to oil and gas
production outlined above, our research found that
the key EU investment and development banks, the
European Investment Bank (EIB) and the European Bank
for Reconstruction and Development (EBRD), together
provided over €2.4 billion of public finance for gas
infrastructure projects inside and outside the EU. This is
despite mounting evidence that demand for gas in Europe

Box 4: Support for transition of workers and
communities

Almost 80% of fiscal support to coal mining

(€2.6 billion per year) support the transition

away from coal. Of this, €313 million supports
workers, and €314 million the decommissioning
and rehabilitation of mining sites. The majority

(€2 billion) is provided in the form of unspecified
transition support, where it is unclear which
proportion of the funds is dedicated to communities
and workers, and which to the decommissioning
and rehabilitation of mine sites.

Ensuring support for workers and communities
as part of the wider transition away from fossil fuels
(including coal mining) is recognised as a critical
component of the wider European energy transition.
To that end, the European Parliament has voted to
revise its Emission Trading Scheme (ETS) Directive,
to create a ‘Just Transition’ fund. If passed by the
European Council, this mechanism will allow some
of the funds raised by the auction of emissions
certificates to be used for ‘just transition’ measures.
These include education and training, job-seeking
support, business creation, and mitigating the
impact of transition on physical and mental health.

Sources: IndustriALL Global Union, 2017
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Table 8: Transition support for workers and communities, and towards decommissioning and rehabilitation (million

Euros, 2014-2160)

Support for workers Decommissioning and Unspecified transition support
rehabilitation

Czech Republic 1 6 80
France 0 0 0
Germany 283 258 1,504
Greece 0 0 0
Hungary 29 0 n/a
Italy 0 0 0
Netherlands 0 0 0
Poland n/a n/a n/a
Spain 0 15 397
Sweden 0 0 0
UK 0 34 0
EU 0 0 0
TOTAL 313 314 1,985
GRANT TOTAL 2,609

Sources: See country briefs and data sheets available at odi.org/Europe-fossil-fuel-subsidies

is falling, in part due to success in meeting the EU’s own
energy efficiency targets.

The UK and France, surprisingly, are examples
of how European governments still provided public
finance to fossil fuel exploration, both domestically and
internationally — admittedly at a low level (€253 million
per year) — despite mounting consensus that at least three
quarters of the known fossil fuels reserves must be left in
the ground to meet global climate goals.

In terms of fiscal support to oil and gas production
across Europe (€3.3 billion per year), we find the Italian
government provides a number of financial incentives,
such as royalty-free thresholds for oil and gas extraction,
amounting to €1.4 billion a year. The UK introduced
significant tax breaks in 2015 and 2016 to encourage
continued investments in oil and gas production,
particularly in the North Sea (see Box 5).

In terms of fiscal support at the EU level, the Horizon
2020 project provided €12 million to four shale-gas
research projects in 2015. Horizon 2020 is the EU
Research and Innovation programme, with nearly €80
billion of funding available over seven years (2014-2020).

SOE investments were also a significant form of support
to oil and gas production (€2.7 billion per year). The
France, the Netherlands and Poland made the highest levels
of SOE investment in oil and gas production, with all the
finance from Dutch SOEs going towards gas production
and infrastructure.
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Box 5: Net costs to the UK government of fiscal support
in the UK North Sea

When fossil fuel prices are low, governments often
feel political pressure to reduce taxes on fossil fuel
production or to provide other subsidies to keep
companies producing.

Following calls by Oil and Gas UK (the country’s
industry body) for increased support, the British
government cut the highest tax rate on North Sea
oil production from 80% to 68% in 2015, and
again to 40% in 2016.

The impact of these subsidies on the UK’s
budget has been significant, with precipitous
drops in domestic tax revenue, from £11 billion in
2011/12, to a low of only £35 million in 2015/16.
In addition, several companies have now become
net beneficiaries under the UK tax regime, with Shell
receiving a net £123 million in 2015 from the UK
government.

