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Conclusions and recommendations

Overview

1.

As a percentage of total tax, the revenues from environmental taxes have recently
been at their lowest level since 1993. The latest Pre-Budget and Budget Reports
contain few significant new measures, and fail to take forward the Treasury’s strategy
of shifting the burden of taxation from “goods” to “bads”. Indeed, the Economic
Secretary for the Treasury admitted that the Treasury’s environmental tax strategy
was a framework for taking decisions rather than a strategy as such. (Paragraph 14)

Recent data supports our contention that the Climate Change Strategy is seriously off
course. The policy instruments the Government has put in place have yet to make a
significant impact on the UK carbon emissions trajectory. The Government’s latest
forecasts indicate that carbon emissions will fall only to around 140 MtC by 2010—
some 8 MtC more than the target. ~This carbon gap could be much greater if the
policy instruments in place and planned fail to deliver the reductions envisaged.
(Paragraph 21)

In view of its central coordinating role, the Treasury will need to play a significant
part in the review of the Climate Change Strategy and in exploring with other
departments the scope for introducing further policy measures to promote both
renewable energy and energy efficiency. A more imaginative and radical strategy
which might involve the use of fiscal instruments—in particular for transport and
domestic energy efficiency—is called for. (Paragraph 22)

Transport

4.

Carbon emissions from transport are still moving in the wrong direction. The
Government must use the fiscal incentives at its disposal to curb transport growth
while at the same time ensuring that there is sufficient investment in low-carbon
public transport systems—particularly in the development of new communities—to
provide an efficient and effective alternative. (Paragraph 25)

The voluntary agreement with European car-makers may not deliver the forecast
emission reductions, and the savings of 5.6 MtC predicted in the Government’s Ten
Year Transport Plan will not now be achieved. This highlights the need for
complementary measures, including fiscal measures, to promote a shift to low
carbon transport. (Paragraph 29)

The attempt to set additional targets for low carbon vehicles in 2010 and 2020 was
not particularly helpful, though we appreciate the Government’s desire to give a
long-term signal to the industry. Capital grants and investment subsidies provide
another way to promote change, and we are not convinced that there is sufficient
Government support for, or indeed coordination between, the various bodies
involved. (Paragraph 33)



10.

11.

We welcome the introduction of the Alternative Fuels Framework. We see this as a
direct response to our earlier recommendations on this score. But the Government
faces major choices in terms of the role it sees biofuels, LPG and CNG playing in
future. The Treasury cannot expect industry to provide long-term investment in
alternative fuels unless it adopts a long-term strategy itself, and there is clearly a need
for a rather more substantial strategy than the Alternative Fuels Framework
currently provides. (Paragraph 40)

The continued growth of carbon emissions from transport remains one of the most
serious problems we face, and the Government’s commitment to sustainable
development will be called into question unless it takes steps to confront this issue.
The 1999 Pre-Budget Report included a commitment to ring-fence any above
inflation increases in duty and recycle the proceeds. We urge the Government to
implement the planned rise in fuel duty at the earliest opportunity, and to consider
the case for recycling proceeds from future increases in order to subsidise transport
spending and low carbon alternatives to conventional fuels. It would be helpful if
the Treasury’s fuel duty strategy could in future include specific discussion of this
issue. (Paragraph 45)

We are disappointed that the Future of Transport White Paper had nothing new to
say on the practical steps the Department for Transport would take to tackle carbon
emissions from transport and to promote a shift to a low carbon economy. It will
take 10 to 15 years to introduce road charging on a national basis and such a regime
would be far more of a blunt instrument than the present system, where larger
differentials in rates of fuel duties and VED can potentially be used to promote a shift
to low-carbon vehicles. We therefore see a continuing and important role for an
environmental fuel duty strategy over the next decade or more. (Paragraph 46)

We trust that the review of the company car tax scheme will give full consideration to
the scope to widen the differentials further in order to increase the incentives for
purchasing very low-emissions vehicles. (Paragraph 47)

The Government’s own evaluation of the current VED scheme shows that current
differentials are insufficient to prompt behavioural changes. The Government
should increase them radically as part of a coherent strategy to promote low-carbon
transport. (Paragraph 51)

Energy Efficiency

12.

It is unfortunate that the Energy Efficiency Action Plan has had to be produced
before a number of key evaluations on which it should have been based—including
Spending Review 2004, the revised DTI Energy Projections, and the review of the
Climate Change Programme. As a result, it is impossible to assess to what extent the
measures it contains are sufficient to deliver the absolute emission levels required, or
even unclear whether the various components of the Plan will indeed deliver their
forecast benefits. (Paragraph 58)



13.

14.

15.

16.

17.

18.

19.

In publishing the revised energy projections, the Department of Trade and Industry
must highlight the extent of any ‘carbon gap’ and reconcile the impact of current
policies to the 20% UK target for 2010 of 132 MtC. (Paragraph 59)

It is disappointing that the Treasury, after consulting in both 2002 and 2003 on fiscal
measures for domestic energy efficiency, was unable to include in Budget 2004 a
more significant package of measures. (Paragraph 63)

We share the concerns expressed by the Energy Saving Trust about the scale of the
savings which can realistically be expected from the Energy Efficiency Commitment,
and about the commitment required to achieve these savings. While it may be right
for the Government to adopt a cautious approach here, it is surprising that it did not
seek to involve the Energy Saving Trust more fully in agreeing the figures in the
Action Plan. (Paragraph 66)

We welcome the evaluation which the Carbon Trust has recently carried out of the
impact of Enhanced Capital Allowances (ECAs), and the Treasury should publish it
immediately. But we remain concerned about the extent to which efficiency savings
from ECAs would in any case have resulted from the introduction of the Integrated
Pollution Prevention and Control regulations. (Paragraph 70)

We recommend that the Treasury should fulfil its earlier commitment to this
Committee and regularly carry out systematic ex post appraisals of environmental
tax measures. (Paragraph 71)

The Treasury now considers that the introduction of the EU Energy Products
Directive provides a basis for extending eligibility for Climate Change Agreements to
energy intensive industries. Yet it has failed to set out the rationale for introducing
such an extension at this time or to include this measure in the table of
environmental impacts appended to Chapter 7 of the Budget Report. (Paragraph 73)

We are sceptical of the figures quoted for emissions savings from Climate Change
Agreements and recommend that baseline figures and future assessments, including
that for 2004, are independently audited. The transparency of reporting could be
improved and it would be helpful if DEFRA assessment reports could include a more
strategic overview of performance, including progress against targets under the
Climate Change Programme. (Paragraph 76)

Conclusions

20.

A central theme emerging from this report is the difficulty of assessing progress on
energy efficiency in the absence of robust and reliable energy projections and
systematic ex post appraisals of the impact of specific policy measures. For this
reason it is difficult to come to any conclusive view on the extent of any shortfall
between the savings which current policies will deliver and the absolute level of
emissions we need to meet. However, as we have suggested, there are grounds for
supposing that this shortfall might be more substantial than currently envisaged, and
that the Government will need to adopt more radical policies and implement them
with still greater commitment if we are to attain the challenging objectives it has set.
(Paragraph 78)



21.

We fear that the Treasury is failing to exploit opportunities for more imaginative
policy initiatives which might deliver the step changes needed rather than steady
incremental progress. The crucially important series of reviews which are taking
place this year and next provide an opportunity for it to look afresh at the scale of the

challenges we face and re-assess the adequacy of the policy mechanisms we have in
place to meet them. (Paragraph 79)



Introduction

1. Since its inception in 1997, the Environmental Audit Committee has regularly reviewed
the progress made by the Treasury in placing environmental objectives at the heart of its
fiscal policies." In doing so, we have taken as one of our reference points the Statement of
Intent on Environmental Taxation, which the Treasury itself released in July 1997 and
which stated that the Government would “over time...reform the tax system to increase
incentives to reduce environmental damage.”*

2. In our report last year on the Budget, Budget 2003 and Aviation,® we focussed specifically
on the environmental costs and impacts of aviation in the light of the discussion document,
Aviation and the Environment: Using Economic Instruments, published by the Treasury
and the Department for Transport (DfT’) in March 2003. We did so in the context of the
DfT’s airports consultation and the concerns felt by many over the huge projected increase
in air traffic.

3. Following the publication of the Government’s Pre-Budget Report on 10 December
2003 and the aviation White Paper, The Future of Air Transport, on 16 December 2003, we
took evidence on environmental policy issues in relation to both these documents. As the
function of the Pre-Budget is to set out the Treasury’s strategy, including its environmental
tax strategy, we would normally have used our own review of it to examine the extent to
which the Treasury was taking forward the agenda set out in the Statement of Intent.
However, in view of the seriousness with which we view the growing environmental
impacts of aviation, we focused our review exclusively on aviation.*

4. In this report, therefore, we aim to cover environmental issues relating to the December
2003 Pre-Budget Report, together with recent measures announced in March 2004 in the
Budget. Some of the evidence we draw on has already been published along with our

1 First Report of the Environmental Audit Committee, Session 1997-98, The Pre-Budget Report, HC 547.
Third Report, 1997-98, The Pre-Budget Report: Government response and follow-up, HC 985.
Fourth Report, 1998-99, The Pre-Budget Report 1998, HC 93.
Eighth Report, 1998-99, The Budget 1999: Environmental Implications, HC 326.
Fourth Report, 1999-2000, The Pre-Budget Report 1999: Pesticides, Aggregates and the Climate Change Levy, HC 76.
Sixth Report, 1999-2000, Budget 2000 and the Environment, HC 404.
Second Report, 2000-01, The Pre-Budget Report 2000: Fuelling the Debate, HC 71.
Minutes of Evidence, 14 March 2001, Budget 2001, HC 333 of Session 2000-01.
Second Report, 2001-02, Pre-Budget Report 2001:A New Agenda?, HC 363.
Fourth Report, 2002-03, Pre-Budget Report 2002, HC 167.
Ninth Report, 2002-03, Budget 2003 and Aviation, HC 672

2 The Statement of Intent on Environmental Taxation was issued in July 1997 as an annex to one of the Budget press
releases. It is reprinted at Appendix Il (p xx) in the Third Report from the Environmental Audit Committee, Session
1997-98, The Pre-Budget Report: Government response and follow-up, HC 985.

3 EAC, Ninth Report of 2002-03, Budget 2003 and Aviation, HC 672.

4 EAC, Third Report of 2003-04, Pre-Budget Report 2003:Aviation follow-up, HC 233.The EAC has since published a
further report on aviation commenting on the quality of the Government’s response to that report. See EAC,
Seventh Report of 2003-04, Aviation: Sustainability and the Government Response, HC 623.



follow-up report on aviation. This included various memoranda commenting on a variety
of fiscal issues, and oral evidence from John Healey MP (the Economic Secretary for the
Treasury), the Association for the Conservation of Energy, the Energy Saving Trust, and
the Carbon Trust.> Since then, we have taken further evidence from the Economic
Secretary and from the two Trusts, and evidence from the Government’s Chief Scientist—
Sir David King, all of which is published with this report.® We would like to express our
thanks to all those individuals and organisations who have contributed to our inquiry.

5. To the extent that combating climate change is of overriding importance, we have
focused this report on the role of fiscal instruments in relation to energy and transport
policy. Our report is not intended to be a comprehensive analysis, but rather to highlight
some of the concerns we have which the Government may wish to take into account in the
various related reviews which it is about to undertake.

Pre-Budget 2003 and Budget 2004

New environmental measures

6. The 2003 Pre-Budget Report (PBR 2003) introduced several new proposals or measures
of national significance:’

e an Alternative Fuels Framework to underpin the duty regime for alternative fuels,
including a commitment to provide rolling three-year certainty on duty differentials for
all alternative fuels. As part of this, the PBR signalled a gradual increase in duty rates
for Liquid Petroleum Gas (LPG), while differentials for Natural Gas (NG) would be
held constant;

e an extension of the 80% rebate from the Climate Change Levy, subject to agreeing
targets for energy efficiency (ie Climate Change Agreements), to energy intensive
industries which were previously considered ineligible;

e aproposal to allow installations to maintain their 80% rebate from the Climate Change
Levy if they enter the EU Emissions Trading System as an alternative to maintaining
their Climate Change Agreements;

e acommitment to consult on options to tackle diffuse pollution in early 2004, including
a consideration of the pros and cons of a role for economic instruments; and

e proposals for recycling landfill tax revenues to businesses.

7. In addition, PBR 2003 announced that coal mine methane exemption had now been
introduced from 1 November 2003 following the original announcement in Pre-Budget

5  EAC, Third Report of 2003-04, Pre-Budget Report 2003: Aviation follow-up, HC 233-I1.
6 Ev 1-84

7  With regard to Northern Ireland, the PBR announced a significant extension of relief from the levy for aggregates
used in processed products and virgin aggregate.



2002 and success in obtaining state aid clearance. Noticeable by their absence from PBR
2003 were any specific measures or proposals on domestic energy efficiency—despite two
previous Treasury consultations on this topic—or on aviation, which we have not
discussed here in the light of our two recent reports on this subject. We also experienced a
sense of déja vu in relation to the proposed consultation on options to tackle diffuse
pollution, given the work the DETR carried out on this in 1997-98.

8. Budget 2004 re-affirmed some of the proposals included in PBR 2003 and contained a
few additional ones. In the area of domestic energy efficiency, it included:

e areduced rate of VAT for the domestic installation of ground source heat pumps;

e alandlord’s energy saving allowance, which provides individual private landlords with
upfront relief on capital expenditure for installations of loft and cavity wall insulation in
rented accommodation; and

e a commitment to a reduced rate of VAT on micro-CHP from 2005, subject to the
emerging findings of field trials.