Sources: OCI, 2016¢; BBC, 2016; International Transport Union
Federation, 2016; Carbon Brief, 2016; see also UK country brief



Table 9: Europe’s subsidies to oil and gas production (million Euros, 2014-16 average)

0Oil and gas production

Public finance (domestic

Public finance SOE investment

+ EU) (international)

Czech Republic 0 0 0
France 356 0 258 401
Germany n/a 160 840 0
Greece 0 0 0 0
Hungary n/a n/a n/a 8
ltaly 1,406 151 922 0
Netherlands 144 0 0 946
Poland 55 15 0 1,375
Spain n/a 0 50 0
Sweden 0 n/a n/a 0

UK 850 441 1,213 0

EU 515 2,311 896 n/a
TOTAL 3,326 3,079 4,178 2,730

Sources: See country briefs and data sheets available at odi.org/Europe-fossil-fuel-subsidies

4.3.3. Electricity production

Fossil fuel-based power generation benefited from
significant levels of fiscal support (almost €5.8 billion per
year between 2014 and 2016) (see Table 10 and Annex
4). According to the data we found, almost half of this
was provided by the Italian government, and includes
numerous tax credits and deductions to power plants, as
well as large amounts of budget support to help cover
costs.

Many European governments have committed to
phasing out coal-fired power in the medium term, yet
between 2014 and 2016, coal-fired power benefited from
at least €2.2 billion per year in fiscal support.

It is notable that €4.3 billion in fiscal support is
provided in the name of energy transition. This includes
support through capacity mechanisms, for co-firing of coal
with biomass, and to electricity production (and industry)
through ETS (see Box 6 and Table 11). This support can
lengthen the life of fossil fuel assets, and make alternatives
less competitive.

High levels of support are also provided to fossil fuel-
based power (€5.7 billion per year) through investments
by state-owned electricity companies (see Table 10 and
Annex 4). This includes support to electricity production,
as well as distribution through grid systems. In turn,
almost half of this was through investments by three
major state-owned Polish utilities. The state-owned utility

companies of France, the Czech Republic, Greece and
Sweden have also made considerable investments in fossil
fuel-based electricity. As far as we are aware, there are no
programmes in Europe to support the transition of SOEs
away from fossil fuels.

Public finance for fossil fuel-based power generation,
domestically and within other European countries, was
very limited, at €25 million, provided solely by the EU
and Italy. Despite these very low levels of support within
Europe, significant support to fossil fuel power is still
provided internationally (€1.7 billion per year). Most of
this international public finance comes from Germany
and is mainly directed towards gas-fired power plants,
with highest level of support going to Turkey and the
Philippines.

4.3.4. Transport
All European support to fossil fuel consumption in the
transport sector?® — €49 billion per year — is provided
through fiscal support (budget expenditure, tax breaks,
and price and income support). Our research identified no
support for consumption of fossil fuels in the transport
sector by public finance institutions (domestically, in the
EU or internationally) or through SOE investment.
Germany provided 38% of the identified fiscal support
to fossil fuel consumption in the transport sector — €19
billion. This is likely a reflection of Germany’s high level of

20 As discussed in the methodology section, this analysis has not looked at subsidies going to infrastructure that supports fossil fuel-based transport (such
as subsidies to roads, railways, airports and marine ports). While these are substantial in many countries, they also support non fossil-fuel based modes of
transport, as well as other business activity. Information is often not available to determine the portion of the subsidy directly benefiting fossil fuels.
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Table 10: Europe’s subsidies to fossil fuel-fired electricity production (million Euros, 2014-16 average)

Electricity production Public finance (domestic Public finance SOE investment
+ EU) (international)
Czech Republic 122 0 152 648
France n/a 0 68 642
Germany 1,410 0 1,310 0
Greece 325 n/a 0 921
Hungary n/a n/a n/a 105
Italy 2,422 0 0 0
Netherlands 513 0 0 0
Poland 328 0 0 2,791
Spain 470 2 B 0
Sweden 31 n/a n/a 539
UK 218 0 15 0
EU 0 23 154 0
TomL S 108 5006

Sources: See country briefs and data sheets available at odi.org/Europe-fossil-fuel-subsidies

Table 11: Fiscal support provided in the name of the
energy transition*

Total

Czech Republic 107
France 0
Germany 1,410
Greece 411
Hungary 0
Italy 822
Netherlands 693
Poland 328
Spain 470
Sweden 0

UK 46
EU 0
TOTAL 4,286

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

* This includes support provided through EU ETS, and therefore also
includes support that was classified as benefitting industry (see section

below).
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Box 6: Fossil fuel subsidies provided in the name of
Europe’s energy transition

European governments provided €4.3 billion per
year in fiscal support in the name of supporting

the energy transition. This support mainly benefits
electricity producers, as well industry, and extends
the lifeline of fossil fuel assets, often disadvantaging
- and slowing down the pace of transition to —
renewable energy sources.

For example, ‘capacity mechanisms’ have been
introduced to offer payments to electricity market
operators for their capacity to produce electricity or
to reduce or shift electricity demand. This support
is often provided in the name of supporting the
transition to low-carbon energy systems. However,
in several countries it has resulted in large payments
to fossil fuel-fired generation, including coal plants
that would otherwise be uneconomic.

The Netherlands is also using fiscal support for
the co-generation of coal with biomass, worth €450
million per year.

Similarly, the EU emissions trading system (ETS)
was put in place to support overall reductions in
the emissions intensity of electricity generation and
industrial activity. However, in its current design,
the EU ETS provides a considerable volume of fiscal
support to carbon-intensive operators in the form of
free allowances.



Table 12: Fiscal support to consumption of fossil fuels in
the transport sector (million Euros, 2014-16 average)

Czech Republic n/a
France

Germany

Greece 7
Hungary 16
Netherlands 3,526
Poland n/a
Spain 339
Sweden 1,053
" e
EU 0

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

transparency in reporting on fossil fuel subsidies. The UK,
Italy, and France provided the next highest shares of fiscal
support towards transport, respectively. Very little support
was identified in Hungary and Greece, and values for
subsidies identified in Poland and the Czech Republic were
not available (see Table 12). Tax exemptions on diesel,
which were introduced to encourage its use over petrol,
accounted for 43% of fiscal support to transport identified.

Aviation benefited from 29% of the total support for
transport, including fuel tax breaks towards airlines.
Passenger transport (mostly international) made up 12%,
and company car allowances (provided in Germany) 6%.
The tax breaks identified for petroleum and other fuels
were 4% of the total support.

Transport subsidies that were targeted for public
transport, and towards a specific use or group of people
(e.g. for taxis, ambulances, armed forces and use in
disability vehicles) made up only 1.4% of the total support
provided.

4.3.5. Industry and business

As with transport, all European government support to
industry and business identified by our research (almost
€15 billion) came in the form of fiscal support, through tax
breaks for energy use, and price and income support for
energy-intensive companies and processes.

Table 13: Fiscal support to consumption of fossil fuels in
industry and business (million Euros, 2014-16 average)

Industry and business

Czech Republic 106
France 2,073
Greece 363
Hungary 7
Italy 728
Netherlands 127
Poland 157
Spain 0
Sweden 213
UK 1,617
EU

0

Sources: See country briefs and data sheets available at odi.org/

TOTAL

Europe-fossil-fuel-subsidies

Again, Germany provided the highest amount of fiscal
support to industry and business identified, which is likely
due to higher levels of transparency and higher energy
prices, which increase the value of any tax exemptions (see
Table 13). France and the UK also provided significant
levels of fiscal support to industry and business, primarily
in the form of tax exemptions to energy-intensive
industries.

Industry across Europe benefits from additional support
through allocation of free emission allowances as part of
ETS (see Box 6).

4.3.6. Households

At the household level, most European support (€6.6
billion) is through fiscal support. Of this, the majority

was provided by the UK (see Table 15), which charges

a significantly reduced VAT rate on fuel and power
consumption for households.?! Italy also provided
significant fiscal support for consumption of fossil fuels at
the household level. These were through measures such as
a social energy tariff for low-income families, and VAT and
excise duty exemptions for certain households.