Overview of progress

9. In commenting on both the 2001 and 2002 Pre-Budget Reports, we concluded that the
initiative of “shifting the burden”—set out in the Statement of Intent in 1997—was in
danger of stalling. Whilst we acknowledged the major steps the Government had taken in
its first term, we felt that there was in this second term perceptibly less enthusiasm for
radical new environmental fiscal initiatives. The key policy instruments which the
Government regularly points to as evidence of its environmental tax strategy—the Climate
Change Levy, the UK Emissions Trading System, and the Aggregates Levy—all stemmed
from proposals dating back to 1998-99. We have seen little further development of fiscal
policy instruments in this Parliament.

10. Indeed, data published by the Office for National Statistics (ONS) shows that—
notwithstanding the introduction of these flagship measures since 2000—the revenues
from environmental taxes, as a proportion of total taxes and social security payments, have
recently been at their lowest level since 1993.° The following graph, based on data in the
latest set of Environmental Accounts, shows the relative contribution from environmental
taxes.

8  DETR, Economic instruments for Water Pollution, 1997. For a summary of work carried out from May 1997 to
November 1999 on water pollution and the scope for a pesticides tax, see EAC’s Fourth Report of 1999-2000, Pre-
Budget Report 1999:Pesticides, Aggregates and the Climate Change Levy, HC 76, paragraph 9.

9  ONS, Environmental Accounts, Spring 2004, table 3.1, page 48.
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11. While there has been some increase in the last two years, this largely relates to fuel duty
and Vehicle Excise Duty, though the introduction of the Aggregates Levy and the Climate
Change Levy have also played a part. Moreover, some of the proposals in this budgetary
round will result in slight decreases in revenue. The freeze in the rate of the Climate
Change Levy, for example, together with the extension of eligibility for Climate Change
Agreements, will alone result in a decrease of £50 million a year. Yet the appraisal table
appended to chapter 7 of the PBR and Budget reports entirely fails to include these impacts
or quantify their effect in terms of carbon emissions."

12. We asked the Economic Secretary whether the Treasury could really be said to have an
environmental tax strategy and whether—in the light of our concerns on this score—he
envisaged that in the years ahead a shift in the burden of taxation would still take place."
We were surprised that he was unaware of the percentage revenue raised from
environmental taxes and that he claimed such a shift had been happening. On the question
of a strategy, he admitted that the Treasury’s document amounted to a “framework and a
set of principles for how we, as the Treasury at the centre of government, would approach the
policy question of whether or not for any specific environmental purposes and ends we would
consider the use of economic instruments including tax to achieve those .... and so, in that
sense, it is a strategy and framework for making the sort of decisions in particular policy areas
that we have to make.” In other words, it is a framework for making decisions rather than
a strategy as such.

10 Budget 2004,Prudence for a purpose :A Britain of stability and strength, HC 301, 2003-04.Table A1 of the FSBR (page
187, lines 30 and 31) disclose the financial costs of these measures, but table 7.2 (page 173) of the Budget Report
includes no reference to them or appraisal of their impacts.

11 EAC, Third Report of 2003-04, Pre-Budget Report: Aviation follow-up, HC 233-1l, QQ 83-84.
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13. The Energy Saving Trust provided a particularly apt description of the Treasury’s
approach:

“I have to say that from our perspective, what we are seeing is a highly tactical set of
responses to individual audiences. Some work very effectively and some do not. What
we would like to see is a very much clearer statement of what that strategy amounts
to”.12

14. As a percentage of total tax, the revenues from environmental taxes have recently
been at their lowest level since 1993. The latest Pre-Budget and Budget Reports contain
few significant new measures, and fail to take forward the Treasury’s strategy of
shifting the burden of taxation from “goods” to “bads”. Indeed, the Economic Secretary
for the Treasury admitted that the Treasury’s environmental tax strategy was a
framework for taking decisions rather than a strategy as such.

The Climate Change Strategy

15. In our report on the 2002 Pre-Budget, we concluded that the Government’s Climate
Change strategy was seriously off-course and recommended that current progress and
future projections should be reviewed as a matter of urgency. The Treasury hit back,
claiming that "factual inaccuracies” in the report masked the government's environmental
successes, and that data published shortly after our report was agreed showed a 3.5 per cent
fall in UK carbon dioxide emissions in 2002 putting the UK firmly on course to meet
climate change targets."

16. Since then, further information has vindicated our claim that the Government is
struggling to get anywhere near its 20% carbon reduction target by 2010. Provisional
emissions data for 2003 show that carbon emissions increased to about 152.7 MtC, largely
due to the continuing increased use of coal for electricity generation.'"* Although this figure
is still significantly lower than the 1990 baseline (164.6 MtC), much of the reduction was
due to the “dash for gas” in the 1990s and further savings will be harder to achieve. For the
Government to achieve the 20% carbon reduction target it has set for 2010, emissions
would need to fall from their current level to 132 MtC. A further reduction to 110 MtC
would be required by 2020 if the UK is to remain on course for achieving the 60% carbon
reduction target for 2050.

17. The following graph demonstrates forcibly that the policy instruments the Government
has put in place have yet to make a significant impact on the UK carbon emissions
trajectory.

12 EAC, Third Report of 2003-04, Pre-Budget Report: Aviation follow-up, HC 233-II, Q 132.

13 "MPs criticise greenhouse gas progress and urge chancellor to raise environmental taxes", Financial Times , 2 April
2003, page 8

14 DT, Energy Trends, March 2004, page 22ff and Table 1 (page 27).
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UK carbon emissions
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18. The Energy White Paper endorsed the vision that renewables and energy efficiency
would be at the heart of future energy policy and would make up for the gap caused by the
decline in coal and nuclear; and stated that current policies (including all the measures set
out in the White Paper) would enable the 20% carbon reduction target to be met. The
position is complicated by the delay on the part of the Government in finalising and
publishing its energy projection forecasts, an issue we comment on below. But a recent
DTI working paper on energy projections suggests that coal will provide a much more
important component of the electricity mix than previously envisaged, and that emissions
in 2010 will amount to 140 MtC, taking account of all policy measures both current and
proposed.” Over the last year, therefore, we have seen Government forecasts of
performance against the 20% target fall to around 15%."” This amounts to a substantial
‘carbon gap’ of some 8 MtC—a forecast of 140 MtC against a target of 132 MtC.

19. Even this projection assumes that the forecast emission reductions arising from these
policy measures will actually be delivered. We have significant concerns on this score. The
Energy White Paper endorsed the vision that renewables and energy efficiency would be at
the heart of future energy policy and would make up for the gap caused by the decline in
coal and nuclear. With regard to energy efficiency, the Government acknowledges that the
rate of improvement, which has remained at about 2% per annum for many years, will

15 The graph is based on carbon emissions data in DTI's Energy Trends, March 2004.
16 The DTI May 2004 working paper can be found at: http://www.dti.gov.uk/energy/sepn/uep.pdf.

17 Ibid. paragraph 2.7 and Table 10. (Note that Table 10 includes a figure of 159.6 MtC for the 1990 baseline. It is
unclear how this relates to the figure of 164.6 MtC which is the commonly accepted baseline—on which, for
example, the Energy White Paper and the Defra headline indicator data are based.).
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need to double even to achieve the 140 MtC level of emissions forecast for 2010.'® But we
have seen no evidence so far of a step-change in this respect.

20. The other main plank of the Government’s policy is to promote renewable energy. Yet
it is increasingly clear that the Renewables Obligation will not provide sufficient stimulus
to technologies other than wind power, and that without this there is little chance that the
10.4% renewables target can be achieved by 2010. We have updated the graph we have
produced for the last two years, and it shows no evidence of a step change in deployment
so far."” In view of the time lags involved in bringing on-stream renewable energy projects,
the window of opportunity for achieving the target is gradually closing.

UK progress against renewables targets

12
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Note:  The data for all renewables is calculated on the basis of the percentage of electricity generated. It also

includes types of renewables which are not eligible for the Renewables Obligation (eg most large-scale hydro). By
contrast, the data for Renewables Obligation (RO) eligible electricity is calculated on the basis of the percentage of
electricity sold. The two sets of data are therefore not directly comparable with each other.

18 DEFRA, Energy Efficiency: the Government’s plan for action, April 2004, paragraph 4.

19  While electricity eligible for the Renewables Obligation increased from 1.8% in 2002 to 2.2% in 2003, data from the
DTl shows that much of the increase was due to landfill gas and refurbished large-scale hydro. Indeed, the
percentage of energy from wind remained static in 2003 at 0.39%.
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21. Recent data supports our contention that the Climate Change Strategy is seriously
off course. The policy instruments the Government has put in place have yet to make a
significant impact on the UK carbon emissions trajectory. The Government’s latest
forecasts indicate that carbon emissions will fall only to around 140 MtC by 2010—
some 8 MtC more than the target. This carbon gap could be much greater if the policy
instruments in place and planned fail to deliver the reductions envisaged.

22. In view of its central coordinating role, the Treasury will need to play a significant
part in the review of the Climate Change Strategy and in exploring with other
departments the scope for introducing further policy measures to promote both
renewable energy and energy efficiency. A more imaginative and radical strategy which
might involve the use of fiscal instruments—in particular for transport and domestic
energy efficiency—is called for.

Transport

Introduction

23. Transport accounts for over 30% of total energy consumption. There has been a steady
increase in the volume of road traffic since 1970, and this is a key area where the trend is
still moving in the wrong direction and the headline indicator is red.*® Last year, in an
effort to present the position more positively, the Government included an additional
indicator for ‘traffic intensity’—a measure of vehicle kilometres per unit of GDP. This
shows a steady fall since 1991, though in the last three years the trend has flattened out.
While it demonstrates some decoupling from growth, it should not obscure the fact that
growth is still occurring and carbon emissions from this sector rising.

24. Indeed, carbon emissions from transport since 1990 have moved spectacularly in the
wrong direction—in marked contrast to other sectors. We reproduce below a graph which
the Office for National Statistics published in the latest set of Environmental Accounts.”!
In view of the dramatic increase in transport emissions, we were surprised that the ONS
chose not to mention it in the Summary of the Environmental Accounts and note that this
might have been due to pressure from the Department for Transport.?

20 The 15 headline indicators have been chosen by the Government as a basis for summarising progress in all areas of
sustainable development. They cover economic, social, environmental performance and are reported on every year
in the Government’s annual report on progress against the Sustainable Development Strategy.

21 ONS, Environmental Accounts, Spring 2004, page 27.
22 "Officials try to hide rise in transport pollution”, The Guardian, 27 May 2004.
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25. Carbon emissions from transport are still moving in the wrong direction. The
Government must use the fiscal incentives at its disposal to curb transport growth
while at the same time ensuring that there is sufficient investment in low-carbon public
transport systems—particularly in the development of new communities—to provide
an efficient and effective alternative.

Emissions targets for road transport

26. In July 1998, the European Car Makers Association* concluded a voluntary agreement
with the EC to reduce the average carbon emissions of new cars to 140 gC/km by 2008; and
to 120 gC/km by 2012. The following table sets out performance to date.

CO: (g/km)

EU-15 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
Petrol-fuelled vehicles 189 | 186 | 184 | 182 | 180 | 178 | 173 | 172

Diesel —fuelled vehicles 179 | 178 | 175 | 171 | 165 | 163 | 156 | 157

All fuels 186 | 184 | 182 | 180 | 176 | 172 | 167 166

Source: European Commission, COM (204) 78 final.

23  The Association des Constructeurs Européens d' Automobiles(ACEA)
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27. We asked the Society of Motor Manufacturers and Traders about the feasibility of
meeting these targets.”* Mr Everitt pointed out that two interim targets had been met,”
and he felt that they were therefore on course to meet the 140 gC/km target, though the
SMMT was much more cautious about the 2012 target. We are somewhat less sanguine
even about the earlier target, as the evidence suggests that rate of improvement tailed off in
2002. There have also been reports that European and Japanese car makers have
emphatically rejected suggestions that they could achieve the 2012 target of 120 gC/km.*
Moreover, we noted that the UK’s performance was rather worse than the EU as a whole
with emissions of 174 gC/km in 2002, as against the EU average of 166.%

28. With regard to targets set by the UK Government, the Ten Year Plan for Transport
stated that

“The levels of investment in the Plan will help to develop the transport measures
described in the UK's draft Climate Change Programme. Together with the 4.0 MtC
anticipated from the voluntary agreement with car manufacturers, they are projected
to deliver savings in CO2 emissions in 2010 equivalent to 5.6 million tonnes of carbon
(MtC). Further savings should be achievable with additional measures under
consideration, including further improvements in vehicle efficiency and new
technologies.””

Yet, in evidence to the Transport Committee, the Government acknowledged that these
figures were over-optimistic and not now likely to be achieved.” We trust that the revised
energy projections and the review of the 10 Year Transport Plan will clarify what level of
savings can now be expected.

29. The voluntary agreement with European car-makers may not deliver the forecast
emission reductions, and the savings of 5.6 MtC predicted in the Government’s Ten
Year Transport Plan will not now be achieved. This highlights the need for
complementary measures, including fiscal measures, to promote a shift to low carbon
transport.

30. There are also two other targets we noted. The Department for Transport’s Powering
Future Vehicles strategy (July 2002) set a target that 10% of new vehicles will emit less than
100gC/km of CO2 at the tailpipe by 2012. This compares to a current fleet average of
174gC/km decreasing at only 3-4 gC/km per year. Even vehicles such as the Smart car are
higher than this: the Toyota Prius, which utilises hybrid electric/petrol technology, is one
of the very few cars which meets this specification. The Society of Motor Manufacturers
and Traders commented that the 10% target was feasible but the dominant focus for

24 Q48 ff

25 Firstly, the availability in 2000 of a vehicle with a performance of less than 120 grams per kilometre; and secondly
that, by the end of 2003, the average new car emissions should be between 175 and 165 grams per kilometre. See
Q48.