Given the challenging economic circumstances for
many families and individuals in Europe, especially the
poorest, energy price relief on electricity and heating is
an important form of social support. However, support
that is targeted at poor households is relatively limited.

21 Only the proportion of support benefiting fossil fuels was included in the data collected for this report.
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Table 13: Fiscal support to consumption of fossil fuels in
industry and business (million Euros, 2014-16 average)

Households

Czech Republic 11
France 96
Germany n/a
Greece 190
Hungary n/a
Italy 1,670
Netherlands 0
Poland n/a
Spain n/a
Sweden n/a
UK 4,674
EU 0

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

Per the information available, 14 out of 28 (or 50%) of
the fiscal support instruments to households (identified
across the EU and European governments reviewed) were
not targeted by the government at specific segments of the
population. For example, six measures were targeted at
the poorest and vulnerable, as well as large families. Two
measures were targeted at employees working in specific
sectors, such as in the power sector or in coal mining, and
six measures were targeted based on a mixed range of
conditions.
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Table 16: Fiscal support to consumption of fossil fuels in
agriculture (million Euros, 2014-16 average)

Agriculture

Czech Republic 47
France 123
Germany 400
Greece 54
Hungary 87
Italy 1,203
Netherlands 100
Poland n/a
Spain 430
Sweden 120
UK 0

EU 0
TOTAL 2,564

Sources: See country briefs and data sheets available at odi.org/
Europe-fossil-fuel-subsidies

4.3.7. Agriculture
European support for the consumption of fossil fuels by
agriculture (just over €2.5 billion) was mainly provided by
fiscal support. No support was provided by public finance
(domestically, in the EU or internationally) or by SOEs.

The highest volume of fiscal support identified was in
Italy (see Table 16). Measures included a reduction on
excise tax applied to diesel used in the agricultural sub-
sectors of farming, horticulture, forestry and aquaculture,
as well as VAT concessions to petroleum products for use
in agriculture, forestry and inland fisheries.

Data was not available for fiscal support to agriculture
identified in Poland, namely rebates on diesel fuel tax in
farming (which are expected to be high).



9.Conclusions and high-
level recommendations

While European governments have recognised rhetorically
the urgent need to phase out fossil fuel subsidies, there

is currently no mechanism for accountability against

these commitments (see Chapter 1). Recognising the gap
in information and governance, this report attempts to
provide a picture of the range of European subsidies to
fossil fuels, both at home and abroad.

Phasing out fossil fuel subsidies is a critical and
necessary step to limit the impacts of climate change,
reduce air pollution and facilitate the energy transition.
Removing public support for fossil fuels would rebalance
our energy markets, and ensure the industry operates on a
level playing field with emerging renewable technologies,
to provide the same energy services. Ending these subsidies
will also allow countries to shift to energy systems of the
future in good time, avoiding the risk of stranded assets
and lock-in to high carbon technologies, while freeing up
government resources for public goods such as health and
education.

Our review of support to fossil fuels from 11 European
governments and the EU budget, its financial instruments,
the EIB and EBRD shows that these actors provided more
than €112 billion per year on average between 2014 and
2016. The scale of this support is not consistent with
agreed goals on the removal of fossil fuel subsidies or with
agreed climate goals.

This report does not seek to make specific
recommendations for how Europe can undertake a
full phase-out of fossil fuel subsidies in line with its
commitments (see Chapter 1). At the high level, however,
this report recommends that European governments and
the EU institutions should take the following actions.

1. Lead the G7 and the G20 in phasing out fossil fuel
subsidies by no later than 2020, in line with Europe’s
existing commitment to end environmentally harmful
subsidies, and as called for by a wide range of
actors from investors and insurers, to civil-society
organisations, to the V20 vulnerable countries (ODI,
2017).

2. Increase transparency through a publicly disclosed,
consistent annual reporting scheme at the national
and European level, covering all support to fossil
fuels, building on the work undertaken in the OECD

inventory and by previous studies of Europe’s fossil fuel
subsidies (including this report). This should include
increased transparency of reporting on investment in
and finance for fossil fuels by SOEs and majority state-
owned financial institutions. European governments
could also undertake peer-reviews as part of the G20
process (as already initiated by Germany and Italy).