26 ENDS Daily, 15 March 2004.

27 Society of Motor Manufacturers and Traders.

28 Op.cit. paragraph 8.9.

29 Evidence given before the Transport Committee, 10 March 2004, Q 596ff.
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industry was going to be the European level agreement rather than on creating a small and
specialised niche market.*

31. The other target was not so much a target as a promise to set one. The Powering Future
Vehicles strategy referred to “the expectation that a significant proportion of the 2020 cars
will offer zero tailpipe emissions. The precise target, including the definition of ‘ultra-low
carbon’ will be quantified within one year.”>" The first annual review of the strategy was
published in October 2003, but it states only that it has asked for advice on this target from
the Low Carbon Vehicle Partnership (LowCVP) which was established in January 2003 to
bring together stakeholders and help promote a shift to low carbon vehicles. The SMMT
told us that there were so many technologies being developed and so many areas of
investigation underway that it was not possible to come up with a rational and dependable
2020 target.”

32. The other main way the Treasury and the Department for Transport can assist is
through the structure and amount of capital funding they provide for innovative projects
and infrastructure development. However, there are a variety of bodies involved,” and
various funding initiatives such as the New Vehicle Technology Fund, and the Ultra Low
Carbon Car Challenge. The first annual review of the Powering Future Vehicles strategy
states that:

“The PFV Strategy identified the need for closer links between the various R,D&D
programmes, and the Government has asked the LowCVP R,D&D working group for
its recommendations on how to improve these linkages. We have also asked for the
Partnership’s advice on setting up a ‘single portal’ to build stronger links between
Government programmes and provide a single point of advice and information on the
support available.”**

The SMMT acknowledged the need for more coordination here, and subsequently
provided evidence to suggest that the extent of Government funding for such initiatives
compared poorly with other countries.*

33. The attempt to set additional targets for low carbon vehicles in 2010 and 2020 was
not particularly helpful, though we appreciate the Government’s desire to give a long-
term signal to the industry. Capital grants and investment subsidies provide another
way to promote change, and we are not convinced that there is sufficient Government
support for, or indeed coordination between, the various bodies involved.

Fuel duties

34. In our report on the 2002 Pre-Budget Report, we were critical of the absence of any
strategy underpinning the Treasury’s policy on relative levels of fuel duty.*® The 2003 Pre-

30 Q59.

31 Op. cit, paragraph 2.1.4.

32 Q74.

33 DfT, HMT, Energy Savings Trust, the Carbon Trust, LowCVP, etc.
34 Op cit, paragraph 3.4.

35 QQ77-79 and Ev 22-23.
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Budget and 2004 Budget report has now, for the first time, included an ‘Alternative Fuels
Framework’ which aims to set out the rationale behind the relative levels of fuel duty and
provide certainty about future levels of duty on a three year rolling period. In line with the
Alternative Fuels Framework, the Budget included the following main announcements
with regard to fuel duty:

e an overall increase in zero sulphur fuel only in line with inflation (though low-sulphur
fuel will increase by 0.5p a litre more than this)l

e the 20p incentive for biodiesel to be maintained at least until 2007;

e a 20p incentive for bioethanol to be introduced from 1 January 2005 and to be
maintained at least until 2007;

e Compressed Natural Gas (CNG) to be maintained at its current price of 41p until 2007;
and

e LPG to be increased by 1p each year until 2007 from its current rate of 41p.

35. The Energy Saving Trust argued forcibly that three years was not long enough to
constitute a strategy, and that in any case there had to be more clarity on the reasons for
giving tax breaks for particular fuels:

The reason we want a long-term strategy for each fuel which is clear is that there are
two reasons for giving a tax break to a particular fuel. One is that it has environmental
benefits and that justifies a tax break over a long period, but the other is to support an
innovative industry, where that is environmentally beneficial. That requires a higher
initial level of subsidy, but there has to be some level of certainty in the industry about
what the initial level will be and how that will come down. We do not have any
problem with the view that the level of support should be reduced as the market grows
and costs reduce. We just say that people need to be clearer about what that level and
reduction will be, if we are to expect them to invest.””

36. The Energy Saving Trust also expressed concern about the message which the increase
in duty for LPG might send—not just in terms of the impact on the LPG market itself but
more widely on all investors in alternative fuels.”® We have considerable sympathy for their
arguments, and it reminds us of the difficulty renewable energy projects have faced of
putting together a business case to attract long-term investment. Indeed, the Government
has itself recognised the latter when it was forced to extend the targets for the Renewables
Obligation on a ten year rolling basis. The position with regard to alternative fuels does not
seem to us to be radically different. The Government faces major choices in terms of the
role it sees biofuels, LPG, or CNG playing in future. Such issues would, however, justify
rather more of a strategy than the Alternative Fuels Framework currently provides.

37. A particular cause for concern is the impact of the rise in duty on the fledgling market
for LPG. We heard that uptake had significantly increased in the last 18 months. Even so,

36 EAC, Fourth Report, 2002-03, Pre-Budget Report 2002, HC 167.
37 EAC, Third Report of Session 2003-04, Pre-Budget Report 2003:Aviation Follow-up, HC 233-I1, Q 130.
38 Ibid.Q 127.
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it amounts to very little: recent available data suggests that only 73,000 tonnes of LPG was
sold in 2001, some 0.2% of the total market for petrol and diesel sales. It is particularly
disappointing that Government departments have signally failed to promote LPG within
their car fleets.”” We do not know whether LPG represents a lost opportunity or whether it
could still play a significant part in future strategy. Nor do we know whether the rise in
duty on LPG will have a significant impact on investors not just in LPG but in other
alternative fuels as well. A Treasury strategy covering a longer period would certainly help
to assuage such concerns.

38. The lack of a clear strategy also affects biofuels, where greater challenges lie ahead. The
EU biofuels directive, agreed in May 2003, requires member states to promote the use of
biofuels or other renewable fuels as a substitute for petrol or diesel in the transport sector,
to set indicative targets for biofuel sales for 2005 and 2010, and to introduce a specific
labelling requirement at point of sale for biofuel blends in excess of 5 percent.” With
regard to the indicative targets, member states must take account of two prescribed
reference values—2% of all road fuel sales (calculated on the basis of energy content) by
December 2005, and 5.75% by 31 December 2010. Member states must also report to the
Commission each year on measures taken to promote the use of biofuels and on levels of
biofuel sales.

39. In response to this directive, the Government published a consultation in April 2004.
This considered how support could be provided for biofuels (eg through the use of fuel
duties or some form of obligation, and the need for regional support), aspects of
production and labelling, and the nature of the targets which should be set. We note that
the proposed target for 2005—144 million litres—is only a fraction of the 2% suggested in
the directive;*' and that the Government is proposing to delay setting a target for 2010 until
2007. While we appreciate the policy difficulties facing the Government, it does appear to
us that such proposals reflect the absence of a coherent strategy. We do, however, note the
commitment in the Energy White Paper to evaluate the move to hydrogen and large-scale
biomass fuels, and welcome the fact that this assessment is now in progress.*

40. We welcome the introduction of the Alternative Fuels Framework. We see this as a
direct response to our earlier recommendations on this score. But the Government
faces major choices in terms of the role it sees biofuels, LPG and CNG playing in future.
The Treasury cannot expect industry to provide long-term investment in alternative
fuels unless it adopts a long-term strategy itself, and there is clearly a need for a rather
more substantial strategy than the Alternative Fuels Framework currently provides.

41. With regard to other fuel duty rates, the most important decision in Budget 2004 was
the commitment to increase the duty on zero sulphur fuels from 1 September 2004 only by
the rate of inflation. By levying an above inflation increase on ultra low sulphur fuels, the
Treasury is once again planning to shift the market entirely to sulphur free fuels. This will

39 Q57. See also EAC, Thirteenth Report of 2002-03, Greening Government 2003, HC 961, Annex paragraph 40ff.
40 Biofuels can be blended with petrol or diesel at levels of up to 5% while still conforming to engine specifications.

41 Using a conversion factor of 1250 litres per ton, 144 million litres amounts to 115,200 tons of biofuels. This
represents only 0.3% of petrol and diesel sales (37 million tons).The percentage would be smaller if higher
conversion factors were used.

42 Budget 2004, paragraph 7.34.
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be the fourth Budget in succession where there has been no real-terms increase in fuel
duty. Indeed, this is one of the main reasons why environmental taxes have fallen in recent
years as a proportion of total taxes.

42. When he gave evidence to us on the 12 May 2004, the Economic Secretary gave a
categorical assurance that the increase in fuel duty would take place as planned on the 1st
September.” But on the 20th July 2004, along with the publication of the Future of
Transport White Paper, the Treasury announced that the increase in fuel duty, which had
been under review since 3 June, would not take place due to continuing international
uncertainty in oil markets.**

43. Yet the real cost of petrol fell by 11% over the period 2000 to 2002 while disposable
incomes increase by 9% over the same period.* The latest available data for petrol prices,
covering the first quarter of 2004, shows that—despite the recent rise in oil prices—petrol is
still at least 10% cheaper than in 2000 in real terms.* These figures do not even take into
account any changes in the capital costs involved in car purchase. Moreover, Government
data reveals that the real costs of motoring have remained static since 1970 in marked
contrast to the trends in public transport and disposable income, as the following graph
demonstrates:

43 Q 240.
44 Hansard, 20 Jul 2004 : Column 189W.

45 See http://www.sustainable-development.gov.uk/indicators/national/index.htm. Indicator T4 (real changes in the cost
of transport) shows that petrol/oil costs have fallen from 122.4 (2000) to 108.7 (2002), while disposable income has
increased from 198.5 (2000) to 216.8 (2002).[Index:1974=100].

46 See DTI, Quarterly Energy Prices, June 2004. Table 2.1.2 reveals a 13% fall in the cost of petrol and oil and a 10% fall
in the cost of fuel, light petrol and oil.
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Real changes in the cost of transport
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44. We appreciate that the shadow of the fuel protests of 2000 still hangs over the
Government and that it is fearful of a repetition of those events. Indeed, this is an issue
which is of particular sensitivity not only for the Government but for those in all
mainstream political parties. Politicians have hardly tried to convince the public that
motoring has not become more expensive, and they have failed to make the case for the
environmental benefits of taxing fuel to reflect the damage—particularly in terms of global
warming—which it gives rise to. In addition, we firmly believe that the public would
respond more favourably if they saw clearly that increases in duty were being recycled to
promote the deployment of low-carbon alternatives to conventional fuel—such as biodiesel
and renewable hydrogen.

45. The continued growth of carbon emissions from transport remains one of the most
serious problems we face, and the Government’s commitment to sustainable
development will be called into question unless it takes steps to confront this issue. The
1999 Pre-Budget Report included a commitment to ring-fence any above inflation
increases in duty and recycle the proceeds. We urge the Government to implement the
planned rise in fuel duty at the earliest opportunity, and to consider the case for
recycling proceeds from future increases in order to subsidise transport spending and
low carbon alternatives to conventional fuels. It would be helpful if the Treasury’s fuel
duty strategy could in future include specific discussion of this issue.

46. We are disappointed that the Future of Transport White Paper had nothing new to
say on the practical steps the Department for Transport would take to tackle carbon
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emissions from transport and to promote a shift to a low carbon economy. It will take
10 to 15 years to introduce road charging on a national basis and such a regime would
be far more of a blunt instrument than the present system, where larger differentials in
rates of fuel duties and VED can potentially be used to promote a shift to low-carbon
vehicles. We therefore see a continuing and important role for an environmental fuel
duty strategy over the next decade or more.

47. The introduction from April 2002 of a new environmental company car tax scheme has
been a significant success. The Energy Saving Trust thought that this was an area where
the Treasury had done good work and wanted to see ‘much more of the same’.* More
specifically, the Society of Motor Manufacturers and Traders suggested that the scheme
should provide clearer support for cars with very low CO, emissions.* We also note that
Budget 2003 abandoned the earlier commitment to reduce the emission thresholds by 10g
each year, and instead reduced the lowest threshold by only 5g. Budget 2004 has gone
further by announcing that the minimum rate will be frozen at 140 gC/km in order to give
time to assess the impact of the system and provide certainty to company car managers
about future rates. We feel that the Treasury could have been more ambitious here. We
trust that the review of the company car tax scheme will give full consideration to the
scope to widen the differentials further in order to increase the incentives for
purchasing very low-emissions vehicles.

Vehicle Excise Duty

48. Vehicle Excise Duty (VED) represents another area where the Treasury introduced
welcome reform by introducing a graduated scale of charges which relate to emissions
performance and the type of fuel used. The new scheme was announced in Budget 2000
and introduced from April 2001 with four emissions bands and charges. With the
exception of Budget 2003, VED rates have been frozen since their introduction. But two
additional low-carbon bands have been introduced, one in Budget 2002 for vehicles
producing less than 120 gC/km, and one in Budget 2003 for vehicles producing less than
100 gC/km. The current pattern of charges is set out below.

Diesel Car Petrol Car Alternative Fuel
Car
Bands CO, Emission 12 6 12 6 12 6
Figure (g/km) months | months | months | months | months | months
rate £ rate £ rate £ rate £ rate £ rate £
Band AAA Up to 100 75.00 41.25 65.00 35.75 55.00 30.25
Band AA 101 to 120 85.00 46.75 75.00 41.25 65.00 35.75
Band A 121 - 150 115.00 63.25 105.00 57.75 95.00 52.25
Band B 151 - 165 135.00 74.25 125.00 68.75 115.00 63.25
Band C 166 - 185 155.00 85.25 145.00 79.75 135.00 74.25
Band D Over 185 165.00 90.75 160.00 88.00 155.00 85.25

47 EAC, Third Report of Session 2003-04, Pre-Budget Report 2003:Aviation Follow-up, HC 233-Il, Q 122.
48 Ev 22.
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49. What is immediately striking about this table is that it is fairly complex while at the
same time the range of charges is not particularly great. The Department for Transport
carried out an evaluation of the scheme in mid-2003.** The results showed that most car
buyers were entirely unaware of the connection between VED and car emissions and that
environmental factors ranked low on purchasing considerations. Furthermore, the
research concluded that:

e the current graduated scheme does not offer a large enough incentive to encourage
behavioral change. And indeed across both recent and potential buyers there is a
significant minority who believe that the current scheme and any subsequent increase to
the differential will not help to reduce CO, emissions.

e Looking to the future and possible changes to the scheme, a differential between bands of
£50 would be enough for some buyers to choose a different car (33%). Others would
consider it. At a differential of £150 55% would change to a lower emission car to benefit
from the saving. There is however a core of buyers who would not change their vehicle
choice regardless of the differential (28%). This hard core are typically older, of higher
social class and own or intend to buy a larger sized engine vehicle.

50. The obvious conclusion to draw from this is not that the attempt to ‘green” VED is a
waste of time, but that differentials will have to be increased very much more substantially
if we are to bring about a significant behavioural shift towards the purchase of low-
emission vehicles. Some other EU states have put in place considerably wider differentials
than the UK.  And more recently, we have the example of the French proposal to
introduce a very high rate of tax on SUVs while recycling the proceeds to reduce tax on low
emission vehicles.

51. We asked the Economic Secretary for his views on VED and were surprised that he did
not appear to agree that one of the main objectives of the scheme was to influence buying
decisions.® We found his attitude extraordinary given the importance which successive
budgetary reports have placed on this aspect. The Government’s own evaluation of the
current VED scheme shows that current differentials are insufficient to prompt
behavioural changes. The Government should increase them radically as part of a
coherent strategy to promote low-carbon transport.

Energy Efficiency

The Energy White Paper and the Action Plan

52. The Energy White Paper envisaged energy efficiency, together with renewables, as
playing a central role in future energy policy. It set out anticipated savings by 2010 of 11
MtC from energy efficiency measures and suggested that a further 10 MtC of efficiency
savings could be achieved by 2020. Half of these savings were expected to come from the

49 The DfT survey is at: http://www.dft.gov.uk/stellent/groups/dft_roads/documents/page/dft_roads_027589.hcsp
50 QQ 248-253
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domestic sector and half from business.”® While a wide range of policy instruments or
measures were cited as potentially contributing to these efficiency savings, there were few
detailed proposals though an Implementation Plan was promised within a year.

53. In April 2004, over a year later, DEFRA finally published the long awaited Action
Plan.** This included revised figures for energy efficiency savings by 2010. It reduced the
anticipated savings from the domestic sector from 5MtC to 4.2 MtC, but increased
business efficiency savings from 6 MtC to 7.9 MtC. It included no new fiscal measures
beyond those introduced in the 2003 Pre-Budget Report and the 2004 Budget (see above,
paragraphs 6 to 8), but envisaged a key role in the domestic sector for an expanded Energy
Efficiency Commitment and, in the business sector, for the Climate Change Agreements
and Emissions Trading.

Energy Efficiency Implementation Plan:
forecast carbon savings (2010)

MtC
Households Projected Carbon savings (MtC pa)
Measures already in the UK Climate Change Programme 1.5
Energy Efficiency Commitment from 2005, Decent Homes 1.4
Warm Front 0.2
Community Energy 0.1
Building Regulations 2005 0.8
Other measures 0.2

4.2
Business & public sector
CCA 24
Revision of CCA targets 0.9
Extension to new sectors 0.5
UK and EU ETS 2.0
Carbon Trust (incl ECAs) 1.0
Building Regulations (non housing) 0.6
Public Sector 0.5

7.9
Total 12.1

Source: Defra

A carbon gap

54. In their evidence to us, the Carbon Trust referred to a ‘carbon gap’ between the savings
which the Climate Change Programme is expected to deliver and the Government’s target

51 DTI, The Energy White Paper, paragraphs 3.5-3.7.
52 DEFRA, Energy Efficiency: The Government’s Plan for Action, April 2004, Cm 6168.



25

to reduce carbon emissions by 20% by 2010. They pointed out that changes to baseline
projections (largely driven by higher GDP growth and more coal burn) mean that the
existing package of measures in the Climate Change Programme may no longer be
sufficient to keep the UK on track to deliver the expected absolute emissions level. While
the overall size of this gap amounted to some 4 MtC, effective implementation of planned
measures would reduce this by over 2 MtC, leaving a carbon gap of some 1.6 MtC (6
million tonnes of carbon dioxide).>

55. However, in discussion with them and in our own subsequent analysis, a more
fundamental problem emerged—the difficulty of calculating the impact of efficiency
measures in the absence of the revised energy projections which the DTI has still to
publish, and before both the Spending Review and the review of the Climate Change
Programme had been completed or even begun. The DTI’s previous energy projections,
EP68, were produced in November 2000 but quickly became out of date. The DTI
produced some provisional data in 2003 to inform the allocation of allowances as part of
the EU Emissions Trading System, and has continued this analysis to underpin the UK
National Allocation Plan (April 2004) and in a related working paper which the DTI
published in May 2004. The revised energy projections, however, have still not been
published.

56. Indeed, in dealing with energy efficiency, there is a sensation of standing on shifting
sands due to the difficulty of producing reliable future forecasts and evaluating the impact
of current policy measures. If the baseline forecasts prove to be wrong and demand for
energy rises faster than expected, then there is no guarantee that the absolute target level of
emissions will be delivered. The Carbon Trust commented that the absence of firm
forecasts and evaluations on which to base the Action Plan rendered it vague.

“It is not as clear maybe as we would all have liked to see. I think the elements are there
in the Implementation Plan but probably not in sufficient detail to give any definitive
view .... ..it is quite difficult to be precise around the numbers when neither the funding
nor the gap has been confirmed by Government’s own analysis, which is due to be
carried out this year. I think there will be a case to say this is a Plan which, for various
reasons, was published maybe six months earlier than would have been ideal.”™*

57. As an example of this lack of clarity, Mr Rea picked out building procurement and the
commitment to procure buildings that are in the top quartile in terms of energy efficiency
performance. While he considered that this was certainly the right thing to do, he pointed
out:

“the Action Plan does not talk about is how we are going to do that, how we are going
to make that happen, what is the methodology which defines how we measure top
quartile, how that links to the EU Buildings Directive and what would be a sensible
timescale to roll that out across the government estate. As ever, the devil is in the
detail, and I think that is one good example.™

53 Q285andEv70.
54 Q287.
55 Q 286.
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58. It is unfortunate that the Energy Efficiency Action Plan has had to be produced
before a number of key evaluations on which it should have been based—including
Spending Review 2004, the revised DTI Energy Projections, and the review of the
Climate Change Programme. As a result, it is impossible to assess to what extent the
measures it contains are sufficient to deliver the absolute emission levels required, or
even unclear whether the various components of the Plan will indeed deliver their
forecast benefits.

59. It is therefore difficult to assess the overall impact of the plan. Indeed, our suspicion is
that the scale of the ‘carbon gap’ might prove to be considerably larger than the Carbon
Trust suggested. We noted above (paragraph 18) that the May 2004 DTI working paper
included a forecast of 139.8 MtC emissions in 2010 against a target of 132 MtC, and that
there might therefore be a gap of nearly 8 MtC. In publishing the revised energy
projections, the Department of Trade and Industry must highlight the extent of any
‘carbon gap’ and reconcile the impact of current policies to the 20% UK target for 2010
of 132 MtC.

Domestic energy efficiency

60. The Treasury consulted on fiscal instruments for energy efficiency in both 2002 and in
2003, but the Pre-Budget Report (November 2003) contained no new policy measures in
this area. Budget 2004 included three measures—a reduced rate of VAT for ground
source heat pumps, the possibility of a reduced rate of VAT for micro-CHP from 2005, and
a landlord’s energy saving allowance to promote investment in loft and cavity wall
insulation within the rented sector. The Action Plan added several further non-fiscal
measures—in particular the doubling and extension of the Energy Efficiency
Commitment, through which the majority of domestic savings are to be delivered.

61. In giving evidence before the Budget, the Energy Saving Trust and the Association for
the Conservation of Energy suggested that much more needed to be done to promote
domestic energy efficiency, given the ambitious goals for energy efficiency set out in the
Energy White Paper; and they cited an array of proposals for taxing inefficient products
and homes. They expressed disappointment at the inertia displayed by the Treasury and
indeed the Sustainable Energy Partnership referred to a ‘deafening silence’ on this score.*
Indeed, we received a considerable amount of written evidence in this area, much of which
corroborated the views expressed by these two organisations.”

62. The Energy Saving Trust subsequently expressed mixed feelings on the package of
Budget measures. They welcomed the Landlord’s Energy Saving Allowance, though they
considered that it might not have as significant an impact as one might initially expect. As
Mr Sellwood pointed out, from the perspective of landlords, “if you can get 60 per cent
rebate on something that is fine, but if you can get 100 per cent rebate by doing nothing in the
first place that is even better.” The reduction on ground source heat pumps was an
unexpected surprise, though they accepted that it was not necessarily the most significant

56 EAC, Third Report of Session 2003-04, Pre-Budget Report 2003:Aviation Follow-up, HC 233-Il, Ev 23-26, Q 86ff etc.

57 Ibid.Ev 92-145 passim.
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of measures; but they were disappointed in the lack of a firm commitment on micro-CHP
and by the Treasury’s rejection of their proposals for inefficiency charges.®

63. We questioned the Economic Secretary on these issues. His responses did nothing to
convince us that these budgetary measures would have any significant impact.® The
reduction on VAT for ground source heat pumps is peripheral, while that on micro-CHP
remains somewhat equivocal and distant. The proposal to introduce a Landlord’s Energy
Saving Allowance is welcome, but may not turn out to be as significant as initially
envisaged. Indeed, the Treasury has made no attempt to forecast the carbon savings which
might arise. Moreover, the Budget did not include any proposals for encouraging energy
efficiency in the private housing sector—though in view of our current study on
sustainable housing, we have refrained from further comment on this topic in this report.
It is disappointing that the Treasury, after consulting in both 2002 and 2003 on fiscal
measures for domestic energy efficiency, was unable to include in Budget 2004 a more
significant package of measures.

64. The Energy Saving Trust also expressed concern over two issues relating to the Energy
Efficiency Commitment (EEC).*® The first related to the decision to scale down the
anticipated savings from a factor of three to only two. Indeed, it was this change which had
led to the reduction in planned carbon savings from the domestic sector from 5 MtC to
only 4.2 MtC. The EST argued that the EEC needed to be three times the existing level, in
order to make the step change necessary in terms of meeting the original targets in the
Energy White Paper, and that the DEFRA figures for likely savings represented a serious
underestimate of what was achievable. Given the somewhat technical nature of the
dispute,®" we are not in a position to assess the merits of the argument but it does strike us
as strange that the Energy Saving Trust was not more fully involved in agreeing the figures
included in the Action Plan.

65. The second issue concerned the nature of the anticipated savings. The EST pointed out
that 70% of the total savings expected from the EEC related to cavity wall insulation. In
practice this amounted to installing four and a half million cavity walls and Mr Sellwood
expressed some concern over the commitment required to achieve this target.

“I have to tell you that the last three years have seen a three per cent, a five per cent
and, with all that we and others have done, a 13 per cent increase... so in the last three
years that market has seen a 20 per cent increase. Actually it has to double every three
years between now and 2010 in order to meet the overall target, so we believe there is
still a lot to do in terms of incentivising that market.”

We also note that many of the easy pickings may already have been achieved as a result of
earlier energy efficiency campaigns, and that it may prove successively more difficult for
energy companies to achieve the scale of increase in deployment which is necessary.

58 QQ 357ff.
59 QQ 181ff.
60 QQ 368, 371ff.

61 It relates to the extent to which savings relating to white goods and appliances adequately reflect the full extent of
market transformation.

62 Q368.
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66. We share the concerns expressed by the Energy Saving Trust about the scale of the
savings which can realistically be expected from the Energy Efficiency Commitment,
and about the commitment required to achieve these savings. While it may be right for
the Government to adopt a cautious approach here, it is surprising that it did not seek
to involve the Energy Saving Trust more fully in agreeing the figures in the Action Plan.

Business use of energy

67. The Government’s policy for encouraging energy efficiency in the business sector
involves a range of policy instruments including Enhanced Capital Allowances (ECAs), the
Climate Change Levy (CCL) and Climate Change Agreements (CCAs), and both the UK
and EU Emissions Trading Schemes (ETS). The savings forecast in the Action Plan from
these various policy instruments are set out above (paragraph 49), and amount in total to
7.9 MtC by 2010. We offer here some observations on a few specific aspects of these
policies.

68. Enhanced Capital Allowances (ECAs) were originally introduced in Pre-Budget 1999 as
part of the Climate Change Levy. The initial proposal was that £100 million of revenues
from the CCL would be recycled to industry in order to promote energy efficiency
measures. The Treasury subsequently increased this figure to £140 million in subsequent
budgetary reports—though we note that it has desisted from quoting such figures more
recently. In previous reports we have pointed out that the actual cost to the Government of
this measure only amounts to the interest lost on the deferred tax liability, and in their
evidence the Carbon Trust endorsed this point.*

69. The Carbon Trust confirmed that the Inland Revenue did not monitor the impact of
ECAs as it was not considered cost-effective to do so; but that they themselves, in
conjunction with the Treasury, had been carrying out a special exercise to assess the effect
on companies. This evaluation suggested that take-up amounted to £100 million a year—
somewhat less than the estimate the Treasury included in previous Budget Reports.** We
asked the Carbon Trust whether, in carrying out this evaluation, they had been able to
distinguish the impact of different policy instruments, and in particular how much of the
efficiency savings would have resulted in any case from the introduction of the Integrated
Pollution Prevention and Control (IPPC) regulations. The Carbon Trust confirmed that
they had not been able to distinguish these impacts and they referred us to the Treasury
when we requested a copy of their evaluation.®

70. We welcome the evaluation which the Carbon Trust has recently carried out of the
impact of Enhanced Capital Allowances (ECAs), and the Treasury should publish it
immediately. But we remain concerned about the extent to which efficiency savings
from ECAs would in any case have resulted from the introduction of the Integrated
Pollution Prevention and Control regulations.