3. Work across EU policies, including through the EU
Energy Union Governance framework for 2030, to
ensure that comprehensive planning, monitoring and
reporting mechanisms on the phase-out of fossil fuel
subsidies are integrated into Member States’ national
energy and climate plans.

4. Ensure international institutions funded by European
governments (i.e. MDBs) eliminate existing public
finance for fossil fuels, and monitor reforms so that
no new support is established. This work should be
supported by efforts within international institutions
and processes, such as the G7, G20, the OECD, the
UNFCCC and the Sustainable Development Goals.

5. Ensure that mechanisms with the stated aim of
assisting the energy transition do not support fossil
fuel production and consumption. This includes ending
subsidies for fossil fuels under ETS, under new and
existing capacity mechanisms, and through subsidies to
biomass power generation.

6. Target any remaining subsidies to ensure a just
transition’ for workers and communities. Any support
provided to households should target the most
vulnerable groups during the energy transition.

As this report shows, governments in Europe and
the EU institutions continue to subsidise and finance a
reliance on oil, gas and coal, fuelling dangerous climate
change with taxpayers’ money spent both at home and
overseas. Despite broad agreement that fossil fuel subsidies
are a problem, and early examples of a select group of
European countries undertaking reform (see Box 7), these
subsidies have proven politically difficult to eliminate.
European governments must be held accountable for the
fossil fuel subsidies highlighted in this report, and must
seize the opportunity to end this support to the fossil fuel
industry. Annex 3 — Additional information on research
methodology
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Box 7: Is there potential for Europe to end fossil fuel subsidies by 2020?

With multiple governments across Europe committing to phasing out coal-fired power, banning fracking and
exploration for oil and gas, and pledging to ending the sale of diesel and petrol vehicles, one would imagine the
days of fossil fuels are numbered.

And with mounting consensus on the health, social and environmental costs of oil, gas and coal, it would seem
an obvious first step for the EU to meet its own pledge to end fossil fuel subsidies by 2020.

So how are Europe’s governments and institutions doing in meeting this deadline? There are a few positive
signs.

On transparency:

® Germany has shown significant leadership by regularly reporting on all subsidies, including those to fossil fuels,
alongside parallel reporting on environmentally harmful subsidies (EHS). Italy following suit publishing a first
inventory of EHS in 2016.

® Both Germany and Italy have also volunteered to participate in a peer review of their fossil fuel subsidies under
the G20 process (to be published in 2017 and 2018).

On ending fiscal support:

e The EU has heavily reduced fiscal support to fossil fuels, with only €515 million provided per year for oil and
gas production in the period reviewed in this study.

® Many countries are succeeding in phasing out support to coal mining, and a significant proportion of the
remaining fiscal support to coal is focused on the transition away from coal. It notable that the majority
(between 75-99%) of fiscal support provided to coal mining in Czech Republic, Germany and Spain, was
directed towards transition for workers and communities, and the decommissioning and rehabilitation of
mining sites.

¢ The Netherlands ended differentiated tax rates for diesel in 2013, and France has taken steps to shrink the
taxation gap between diesel and petrol by 2021.

On ending public finance:

e Many European governments have committed to ending international public finance and export credits for
coal-fired power and coal mining (see Annex 3).

On ending state-owned enterprise investment:

e Sweden’s majority state-owned energy company, Vattenfall, has drastically reduced its financing for coal-fired
power in recent years, which has led to the company’s coal-fired power generation declining by more than half

between 2014 and 2016.

European governments must now build on these achievements to demonstrate necessary leadership, moving swiftly
to align incentives with the goals of the energy transition and to meet their commitments to a full phase-out of
fossil fuel subsidies by 2020.