71. Moreover, these difficulties demonstrate the need to evaluate regularly the impact of
fiscal measures, and this constituted one of the earliest recommendations of the

63 Q 303.
64 Ibid.
65 Q 309 and Ev71 (responses to questions 2 and 3).
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Committee. In its response to that recommendation, the Treasury committed itself to carry
out such ex post evaluations on a systematic basis and the Financial Secretary to the
Treasury acknowledged the need for monitoring in evidence he gave to us in 2002.% We
recommend that the Treasury should fulfil its earlier commitment to this Committee
and regularly carry out systematic ex post appraisals of environmental tax measures.

72. Industries subject to the Climate Change Levy can claim an 80% discount for those
installations covered by the EU IPPC regulations, provided that they enter Climate Change
Agreements (CCAs) which include energy efficiency targets. The Government’s latest Pre-
Budget Report (December 2003) included two proposals relating to the CCL:

e The first proposal will allow businesses to be able to claim their discount by
participating in the EU Emissions Trading Scheme, rather than by continuing with
their Climate Change Agreement and specific energy efficiency targets.

e The second will extend eligibility for the 80% discount to certain energy-intensive
sectors, subject to further consultation and state aid approval, using a specific energy-
intensity threshold.

73. The Government has previously argued that it was legally impossible to extend
eligibility to energy-intensive industries in this way. In 2000, the Financial Secretary told
the Committee that

“Any alternative [to the use of IPPC] would need to have a clear rationale (in the way
that IPPC does), would need to apply legal certainty, be simple to administer, and be
consistent with the EU state aid rules, and none of the alternative definitions that have
been put to us so far meet the criteria that I have just set out.”™

The Treasury now considers that the introduction of the EU Energy Products Directive
provides a basis for extending eligibility for Climate Change Agreements to energy
intensive industries. Yet it has failed to set out the rationale for introducing such an
extension at this time or to include this measure in the table of environmental impacts
appended to Chapter 7 of the Budget Report.

74. The Economic Secretary made great play of the fact that Climate Change Agreements
had delivered three times the target amount of emissions savings.®® This was based on the
assessment carried out by Future Energy Solutions in April 2003 of the first target period
(2001-02). The CCA scheme was originally expected to deliver 3.3 MtC savings by
2010.7° The assessment concluded that the cumulative energy saving as a result of the
agreements amounted to 3.7 MtC by 2002 compared to a 2000 baseline. Thus the CCA
scheme would appear to have already delivered more than the entire target savings

66 For the Government Response, see EAC's Fourth Report of 1999-2000, Pre-Budget Report 1999, HC 76, p.xlvii. See
also Evidence taken before the Environmental Audit Committee on 14 March 2001, HC 333-I, QA14-15; and the
recommendation on this score which the EAC made in its Second Report of 2001-02, Pre-Budget Report 2001:A New
Agenda?, HC 363-I, paragraph 45.

67 EAC, Sixth Report of 1999-2000, Budget 2000 and the Environment, HC 404, Q 99.
68 Q219.
69 The report can be found at: http://www.defra.gov.uk/environment/ccl/results.htm.

70 Ev58.
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envisaged by 2010. However, most of these savings” arose from the steel industry where
there was a huge fall in output during 2002 resulting from severe operational difficulties
and major structural changes. If the steel sector is excluded, the savings from the
remaining sectors amounted to a more modest 1.1 MtC.

75. We have various concerns relating to the Climate Change Agreements. In 2001, DETR
were unable to provide us with baseline data for each sector,”” and it is unclear from the
latest monitoring reports how robust and auditable such data now is. Moreover, we note
the concern expressed by the National Audit Office in its report on the UK Emissions
Trading System over the difficulties DEFRA faced in assessing baseline performance and
determining initial allocations.”” If DEFRA were unable to avoid such problems in
negotiating with 34 individual firms, there is every reason to suppose that they faced more
formidable challenges in negotiating with 44 trade sectors.

76. We are sceptical of the figures quoted for emissions savings from Climate Change
Agreements and recommend that baseline figures and future assessments, including
that for 2004, are independently audited. We are aware that DEFRA is now
renegotiating targets for future assessment periods (2006 and 2008) and we accept that, as
the scheme rolls on, more reliable data from previous assessments will become available on
which to base such targets. However, we were unable to readily identify from DEFRA’s
website overall targets set for particular assessment periods or indeed the baselines against
which performance in 2002 was assessed. In addition, the relationship between this data
and the basis on which the CCA scheme is assessed under the Climate Change Programme
is unclear. The transparency of reporting could be improved and it would be helpful if
DEFRA assessment reports could include a more strategic overview of performance,
including progress against targets under the Climate Change Programme.

77. Moreover, for those firms and sectors which continue to participate in Climate Change
Agreements and opt-out of the first stage of the EU Emissions Trading System, the UK is
obliged to demonstrate that the targets they face are equally demanding. We will be
interested to see what progress DEFRA makes on this score, and how many industries
decide to opt out of the CCA scheme to participate in the EU ETS while preserving the
80% rebate from the Climate Change Levy which they enjoy.

Conclusion

78. A central theme emerging from this report is the difficulty of assessing progress on
energy efficiency in the absence of robust and reliable energy projections and
systematic ex post appraisals of the impact of specific policy measures. For this reason
it is difficult to come to any conclusive view on the extent of any shortfall between the

71 2.6MtC.

72 EAC, Second Report of 2001-02, Pre-Budget Report 2001:A New Agenda?, HC 363-Il.The memorandum from DETR at
Annex 1 states (question 3a response): “The baseline data that forms the basis of the agreements, in most cases
relates to energy usage per unit of output. We do not have data on total energy use at a base year, nor, therefore,
any estimate of the total emissions from each sector.”

73 The NAO report can be found at:http://www.nao.org.uk/pn/03-04/0304517.htm.
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savings which current policies will deliver and the absolute level of emissions we need to
meet. However, as we have suggested, there are grounds for supposing that this
shortfall might be more substantial than currently envisaged, and that the Government
will need to adopt more radical policies and implement them with still greater
commitment if we are to attain the challenging objectives it has set.

79. In this context, we fear that the Treasury is failing to exploit opportunities for more
imaginative policy initiatives which might deliver the step changes needed rather than
steady incremental progress. It is particularly frustrating that—over four years after the
RCEP Energy Report and two years after the Strategy Unit Energy report—relatively little
progress has been made in the important area of domestic energy efficiency. Moreover,
the Treasury needs to commit itself afresh to a strategic program of environmental tax
reform, as the zeal so abundantly manifest in the 1997-2001 Parliament appears to have
been lost. The crucially important series of reviews which are taking place this year and
next provide an opportunity for it to look afresh at the scale of the challenges we face
and re-assess the adequacy of the policy mechanisms we have in place to meet them.
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Formal minutes

Wednesday 21 July 2004

Members present:
Mr Peter Ainsworth, in the Chair

Mr Colin Challen Mr Paul Flynn
Mr David Chaytor Mr Malcolm Savidge
Mrs Helen Clark

The Committee deliberated.

Draft Report (Budget 2004 and Energy), proposed by the Chairman, brought up and read.
Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 79 read and agreed to.

Resolved, That the Report be the Tenth Report of the Committee to the House.

Ordered, That the Chairman do make the Report to the House.

Several papers were ordered to be appended to the Minutes of Evidence.

Ordered, That the provisions of Standing Order No. 134 (Select Committees (reports)) be
applied to the Report.

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be
reported to the House.

[Adjourned till Wednesday 8 September at 3pm.
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Taken before the Environmental Audit Committee

on Wednesday 24 March 2004

Members present

Mr Peter Ainsworth, in the Chair

Mr Colin Challen
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Joan Walley
David Wright

Witnesses: Mr Simon Bullock, Environmental Taxation Co-ordinator; Mr Roger Higman, Environmental
Limits Co-ordinator; Ms Bryony Worthington, UK Climate Campaigner and Dr Hugh Ellis, Planning

Adviser, Friends of the Earth, examined.

Q1 Chairman: Welcome. Good afternoon. Thank
you for coming in. Did you want to make a few
introductory remarks? We have had your press
release on the Budget, “Brown Ignores the
Environment Again”!, which may be a summation
of your views, but if you have any brief comments to
add we would be pleased to hear them.

My Bullock: Yes, we would be very grateful to make
some introductory remarks. First of all, [ am Simon
Bullock and I work on Environmental Taxation
Policy; Bryony Worthington is our UK Climate
Campaigner; Hugh Ellis is our Planning Adviser and
Roger Higman is our Environmental Limits Co-
ordinator. So, briefly, to set out what we think three
priorities for the Treasury should be: a priority for
us—and I think we share this view with Tony Blair,
it seems—is to tackle climate change to deliver at
least 60% cuts in carbon emissions. This level of
target means that all sectors will need to do their
part; domestic, transport, aviation and industry. We
feel that to do this the Treasury must set a strategic
approach to set the right economic framework to
deliver that target, for two reasons: first to provide
the incentives to change behaviour and redirect
investment, and secondly, to signal the
Government’s intention that it has a strategic
commitment to tackle this which will underpin all of
its policies across all departments. Our view is that
although at the moment there is some reasonable
rhetoric we do not have such a strategy, as we can see
from the Government’s own projections on, for
example, transport and aviation emissions. So the
first of three priorities, we feel, is that the Treasury
should set an economic strategy to deliver 60%
carbon cuts. Within that there are two priorities. The
first would be to link the Budget more clearly to the
spending review, particularly the coming spending
review this summer. Taxes and economic
instruments need to be introduced as part of well-
designed packages, it has been argued for a long
time, and a stronger link with spending is needed.
Some proportion of revenue is needed to provide
appropriate incentives, some spending will be
needed to reinforce tax policy and some is also
needed to address any adverse impacts that taxes

I Press release, 17.3.04. Please see www.foe.co.uk

may have. As an example for that we would cite
transport. The right incentives are crucial. As we can
see, the costs of motoring are continuing to fall and
they need to increase, but that is not enough on its
own; we need to have that hand-in-hand with
spending to create alternatives for people to travel
by public transport or make walking or cycling safer.
The last priority for us is that this strategy should be
very clear and open about the environmental and
social objectives of its strategy. Often it has not been
spelt out clearly enough that policies should be
intended for environmental and social means, and
these goals should be linked together as well. Again,
transport for us is a good example of that. There is
an urgent social need as well as an environmental
need for alternatives to the car. Friends of the Earth
are very keen on ensuring that policy delivers
environmental and social goals together. If you look
at transport, 60% of the poorest fifth of households
do not have access to a car. Even for the whole
population, 30% of the population do not have
access to a car, so for those people having decent
alternatives, a decent transport network and safe
streets to walk on is an absolutely crucial thing and
a basic need for most people. I have brought with me
today a copy of a report we have done (I will leave a
copy for you). It is work we have done with
communities in Longsight, an area of Manchester
with very low areas of car ownership, and we were
asking them what they wanted to see and what their
priorities are for transport. Overwhelmingly it is
better buses and safer streets. It is an issue that is
eroding the quality of life for them and people in the
city. So this is an example of where improving public
transport and safety would meet environmental and
social goals together. To conclude my opening
statement, I think the two crucial elements to deliver
a carbon strategy for the Treasury—to meet the 60%
target—are clear, linked social and environmental
goals and to link tax with spending, particularly with
the spending review coming up in the next couple
of months.

Q2 Chairman: Thank you very much for that. We
will come back to a number of the points you have
raised in a minute or two. Can I ask you, first of all,
whether you think the Government has, as it seems
to claim, an environmental tax strategy?
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My Bullock: 1 think the statement of intent on
environmental taxation in 1997 was very good. Two
statements, in particular, were very good. The first
one was that growth must be stable and
environmentally sustainable, that quality of growth
matters not just quantity; and the second that the
“Government will aim to reform the tax system to
increase incentives to reduce environmental damage.
That will shift the burden of tax from goods to
bads.” We think that was a very good initial, starting
statement. In Labour’s first term we felt they went
quite a long way on this agenda: they introduced a
climate change levy, they introduced an aggregates
tax and they put in some good measures on road
taxation. Since then we feel they have stalled,
relatively. They have back-tracked on transport
taxation; environmental tax as a proportion of GDP
is 10% and has been around 10% for ten years—that
is not moving up or down particularly much. They
say there is a strategy to deliver a low-carbon
economy, (coming back, again, to climate change
and a 60% target), and for some sectors they are
doing quite well; there is a long way to go and there
is a lot more to do, but in industry, for example, we
are going in the right direction. For the domestic
sector things, at least, are not getting any worse.
However, two areas which are really crucial are
transport and aviation, and the trends are in
completely the wrong direction. We see the
Government’s tax and spending policies having a
major effect here in stopping us getting towards
those climate targets.

Q3 Chairman: Coming back to one of the points you
made earlier, is not the reason why it is moving the
wrong way on transport exactly to do with social
attitudes and social issues? We saw it happen with
the fuel crisis/protest and the public objections that
were raised. Whilst it may be the case that 60% of the
poorest fifth do not have a car at all, there are an
awful lot of people who are not well-off who do, and
who object very strongly when the price of running
their cars goes up.

My Bullock: 1 think this is a clear example of the need
to link environmental and social goals and deal with
tax and spending at the same time. Of course, it
would be politically very difficult to increase the
costs of motoring if alternatives to the car are not put
in place. I would note, however, that since 1980 the
costs of motoring overall have fallen and since 1997
the costs of motoring have fallen as well. We have a
tax and spend policy which does not provide for
those alternatives. If you look at the spending figures
the Social Exclusion Unit put out on transport,
buses and walking get very small comparative sums
compared with other modes of transport. Bus
spending, I think, is around a third of annual
spending for rail, or maybe a quarter—I forget the
exact figures.> Overall, though, they said that
spending is very regressive. The poorest fifth of the

2 Mr Bullock later added that for passengers it is between a
third and a quarter. The Social Exclusion Unit says of the
Transport 10 year plan: “of the plan’s £20 billion allocation,
11% relates directly to buses, compared with 40% for
passenger rail”.

population get 12% of the transport spending budget
and the richest fifth of the population get 38% of it.
So it is very important in the Comprehensive
Spending Review that the Chancellor puts more
money into creating decent alternatives to the car.