Sources: see individual country and EU briefs for more information, available at odi.org/Europe-fossil-fuel-subsidies
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Annex 1: List of briefs

Czech Republic
European Union
France
Germany
Greece
Hungary

Italy
Netherlands
Poland

Spain

Sweden

United Kingdom
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Annex 2: Restrictions on coal finance by
European public finance institutions (bilateral and
multilateral)

Table A1: Restrictions on coal finance by European public finance institutions (multilateral)

European level (multilateral  Coal phase-out Commitment date Summary of commitment Source name

institutions) commitment?

European Investment Bank Yes - power plants 16th July 2014 Emissions performance Energy Lending Criteria, 2013
(EIB) standard - 550g/kWh

maximum emissions intensity

European Bank For Yes - power plants and 10th December 2013 Excluded except in rare cases  EBRD Energy Sector Strategy
Reconstruction And mining (approved December 2013)
Development (EBRD)

Source: Doukas et al., 2017
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Table A2: Restrictions on coal finance by European public finance institutions (bilateral)

Country level Commitment Commitment at Export credit Dates Notes Source

(bilateral at national national/ domestic  restriction in

institutions) development export credit OECD?

agencies (NDAs) & agencies?
banks?

France Yes Yes Yes 01-Mar-13 Restrictions on France's Speech at
export credits for the Environmental
coal plants without Conference at
CCS and with no Elysee
(02 storage.

Germany Yes No Yes 22-Dec-14; Restrictions on Federal Government

18-Nov-15 coal finance at report on the
bilateral institutions.  financing of
KFW-Ipex bank international coal-
restrictions still related projects
allow for coal plants  for the Economic
below 500 MW Committee of the
and more than 500  Bundestag
MW if they meet a
minimum efficiency
standard.
Italy No No Yes 18-Nov-15 QECD statement
United Kingdom Yes No Yes 20-Nov-13; Issued policy Statement
18-Nov-15 statement similar
to US/ Nordic
joint statement
restricting coal
finance overseas,
but this did not
apply to export
credits

(Czech Republic No No Yes 18-Nov-15 OECD statement

Greece No No Yes 18-Nov-15 QECD statement

Hungary No No Yes 18-Nov-15 QECD statement

Netherlands Netherlands’ No Yes 24-Mar-14; US/Netherlands Statement; FMO

Development 18-Nov-15 joint statement position statement
Finance Company covers bilateral (weaker than a
(FMO) has a policy development policy) on mining
statement, but no finance institutions and coal power
policy and MDB projects;

FMO policy forbids

any investment in

thermal coal power

or mining

Poland No No Yes 18-Nov-15 OECD statement

Spain No No Yes 18-Nov-15 OECD statement

Sweden Yes Yes Yes 4-Sep-13; Joint US/Nordic QECD statement

18-Nov-15 statement ended

public finance
for coal overseas
except in rare
circumstances.

Source: Doukas et al., 2017
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Annex 3: Additional information on research

methodology

This section builds on Chapter 3: Methodology above,
and provides further information on timeframes, currency
conversions, and other methodological considerations.

Timeframes: Subsidies’ annual numbers are based on
averages of subsidy data from 2014, 2015 and 2016 (of
whichever years are available). For data sets that only
covered information up to 2014 (for example the OECD
Inventory of Support Measures for Fossil Fuels 2015), data
was carried forward for 2015 and 2016 assuming that the
measure continued at the same rate (unless parallel sources
confirmed the support had been discontinued). Where a
measure was started in 2015 or 2016, the years before
were assumed to be zero, and the average of the three years
reflected this.

Financial years: As different countries have different
financial years, data was presented for the year with which
most of the months of the financial year overlapped. All
countries, except the UK and Italy used calendar years
as their fiscal year. The UK’s fiscal year is from April 1% -
March 31*, and so the numbers were reported in the year
where 9 months overlapped. Italy’s fiscal year is from 1%
July — 30 June. Following OECD convention, data are
allocated to the starting calendar year so that, for example,
data covering the period July 2005 to June 2006 are
allocated to 2005.

Currency conversions: Subsidies were often available
- and recorded - in national currencies for each year, and
then averaged to get an annual number (also in national
currency). Where annual subsidy numbers were provided
in currencies other than the national currency, they were
converted and recorded in national currencies as well.z A
Euro average was then provided for the countries with do
not use the Euro.