Q4 Chairman: Taking it back to my first question, it
seems, in the context of what you have just said, that
rather than there being an environmental tax
strategy which has stalled, there is no strategy as
such at all.

My Bullock: That is one way of putting it, yes.

QS5 Chairman: There were some initiatives, there
were some statements, there was Tax and the
Environment: Using Economic Instruments published
in 2002. These do not amount to a strategy.

Mpr Bullock: No, I do not think they do. That is why
we are calling for an overall carbon strategy which
would link the transport, aviation, domestic and
industry sectors. As I say, we need to take action in
all of these areas to ensure that overall that 60%
target is met.

Q6 Joan Walley: Can I just press you a little bit
further on that and ask: if you were advising the
Chancellor how that strategy should look, are you
saying there should be an action plan to it, or what
would you say should be flagged up in that, in a bit
more detail?

My Higman: If I can come in on that, I think, firstly,
we are looking to see that the Chancellor review all
the areas of taxation in respect of carbon emissions
to make sure they are moving forward on each of
those areas. There are some areas that are not being
taxed at all at the moment. Secondly, we have to
consider other environmental impacts, and there are
areas where we have seen voluntary initiatives, for
example on pesticides, where we feel that tax
approaches might be more suitable. We are looking
for the sorts of initiatives that the Treasury was
putting forward in the late-1990s to be reinstated,
and that level of commitment moving forward to get
the amounts of taxation on environmental bads
increased such that we can reduce taxation on things
that are considered to be environmental goods, like
labour.

Q7 Chairman: In the light of that, what do you see
as the role for fiscal instruments? Do you see them
as a way of reflecting the cost to the environment of
various activities, or do you see them as a way of
managing demand—as a stick to beat bads?

My Bullock: We would say that the role of any fiscal
instrument is to achieve the policy objective rather
than simply just to internalise the external costs,
which is I believe something the Committee has
touched on before.

Q8 Chairman: Do you think internalising the
external costs is a worthwhile activity?

My Bullock: 1 think it is worthwhile in that it
certainly would be better than doing nothing. If you
look at aviation, for example, the external costs are
not being tackled at all at present due to the lack of
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duty on various sorts of fuel. But we feel we would
need to go beyond that. There are a large number of
methodological difficulties in internalising external
costs. We have got reservations about that almost at
a moral level in some senses, in that it assumes that
all environmental resources have a price and that
there is no such thing as critical natural capital, that
environmental goods can always be traded off. We
would think that just dealing with internalising the
costs, although it would be a useful and necessary
first step, if that is the practical way to proceed at the
moment, is worth doing, but in the long-term the
price mechanism should be used to meet the policy
objective rather than just to iron out externalities.
Ms Worthington: 1 would only add that there is an
obvious trend in government to move to more
flexible, market-based economic instruments.
Where they are designed well and lead to the
achievement of environmental objectives we support
the use of those. I think the Government’s policy is
now far broader than simply a fiscal and spend
policy; it now has a third string in its bow, if you like.
I do not think they have, perhaps, been as explicit in
telling us what their attitude to those instruments is
and it might be useful for them to make a statement
about their continued use of these trading
mechanisms.

Q9 Chairman: Coming back to something Roger
Higman said, we hear a lot about environmental
taxation and managing, controlling and punishing
bads. Do you think there is enough done within the
fiscal environment to encourage good behaviour?
Are there a sufficient number of carrots (on the basis
of what you said) as well as an insufficient number
of sticks?

My Higman: 1 think in some areas there are. Clearly,
we have got incentives for alternative fuels and we
support those. We may want to argue about the
details of those but we generally support the
framework. In other areas it may not be enough to
give fiscal incentives, we may actually want to give
direct support, financial support, through spending.
Again, an example we have already mentioned,
public transport, is a very good one. You can reduce
the taxation of public transport quite substantially
but that may not be the most effective way of
providing the alternative people need. So, in that
sense, we do not see it as simply a question of
taxation.

My Bullock: To add a little bit to that as well, if the
Government was to increase road fuel duty just to
keep the overall motoring costs constant, so no extra
burden to motorists, that would raise between £16
and £30 billion pounds over the period to 2010,
depending on the global price of oil. We feel that a
large amount of that revenue could be used to create
those incentives for alternative behaviour. For
example, if you were to put a Safe Route to School
into every school in the country that would cost a
mere billion pounds compared to the £16 to £30
billion figure. If you wanted to put 20 mile-an-hour
zones into every residential street in the country that
would be around £500 million. If you wanted to put
a comprehensive network of bus lanes into the total

built-up area that would cost £1 billion as well. So
there is a major opportunity in the spending review
coming up and the review of the transport 10-year
plan to use some of the spending which should be
raised from increasing motoring costs into providing
safer streets, improving safety and improving public
transport.

Q10 Joan Walley: Have you actually got all of those
details set out in some separate report that you
have done?

My Bullock: Ourselves and Transport 2000 will be
publishing it on Monday, so I can get it to you.
Joan Walley: That would be very helpful.

Q11 Chairman: Yes, it would. Thank you very much.
Can I just finally ask, we used to hear from you
about Green GDP. I know that Roger Higman, for
one, has been with Friends of the Earth for quite a
long time. What has happened to Green GDP as a
concept? Has it departed?

My Bullock: No, 1 think not. In fact, the new
Economics Foundation published a report very
recently with an update called Measure of Domestic
Progress, which is in fact very similar to the Index on
Sustainable Economic Welfare. 1 think this agenda is
still very relevant, mainly because it highlights that
not all types of growth are good. It shows that much
growth comes from running down environmental
resources, treating capital like income (as no
business would do); it shows that a lot of growth has
large costs attached, like climate change and air
pollution. So where we see the advantage of Green
GDP is that it focuses on the fact that growth is for
a purpose, it is not an end in itself; it is there to
improve the quality of life, and from that you can
show that some growth is just not worth having. It
is very important that this debate continues. I think
there is a danger that it simply focuses on how best to
adjust Gross Domestic Product; it is not just about
fiddling with the indicators or going down some
statistical black hole, what is important is the idea
behind Green GDP, which is that we need to focus
on quality growth. We think this is a really major
issue because, in principle, in the statements of intent
and subsequently, Tony Blair and Gordon Brown
have both said that quality growth is crucial, but we
do not feel the Government acts on this in any
strategic way. If the Treasury was to take quality
growth seriously it would use economic instruments
not just to promote any old growth but to promote
growth that meets its environmental and social
goals. I think this is part of the sustainable
development idea; that you should link economic,
social and environmental goals together. What we
see, unfortunately, from Government on quite a
number of occasions is that it still trades-off these
goals—the language is very much about balance,
about trading off. A good example was the Aviation
White Paper where the environmental damage was
considered to be the price to pay for economic
growth. Our view is that the Government should use
economic instruments to promote growth sectors in
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the economy that do not damage the environment or
people’s health. That is why it is so important that
the Green GDP debate continues.

Q12 Mr Challen: I was very struck by the headline of
your overall press release, issued on 17 March,
“Brown Ignores the Environment Again”, and I was
particularly struck by the “Again” word at the end.
Obviously you do share some of the frustrations that
this Committee has. To what would you ascribe this
caution? Is it lack of commitment or is it confusion
or is it, perhaps, a fear that if we go too far too fast
the electorate is going to boot us out?

My Bullock: 1 think, partly, it may be to do with a
perception that some environmental issues are too
politically difficult to deal with. I do not think that is
actually the case. Transport is a good example of
that. If you just increase road fuel duties then that is
going to get people’s backs up, but if you link it very
explicitly to tackling problems and creating
alternatives for people then I think it is much more
politically palatable. I do not know, Roger, if you
want to add anything.

Mpr Higman: 1 think there are a number of things I
would say about that. Firstly, the Government made
alot of progress, as you said, up until 2000, and I do
not think we would underestimate the importance of
things like the fuel protest in terms of dissuading the
Government from the strategy it was pursuing.
What we are looking for, though, is for the
Government to recognise that although the pursuit
may have got difficult, the path may have got
difficult, the eventual aim was the right one, and
what they were committed to in the late-1990s was
the right approach. Therefore, if you like, we need to
get smarter about how we do it. That is the message
we would have put, and that is where we have been
a bit disappointed. We feel there might be things that
the Government could do that would not be so
controversial but would actually enable them to
further the environmental tax agenda in a way that
they otherwise have not been doing. An example
might be the pesticide side.

Q13 Mr Challen: This was described as a “Steady as
she goes” kind of Budget, a consolidating Budget—
and we have our differences, probably, about that.
Should we not also try and consolidate the things
that we have done in terms of the environment—
climate change levy and things of that sort—which
in their own areas are hugely controversial and
which some people might want to get rid of still?
Should we not allow things to work and to see how
they work rather than saying that every year we are
going to have more and more new measures?

The Committee suspended from
4.15 pm to 4.35 pm for a division in the House

Mr Higman: Essentially the question was why do we
have to do more every year, I believe. The answer,
obviously, from our perspective is that we are facing
big environmental problems right across the range.
We think that climate change is the most prominent
of those but we have also got continuing air quality
problems, we have got problems to do with over-
consumption of resources, problems to do with

water pollution and problems to do with abuse of
fertilisers and pesticides. All of these environmental
problems need to be tackled, in our view, and
therefore we have been calling on the Treasury to
have a progressive movement so that eventually all
of those are tackled. That is why we feel that we need
to do a little bit more every year.

Q14 Mr Challen: Looking at a couple of graphs in
the Budget document (I forget what it is called: the
Red Book or something), if we turn to page 161 (Ido
not know if you have access to it) it does show that
there are fairly consistent trends downwards in, for
example, CO> emissions from new cars. I am just
looking at the graph, which shows a steady
downward trend. Chart 7.4 on page 162, UK
particulate emissions from the transport sector show
a dramatic decline. Some of it, of course, is fairly
predictive but, even so, there is an actual decline in
the last ten years, then a further decline down to
2015, and then a very slight increase at that point. I
am pursuing this issue about how much can we get
away with if we want to increase these rates of
improvement before people say “That’s enough; we
are not going to go with it any further”. That is the
cut-off point for any government. Is it not?

My Higman: There are a number of things to say
about that. Firstly, not all of those indicators are
going down. There are—

Q15 Mr Challen: So you dispute the—

My Higman: There are other indicators where, if you
look, for example, at the 15 government headline
indicators we had the report on last week, my
recollection is that in three of them the emissions are
actually going in the wrong direction and three of
them are steady. So while we can draw attention to
those where we seem to be making progress, there
are others where we need to make more progress.

Q16 Mr Challen: Let us be clear on this: you are
saying that the Chancellor is using the information
selectively to bolster the case and is ignoring other
relevant information?

Ms Worthington: Yes, absolutely. The indicators
that were used in the Budget—they used a
greenhouse gas statistic without comparing it to the
year before. If you look at what is happening in
carbon dioxide emissions in totality, they are
increasing and have been increasing since 1999. That
is not a good record for a Government that is
supposedly using economic instruments to tackle
climate change. So it is absolutely true that they are
using indicators selectively; if they were to look at
the totality of energy and fuel consumption they
would see big rises, and yet that is buried in amongst
the statistics that you really have to look out for in
order to see that that is happening.

Q17 Chairman: It is a fair point that Mr Challen
draws attention to, which is that the graph that he
refers to is detailing efficiency gains. It is reasonable
that efficiency gains are there and real, and where, as
a result, individual engines have been more efficient
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then there is a downward trend. The problem, I take
it, is that total volume of traffic continues to rise and,
therefore, the total problem continues to get worse.
Ms Worthington: Yes, absolutely. The environ-
mental goal for us is not efficient cars but to maintain
the integrity of the environment. I am afraid that
indicator is not very helpful in telling whether it is a
green taxation policy or not.

Mr Bullock: Efficiency is just one element of the
solution.

Q18 Mr Challen: You have argued for reinstating
the fuel duty escalator and larger differentials in the
VED.? Would you put some figures on that? I have
not seen any myself so I am wondering how far you
would go down that route.

Myr Bullock: We commissioned some research from
the IEEP a couple of years ago which is still up-to-
date but shows that if you were to increase the road
duty to keep overall motoring costs constant that
would raise £16-30 billion. It depends on the global
price of oil, but it would range between 16 and 30
billion. On VED, currently the Government has
lower rates for more fuel-efficient cars but we believe
that there should be an incentive against gas-
guzzling, very fuel-inefficient cars, so we are
proposing a series of bands, £200, £250, £300, £350
and £500 according to carbon emissions. The
Department for Transport’s research shows, I
believe, that if you had a £100 differential between
bands then that would persuade 47% of people to
buy a more fuel-efficient car. So we think it would
make sense for the Government to extend the VED
range at the higher end as well as creating incentives
at the lower end.

Ms Worthington: There are other economic
instruments that we know the Treasury and DT are
considering which would, in fact, increase the cost of
transport, whilst delivering a valid gain. The one
that they are looking at at the moment is to create an
obligation for renewable fuels, so that it becomes
obligatory to sell a proportion of bio-fuels within
your fuel mix. That would have the effect of a very
precise instrument. It would be spread across all
industry so it would lead to an increase in the cost of
transport but it would also deliver environmental
gain.

Q19 Mr Challen: If the money (£16 billion) that you
estimate might be raised in these two particular ways
was hypothecated to public transport, do you have
any evidence to show that that would have greater
public acceptance? Have you done any polling on
that subject, for example?

My Higman: 1 think there has been polling looking
at motorists’ attitudes in general to these things. We
do not necessarily carry out extensive polls on every
single item of policy—we have not got that sort of
level of resources. The opinion polls I have seen have
suggested that although there is hostility to some
aspects of increased taxation, that is mollified quite
dramatically when the money is used to promote an
alternative. We can see that, also, in press reactions

3 Vehicle Excise Duty.

to government policies where large sections of the
media have been crying out for more resources to go
into alternatives.

Ms Worthington: The best example of that is
congestion charging, where you saw a new facility
that was directly linked to visible improvements—
the number of buses, frequency of buses and the
cleanliness and newness of buses. So where it is
obvious, it is common sense; people can see that the
payment is going directly to something that they can
perceive to be changing. That has made that a more
popular instrument.

Q20 Mr Challen: I am not really sure that is the case;
perhaps it is a grudging acceptance that they have no
choice other than to go on to a crowded tube train.
More people are now complaining that there are
empty buses running up and down the roads in
London, and I believe one or two parties want to
abolish the congestion charge. However, that is
another matter. Can I just wind up, because we are
short of time. In terms of looking at the
Government’s road building proposals, would you
say that the environmental lobby has lost the
argument—or certainly lost the argument with the
Government—in principle?

My Higman: That is an issue [ have been working on
for a decade, and if you go back to the full horror of
the 1989 and 1990 road building proposals and then
the plans, for example, for widening the M25 in parts
of Surrey in the mid-90s, what you will find is that
about 180 of the 1990 proposals were built and
about 250 ( I think it is) have since been scrapped.
There is a rump in the middle that is what the
Government is currently talking about. We,
obviously, are not happy with some of those
proposals. We think that they will further reduce the
incentive to use public transport and damage the
countryside. That is a debate between us and the
Government. I think, if you look at the record in the
round, what you can see is that the environmental
movement has done very well in persuading
successive governments to abandon road building as
a policy of first resort.

Mr Bullock: As a further point on that, the
Chancellor in his Budget said that overall transport
investment was likely to go up in the spending
review, and then we had an almost throw-away
remark that, by implication, that would mean that
road building spending would go up. I believe that
probably that is just a throw-away remark but it
does mean that the spending review in the next
couple of months is really quite crucial; it could be a
turning point for transport spending to be dealing
with social exclusion, protecting the environment
and providing people with decent alternatives or it
could be a continuation of road building with the
damage to the environment, the regressive nature of
it and the increased demand that that would entail.

Q21 Chairman: The Chancellor referred to hundreds
of road projects planned by the previous
government and never completed, and went on to
say that the spending review “will provide not for
cuts but for real terms growth in transport in our
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country.” It seemed pretty unequivocal. I might
have to invite Mr Higman back to my constituency
ten years on!

Mr Bullock: 1 think he was saying that the transport
spending will go up but then it was just an
implication that the reason it is going to go up is to
fund road-building schemes. I was not sure it was
directly “It is going to go up because of road
building . . .”. The wording was very obscure.

Q22 David Wright: There are some positive road
building proposals, are there not? If you look at the
M6 toll motorway, it has been, I think, fairly
popular within the West Midlands. It seems to be
reducing congestion, although I would argue that
the pricing strategy for heavy goods vehicles is
probably wrong and we probably need to shift more
heavy goods vehicles. It seems to me to have been
quite successful; the public have accepted it. That
type of scheme is pretty positive, is it not?

My Higman: We opposed the M6 toll. We were one
of the only organisations that actually pointed out
that discrepancy in the way the toll order was made
that allowed the company to discriminate and
actually discourage heavy lorries from using it and
encourage them on to the public roads. I can see why
they had an incentive to do that. I think it is early
days to say whether that is truly effective or not. The
modelling that was done at the public inquiry
suggested that it would not relieve congestion in the
long run on the M6 and that the levels of congestion
on the M6 would be about the same as they were
before the road was built. It remains to be seen
whether that is going to be the case or not.

Q23 David Wright: It seems to have shifted cars off
but not HGVs. That was not the area of questioning
I wanted to pursue, I was just interested in whether
you had a view on the M6 toll because it is very close
to my constituency. Could I ask a few questions on
the Climate Change Levy and the EU Emissions
Trading Scheme? The Government has previously
argued firmly that Integrated Pollution Prevention
Control offered the only possible criterion for CCA
eligibility, and it now seems that they have turned
that position around. What do you make of the new
eligibility criteria for Climate Change Agreements?

Ms Worthington: It is not something that I have
worked on in a great deal of detail. We, on the whole,
believe that the existing CCAs were not transparent
enough for us to be able to scrutinise. Therefore, we
were very sceptical of the reported savings that they
delivered. So, in that context, we are definitely
sceptical about the need for and, in fact, the
correctness of extending it to further industries.
Until that situation is resolved we will continue to
oppose CCAs relative to the CCL.

Q24 David Wright: Do you think there was a
significant lobby here from companies?
Ms Worthington: Absolutely.

Q25 David Wright: Are you aware of any particular
companies that were lobbying intensively?

Ms Worthington: We are not aware. As [ say, it is not
something we have studied in a great deal of detail
but we know that, in general, the tax is disliked and
very unpopular—compared to CCAs which are seen
to be negotiated agreements between Defra and the
trade association—and which, as I have said, are
very unclear and untransparent. So there is certainly
a sense that industry prefers the CCA over the CCL.

Q26 David Wright: The Budget contains, to be clear,
a proposal to allow participation in the EU
Emissions Trading Scheme as an alternative to
adhering to the Climate Change Agreements. Is that
the beginning of the end, in your view, of the Climate
Change Levy negotiated agreement process and,
indeed, the levy itself?

Ms Worthington: 1t will be very interesting to see
what happens. Everything is still in flux because the
figures associated with the Emissions Trading
Scheme are not yet fixed and will not be fixed until
towards the end of this year. Companies will make
an assessment based on which measure they think
will have the least effect on their bottom line. The
Commission has stated that there should be no
difference in terms of environmental equivalence of
effort so that the Climate Change Agreements
should deliver the same level of savings that they
would achieve if you were in the trading scheme. The
Commission is still able to stop companies opting
out if they do not believe that is the case, which has
actually led to a commitment from government to
improve the CCA target so that the second-round
CCA target will be increased to ensure that
equivalence of effort. The effect of the trading
scheme is actually to drag a greater degree of saving
from those people in the CCAs, so that they should
be equal in their equivalence of effort.

Q27 David Wright: Do you see, as an organisation,
a continuing role for national energy or carbon taxes
alongside the EU Emissions Trading Scheme? We
have obviously got a whole raft of different strategies
across the EU. Do you think there should be a move
to participate on an equal footing? What are the
trends, in your view?

Ms Worthington: 1 think the unfortunate thing
about the Climate Change Levy is that it is slightly
wrongly titled; it should be an energy tax and it has
been perceived to be a climate tax and that is why it
seems now the industry is playing the role of
regulator, and the Climate Change Levy ought to be
abolished. We definitely see a continuing role for
energy taxation in the UK and across Europe, but
each country’s situation with regard to energy
security is very different and energy taxation is as
much a measure for energy security as it is for
environmental gain. So the two work in tandem and
we would advocate that they should continue at a
Member State level.

Q28 David Wright: Do you support the introduction
of the EU Emissions Trading System? How do you
view the latest proposals on the use of foreign credits
by Member States?
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Ms Worthington: Friends of the Earth has taken a
largely supportive approach to the issue of the EU
Emissions Trading Scheme. It is a well-designed
scheme, in theory, and is far superior to the UK’s
own pilot scheme. However, the devil will be in the
detail and, of course, the two questions that
everyone is waiting to see the answer to are the
overall allocation of allowances and the level of
carbon price that emerges as a result of the balance
between demand and supply at EU level, both of
which are very hard to calculate at this stage. In
theory, if it delivers a certain environmental goal
then we are supportive of it. In terms of the linking
directive, we still maintain that the EU scheme
should have been maintained in isolation from
flexible mechanisms to give us more flexibility over
the results that it will deliver. However, we can see
that politically it is a trade-off between linking with
flexible mechanisms and the level of the ambition of
the scheme. So that if you link with flexible
mechanisms the Commission will feel more able to
impose tighter targets on the countries within the
scheme. Without the linking directive we may have
seen less stringent targets. So there is a kind of trade-
off between the two. If the link goes ahead then we
are very supportive of the UK’s position that there
should be a cap on the overall use of those credits
and that that cap should be both quantitative, in the
sense that only a certain number of credits can be
allowed for compliance, and qualitative in the sense
that we would want to see exclusions of Sink
projects, for example.

Q29 Sue Doughty: I am going to try and keep it fairly
brief, having had the interruption, but move on to
energy. When we start looking at carbon emissions
we seem to have a bit of a messy picture here and the
Committee has been worried about it for a while.
You have recently released some figures about the
way you think 2003 is going in terms of carbon
emissions. Could you go over that with the
Committee?

Ms Worthington: Yes. Each quarter the Department
of Trade and Industry issues energy statistics which
show the overall consumption of primary energy—
fossil fuels—in this country. We were able to take
those figures and derive a figure for CO: using the
IPPC methodology, which is the methodology that
is used for us to communicate with the UNFCCC
about our overall emissions. So, essentially, their top
line message was that compared to 2002 our CO>
emissions from energy consumption, fossil fuels, was
up 3% compared to the year before, which to put it
into context, actually equated to 4.5 megatons of
carbon increase. If you consider that in 2010 the
whole of the renewables obligation is only designed
to deliver 2.5 megatons of carbon that is a big hike
and really starts to cut into the savings that were
made during the 1990s which has enabled us to take
a lead on climate change. So the picture is not good.
The principal reason for that quite sharp increase
was through the increased use of coal in inefficient
power stations, and that has led to a balance shift
between fuels, between gas and coal, and an overall
decrease in efficiency.

Q30 Sue Doughty: Having said that, could the DTI
address that by tightening the sectoral targets in
order to put some correction in there?

Ms Worthington: Yes, the best tool that we have in
our armoury for correcting this imbalance between
coal and gas is emissions trading, and the current
proposal is that the power sector should take more
of a burden in terms of delivering savings through
that scheme, so they would be allocated fewer
amounts relative to other industries. We believe that
is correct because that is a sector where there is the
least exposure to international competition and the
most technological potential for low-cost savings.
We think they should have even gone further than
they have gone, but we are pleased they have gone as
far as they have.

Q31 Sue Doughty: Turning to wind energy, the
Government has some good intentions and was
supported by the RSPB until recently. Do you have
any sympathy with the position that the
Government is in now?

Ms Worthington: Friends of the Earth has taken a
very supportive line on wind energy developments
and we believe that is justifiable because there is no
source of zero impact energy. We, as a society, rely
on energy; it is essential to maintain our lifestyles
and there is no simple solution that would enable us
to maintain that standard of living without some
impact. We consider the impact of wind to be of a
very low order and in no way comparable to the
impact we get from fossil fuel burning and nuclear
power.

Q32 Sue Doughty: So you are reasonably happy
about the Government’s priorities still in
renewable energies?

Ms Worthington: Yes, we are happy. We consider
that there still needs to be additional help for less
close-to-market  technologies. =~ The  support
mechanism, at the moment, is designed to deliver
least cost solutions, which is good for now, but we
will need additional help to bring those less close-to-
market technologies forward, like wave and tide.

Q33 Sue Doughty: Thank you very much for being
brief on that. I am going to turn very quickly to the
Barker Report because, of course, we had that at the
same time as the Budget. Last week you released a
statement which said that the Barker review was a
“social and environmental disaster”; yet in the
introduction you were talking about meeting
environmental and social goals. Are you pleased
with the emphasis on social housing?

Dr Ellis: 1If T could respond on that, I think our
overall response to Barker is it is probably one of the
least helpful and least authoritative statements on
the housing crisis we have had in a long time. It also
has very wide-ranging implications for the planning
system. The principles of Barker go way beyond
social housing and, in fact, Barker does not say
anything new in her report and acknowledges quite
explicitly that she does not say anything new about
the social housing crisis. What she is doing inside the
Barker report and what is the absolutely essential
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theme of Barker is to introduce price sensitivity into
the provision of housing and to introduce price
sensitivity into planning. There is a gulf between the
press reports from Barker and the summaries of her
report, and some of the most extraordinary
recommendations for the future of the planning
system which Barker contains. What those,
essentially, seem to do is to misunderstand planning
by saying, essentially, that if only planning
regulation will get out of the way we could over-
supply housing and reduce housing price inflation.
There is nothing in Barker—mno comprehensive
assessment of environmental impact of that
development. There is nothing which links increased
supply of housing to redistribution, which is a
critical issue in social housing, and there is nothing
which analyses the capacity of particular regions to
take the kind of housing which she suggests. If I just
focus on one aspect of Barker, as a planner I do not
necessarily get on well with economists, but Barker
is A level economics at its worst. She is saying that
in areas of high demand we must tackle that issue by
high supply. That is a recipe for the exacerbation of
regional inequality on a spectacularly imperial scale
in relation to planning. If you try and make planning
price-sensitive you have to ask the question “What
is the point of planning?” Planning traditionally has
sought to, at least, balance if not integrate public
interest objections, like sustainable development,
with a rights based democratic process, and some
market sensitivities to try and mix that pot, and it is
a messy process; it is a politically difficult process.
What Barker is essentially recommending is that we
solve that problem by removing political input.
There are seven or eight references and two
recommendations which suggest that locally elected
members should have less of a role in planning, and
she is also suggesting some extraordinary
recommendations which would remove the
discretionary nature of planning. Just to focus on
one, which I think is the most extraordinary, she
suggested that local authorities allocate at least 40%
more land for housing than they need in order to
deal with local price volatility, but land would be
released if prices breached a certain point—known
as a “price premia”, which is a phrase I have never
come across before. Her essential argument is that
they will set thresholds in each particular local
authority area on land prices and when those price
premia are breached there would be a presumption
in favour of the development of that type of land.
That is an extraordinarily bizarre and unworkable
recommendation for a planning system which has to
deal with all sorts of other critical issues. This is
something we are developing a position on, but I
want to emphasise as much as I possibly can that
many organisations welcome Barker, I think,
without reading some of the detailed
recommendations that it contains. Barker has to be
set in the context of a 20-year series of reports from
Treasury which began in the early 1990s with
McKenzie, which essentially does not understand
why planning regulation has a vital role to play in
local democracy, civil rights and sustainable
development. What you need in order to balance

Barker is to start again and to factor in those other
important environmental costs. The direct and
practical implication of Barker for the South East
will be the most extraordinary increase in pressure
for housing, which I do not think will solve the social
housing crisis, which will breach environmental
limits and which certainly will not be sustainable.
Let me say a final word on social housing because I
think our sector has not been as responsible as it
should have been in meeting the needs of social
housing. I think we acknowledge that more and
more. The tentative position we have is that the
demand for social housing, as Barker recognises
(although there is a dispute about figures), should be
met in every region and that there is an absolutely
straightforward social justice case for that, but that
general demand for housing—which Barker is
saying should be entirely market driven—cannot be
met in each region. What you need, in terms of
general demand, is a national spatial plan for
housing which has a redistributive nature. Without
that redistributive element Teeside, where I was a
week ago, will have housing abandonment on a
grand scale and the South East will have a quality of
life and, ultimately, a poor economic performance
that will result from the most extraordinary over
development.