Calculations: This report had the main aim of collating
data from publicly-available sources. However, a number
of calculations were made regarding electricity subsidies,
and transport to ensure only the amount of support going
to fossil fuels was included. All calculations made were
indicated in the Notes column of the country and EU data
sheets.

Double counting (Public finance): We have taken steps

to ensure that support provided through public finance

is not double counted with fiscal support or state-owned
enterprise investment. Where government budgets provide
information on the use of public finance, this information
is included in the fiscal support section and no public
finance is counted. In addition, where public finance was
provided to a domestic SOE, amounts were included where
more information was available.

Double counting (SOE investment): We have taken steps
to ensure that production subsidies provided through SOE
investment are not double counted with fiscal support

and public investment. Where government budgets specify
transfers to SOEs, this information is included in the

fiscal support section and no SOE investment is counted.
In contrast, where more detailed information is provided
for SOE investment than government budget transfers

to SOEs, then the SOE investment is counted, while the
transfers are excluded from the fiscal support. A similar
approach has also been taken to ensure no double counting
between SOE investment and public finance provided to
SOEs.

Classification by activity and sector: The table below
demonstrates how detailed classifications were used within
the data sheets to allocate subsidies to a narrower set of
activities and sectors.

22 All conversions were made using the average annual rates, as provided by the Canadian Foreign Exchange website, available here: http://www.

canadianforex.ca/forex-tools/historical-rate-tools/yearly-average-rates
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Table A3: Categorization of subsidies in data sheets for presenting report findings

Activity / sector ~ Targeted energy source Incidence (in data sheet) Stage / sector (in data sheet)

(in country briefs  (in data sheet)

and EU brief and

summary report

findings)

Coal mining Coal Production Development, extraction and preparation;
Infrastructure (inc. distribution) Decommissioning and rehabilitation;

Transition support (communities and workers)

0Oil and gas Qil; gas; oil and gas Production Exploration, access and appraisal;

production Infrastructure (inc. distribution) Development, extraction and preparation;
Decommissioning and rehabilitation;
Transition support (communities and workers)

Production Pipelines and storage
Electricity Electricity (coal-based); Production Power plants
production Electricity (gas-based); Infrastructure (inc. distribution) Grid
Electricity (coal- and
gas-based);
Electricity (unspecified);
Transport Qil; gas; oil and gas; Consumption Aviation; Maritime; Transport
Electricity;
Multiple or unclear
Business and Coal; oil; gas; oil and gas; Consumption Business and industry; Heating;
industry Electricity;
Consumption Multiple or unclear
Household Coal; oil; gas; oil and gas; Consumption Household; Heating
Electricity; Infrastructure (inc. distribution)

Multiple or unclear

Agriculture Qil; gas; oil and gas; Consumption Agriculture;
Multiple or unclear
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Annex 4: Europe’s fossil fuel subsidies by activity
and instrument

Table A4: Europe’s* fossil fuel subsidies by activity and instrument (Euro millions, annual average 2014-2016)

Production Consumption

Instrument/ Coal Oiland  Electricity  Multiple Transport Industry  Household Agriculture  Multiple or
activity mining  gas or unclear and unclear
business

Note: For sources and data, see data sheet available at odi.org/Europe-fossil-fuel-subsidies
* Data refers to 11 countries (Czech Republic, France, Germany, Greece, Hungary, Italy, the Netherlands, Poland, Spain, Sweden and the United
Kingdom) and the European Union.
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Annex 5: List of SOEs and public finance institutions

reviewed

Table A5: List of state-owned enterprises (SOEs) and public finance institutions reviewed (government ownership 50%

or more)
Country Public finance institutions State-owned enterprises
included in analysis included in analysis
(Czech Republic Export Guarantee and Insurance Corporation (EGAP) MERO CR
Czech Export Bank (CEB) CEPRO a.s.
CEPS as.
CEZ Group
France Agence Francaise de Development (AfD) Electricité de France (EDF)
Compagnie Frangaise d'Assurance pour le Commerce Extérieur
(COFACE)
PROPARCOA
Germany Deutsche Investitions- und Entwicklungsgesellschaft (DEG) Not applicable
Euler Hermes®
KfwW
KfW-IPEX Bank
Greece Not available (loan guarantee to PPC) Public Power Corporation (PPC)
Hungary Not available® MVM Group
[taly Cassa Depositi e Prestiti (CDP) Not applicable
Servizi Assicurativi del Commercio Estero (SACE)
Netherlands Financierings-Maatschappij voor Ontwikkelingslanden (FMO) Delta
ABN AMRQP Eneco
Atradius Dutch State Business (ADSB) Energie Beheer Nederland (EBN)
SNS Bank Gas Terra
Gasunie
Poland Bank Gospodarstwa Krajowego (BGK) Energetyka Poznanska S.A. (ENEA SA)
Korporacja Ubezpieczen Kredytow Eksportowych (KUKE) Grupa Kapitatowa Energa (ENERGA)
Grupa Lotos
Polska Grupa Energetyczna (PGE)
PSE-Operator SA
Polskie Gornictwo Naftowe i Gazownictwo (PGNiG)
Operator Gazociagow Przesytowych (GAZ-SYSTEM S.A.)
Spain Compaiiia Espafiola de Seguros de Crédito a la Exportacion (CESCE)  Not applicable
Sweden Swedish National Export Credits Guarantee Board Vattenfall
Exportkreditndmnden (EKN)
UK Department for Business, Innovation and Skills (BIS)® Not applicable
CDC Group plc (CDC)®
Department for International Development (DFID)
Royal Bank of Scotland (RBS)"
UK Export Finance (UKEF)
EU European Bank for Reconstruction and Development (EBRD) Not applicable

European Investment Bank (EIB)'
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A PROPARCO is a Development Financial Institution partly owned by French Development Agency (AFD) (64%) and private sharcholders from the developed countries and
developing nations.

B Although Euler Hermes is 63% owned by Allianz SE (a private German bank), decisions on matters of principle and the underwriting of large export transactions are made by
an inter-ministerial committee comprising representatives of the German Federal Ministry of Economics and Technology, the Federal Ministry of Finance, the German Foreign
Office and the Federal Ministry for Economic Cooperation and Development.

C Hungarian Development Bank Private Limited Company (MFB); Hungarian Export Credit Insurance Ltd (MEHIB) and Hungarian Export-Import Bank plc (EXIM) may
provide finance for fossil fuels, however their reporting format (in non-searchable PDF) means that based on our available resources for this report we could not identify
beneficiary sectors and projects for these institutions.

D ABN AMRO was re-established in its current form in 2009, following the acquisition and break-up of the original ABN AMRO by a banking consortium consisting of Royal
Bank of Scotland Group, Santander Group and Fortis. Following the collapse of Fortis, who acquired the Dutch business, it was nationalized by the Dutch government along
with Fortis Bank Nederland.

E Although Atradius N.V. is a private company wholly owned by Grupo Catalana Occidente, S.A. and Grupo Compaiiia Espandla de Crédito y Caucion, S.L. (as of December
30th, 2016). Its subsidiary Atradius Dutch State Business (ADSB) continues to report directly to the Dutch Ministry of Finance, which together with the Dutch Ministry of
Foreign Affairs is responsible for implementing the Netherlands’ policies on ECAs.

F In July 2016, The Department for Business, Innovation and Skills (BIS) and the Department of Energy and Climate Change (DECC) were merged to form the Department for
Business, Energy and Industrial Strategy (BEIS).

G CDC Group plc (formerly the Commonwealth Development Corporation, and before that, the Colonial Development Corporation) is a development finance institution owned
by the UK government. The Department for International Development (DFID) is responsible for CDC

H The UK government holds a 73% stake in the Royal Bank of Scotland (RBS).

I This analysis includes the European Fund for Strategic Investments (EFSI) which is jointly managed by the EIB Group and the European Commission.
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