Q34 Sue Doughty: Thank you very much for that. I
think that is a topic this Committee could probably
spend a whole session on in itself. Finally, because I
know we have got a number of other questions
waiting and other witnesses, can I turn to VAT on
Greenfield sites. Barker has spent quite a bit of time
constructing arguments for and against, and some of
those arguments may not be very credible (I do not
know how you feel about that), but are there not
even more problems with a planning authority
levelled development tax? If you could be fairly brief
on that.

Dr Ellis: T will be very, very brief because our
position on this is emerging, if that is a polite way of
putting it. For the last two years we have believed
very strongly that a land development tax is better
than taxation. I think that is preferable to changes to
VAT, although clearly there are arguments that
VAT should have parity between renewal and new
build. The reason land development tax is much
more effective in encouraging brown field site
development, for example, is it is capturing a huge
value-added when planning permission is given, that
value is created by the community’s democratic
grant of permission and that resource should come
back into the community. There is a powerful case
for a land development tax, it is much more effective
than the current 106 agreements, which are both
regressive and you have all of the detailed
negotiations and the public mistrust. Broadly
speaking we would like to see that introduced. That
part of Barker is one of the few parts which has merit
in suggesting why it might happened. Why she sees
fit to hook in to 106 agreements is not clear to me.
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Q35 Joan Walley: In view of what has just been said
about this emerging view which Friends of the Earth
have in relation to Barker, housing supply and how
you balance all of the issues that planning has dealt
with, can I just ask for your views on where you
think the debate on all of this is? Where is it being
played out, is it being played out through the press?
I am not quite sure where people who have views on
one side or the other side or who are attempting to
find some way forward through these very real
problems are. Where is that debate being heard or
where is it taking place? I would be interested to
know where you think the points are where that
debate could be influenced, if you see what I mean?
Dr Ellis: The shorthand response to that is that all
planning policy—we are just working on PPS6 on re-
sale at the moment as we review it—comes up
against one central problem, which is usually the
DTT’s or Treasury’s view of how a macro-economic
model of the United Kingdom impacts on planning.
The macro-economic model is the Golden Arc,
Bournemouth to Cambridge, inside that area is the
economic driver of the United Kingdom, it is what
keeps us competitive and must not be restrained. I
just draw your attention to PPS6 which now talks
about managed decline in the retail sector, and that
is something that we should be doing. Many
communities are more and more being
acknowledged in the North and West as essentially
being places where we manage, decline and
consolidate. Unless you can try and integrate the
needs for the social equity and sustainable
development with the Treasury’s model of that

economic driver in the United Kingdom more
effectively then the policy debate becomes very
sterile and is becoming very sterile. Every time we try
and say “You are over developing in to the South
East” we are simply told that will be anti-
competitive, there is no way you can deliver that. I
think that issue is crucial.

Q36 Joan Walley: In terms of the Treasury model
that you are referring to, is that being shaped by the
current debate that is going on round the
Comprehensive Spending Review? I am not sure
where this new vision which is coming is actually
being formed or shaped. Do you see what I mean?
Dr Ellis: From my point of view, looking at it from
a planner’s perspective through ODPM, all I can say
is that the PSA agreements as they stand at the
moment are the most influential mechanism for the
Treasury’s implementation of its model on planning
regulations and, to some extent, environmental
regulations. PSA 6 in relation to ODPM in relation
to planning has been influential right across the
board. I know under the PSA review the question
has been raised quite innocently about whether or
not sustainable development might feature more
heavily, particularly in relation to the climate, in the
PSA agreements, which of course it should.
Chairman: I have a strong feeling that the question
of Barker and all that her report entails is something
which the Committee would wish to return to. That
concludes our questions to you. Thank you very
much indeed, we are very grateful to you. It has been
a helpful session.

Memorandum from Friends of the Earth

INTRODUCTION

Response to specific questions from the Environmental Committee following Friends of the Earth’s oval

evidence session, 24 March 2004.

This note expands upon Friends of the Earth’s oral evidence in relation to land taxation issues and

addresses three principal questions:

1. To what extent we support the Barker reports broad analysis of the balance between VAT and land

taxes
2. The case for betterment taxation

3. Specific issues of implementing a betterment tax.

Please note that our thinking in relation to questions 1 and 3 is developing. We have further analysed the
principles of betterment taxation, based on a longer paper commissioned from the University of Sheffield.
We are happy to submit this paper if the committee requires more detail.

1. THE BARKER REPORT VISION OF LAND TAXATION

We made clear in oral evidence that we did not support the overall analysis of the Barker Report in
relation to its implications for housing provision and the land-use planning system. However we do broadly
concur as to the need for a model of land development taxation and that this would be more desirable than

changes to VAT.

Our provisional overall view is that there is a lack of clarity in current debates over land taxation between
the differing taxation approaches available and the key objectives that such regimes are attempting to

achieve.

In our view there are three principal land taxation approaches.
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— Impact fees which deal with specific consequences of particular developments.

— Extension of general taxation instruments such as VAT to the cost of development including land
and materials. (One might also mention the capital gains tax and corporation tax are currently
applied to those profiting from land development).

— Betterment taxation which has the principal aim of recouping the value created by the state which
currently accrues to private landowners.

In our view land and development taxation should have three principal objectives:
1. Provide a way of mitigating the direct impact of development on infrastructure or the environment.
2. Recoup the betterment value created by the grant of planning permission by the state.
3. Encourage the environmentally efficient use of land.

In order to achieve these objectives we support a combination of impact fees and betterment taxation. We
broadly support Barker’s reservation about the use of VAT which is limited by law in relation to the rate
at which it is set. This limitation reduces the scope of VAT to encourage environmentally efficient use of land
by creating meaningful incentives and differentials between greenfield and brownfield development. More
importantly VAT is not sensitive to betterment values. We do acknowledge that action is needed to equalise
VAT between new build and repair and renovation of residential development.

2. THE CASE FOR BETTERMENT TAXATION

Recouping a public asset

The interrelationship of the property development market and the land-use planning system creates a
substantial and unrecouped public asset known as betterment. This betterment, which arises from the
increase in the value of land after the state’s grant of planning permission, has been subject to varying tax
regimes during three historical periods. This tax, which was severe at between 40% and 100% of development
value, had a dramatic impact on the property market by reducing the supply of land and thus increasing its
cost to the property development industry.

Replacing planning gain

Current policy toward economic instruments in planning is vaguely drawn. The main instrument is ad hoc
planning obligations. These legal obligations provide an informal and variable impact fee system to mitigate
the environmental and social costs of development. Such obligations involve lengthy and complex
negotiations and provide highly variable yields to localities, often referred to as “planning gain”, which are
dependent on the differential strength of regional property markets. Planning obligations are generally
related to development costs rather than values and can be viewed as charges rather than taxes. Such
measures are therefore in principle regressive, inequitable and inefficient financial instruments. We concur
with the Barker report that some form of impact fee system which could deal with the specific infrastructure
impacts of development should be retained in a codified way.

The environmental benefits of betterment tax

Betterment taxation can influence the consumption of greenfield sites to achieve an environmentally more
benign land-use pattern. It is likely to reduce the supply of land to the market thus increasing costs and so
reducing demand, but in order to achieve a focused intervention for the reuse of brownfield sites it would
need to have a graduated structure. This graduation would need to address the spatial variations in the
strength of the property market, sectorial differences in the different elements of property development, for
example between office and industrial development, and finally would need to be hypothecated so revenues
were applied in a way to facilitate the regeneration of urban areas or mitigate environmental harm. We
acknowledge that the need to set betterment at a politically acceptable rate may limit its effectiveness. Given
wider macro economic forces and the complex disincentives for the development of brownfield sites,
betterment taxation is likely only to be a contributory factor to a more environmentally efficient use of land
and should be seen alongside other measures represented in the land-use planning system.

The impact of the betterment tax on competitiveness

A betterment tax would impact on competitiveness. The degree of this impact is dependent on the rate at
which it was established and how far graduation measures conflicted with market behaviour. It would also
depend on where the tax burden fell. For example, if costs fell on land ownership interests rather than the
built development industry, the effect on competitiveness would be reduced. The tax would need to
overcome the very significant problem of establishing and collecting the true development value for each
project, a process likely to create additional administrative burdens on industry. It should be noted,
however, that considerable complexity and inefficiency already exists in the current system of planning
obligations particularly with regard to the valuation of proposed developments.
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Market volatility

Betterment taxation may lead to a slight reduction in the cyclical nature of the property development
market. Such a tax is likely to suppress volatility to some degree by decreasing the elasticity of supply of land.

3. IMPLEMENTATION ISSUES

It is possible to identify three major implementation issues based on the experience of previous attempts
to introduce betterment taxation

(i) The level of betterment taxation.

Historically betterment taxation rates were based on the laudable principle that all the value created by
the state should be recouped by it. Experience after the 1947 Planning Act illustrated that such a 100% levy
effectively killed off the speculative market in land, reducing supply to a very low level. One might argue
that in an era when it was assumed that most development would be delivered by the public sector it was
not a problem. The repeal of betterment taxation in the 1950s led to a resurgence of private sector
development and it is clear that a future betterment tax would have to be set at a socially acceptable level.
This figure would need to take account of the fact that the private sector is already paying considerable and
complex informal taxes through planning gain deals which go beyond the mitigation of direct impact of
development.

(ii) Cross-party consensus.

The reintroduction of betterment a tax in the 1960s and again in the mid-1970s under Labour
administrations were set to a more modest but still relatively high rate of 40%. These taxes had a
disproportionate effect on reducing land supply because the opposition made clear that they intended to
repeal the legislation if they came to power. Landowners therefore horded the land in the hope of receiving
the full value later. In the future it would be vital to have a consensual approach to setting taxation rates at
levels which do not snuff out all land speculation. (An initial view based only on a judgement between what
might be politically acceptable to industry yet still relatively effective in delivering environmental goods
would be around 20%).

(iii) Estimating land values.

While betterment taxation is more efficient and progressive than the current planning gain system it is
founded on the ability to achieve accurate assessments of land values in particular localities and potentially
for differing development sectors. Calculating land values is complex and might require inter and intra
regional variations. While such measures would make the tax market sensitive, it may not be desirable since
a flat rate betterment taxation measure would have the effect of creating higher returns in areas of high
development pressure and therefore land value. This in itself may be a desirable redistributive outcome.

CONCLUSION

While the introduction of a betterment tax has a number of problematic issues, its desirability must be
seen in the light of current policy. Planning obligations are increasingly recognised to have significant
disbenefits, notably: their regressive nature in terms of the spatial distribution of such planning gains, their
procedural complexity and cost, their uncertain policy basis, their environmentally regressive impact on
land-use patterns by encouraging the development of larger greenfield sites and finally public perception of
such obligations as lacking transparency and accountability. The political consequences of such disbenefits
should not be underestimated nor the hidden economic costs on the development community.

The introduction of betterment taxation would in principle overcome much of the public concern over
the conduct of planning obligations, removing the negotiating and trading aspects of current practice. Such
a tax would provide a mechanism for resolving much of the complexity of the current system, providing
certainty to the development community (assuming rates were not draconian) and transparency to the
general public. Betterment taxation would, in principle, be equitable allowing distribution of revenues on
the basis of need rather than market circumstance. It should be noted, however, that betterment taxation
would remove the aspect of local flexibility and direct hypothecation that is currently enshrined in the
planning obligations system.

A graduated betterment tax would deliver the much debated “greenfield levy”. However, the introduction
of comprehensive betterment tax may provide a coherent framework of taxation within which to influence
other undesirable environmental outcomes, for example, traffic generation which could be incorporated
within the overall and framework of betterment. This would avoid the introduction of a plethora of one-
off economic measures to deal with specific environmental problems (graduated betterment could provide
a framework to deal with other contentious developments in the areas of minerals and waste).
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Our overall conclusions are twofold: first that current policy on economic instruments in land use
planning and specifically planning obligations is confused, regressive and tends to increase the consumption
of large greenfield sites. Second that betterment taxation offers a partial solution to aspects of these
problems, particularly in the realm of equity and procedural transparency, and therefore deserves further
careful exploration.

Annex

The following expands on Friends of the Earth’s oral evidence in relation to costing three transport measures—
bus lanes, safe routes to schools, and lower speed limits. This is based on research for the Way to Go campaign,
a coalition of over 25 environment, transport and social justice organisations. A full briefing is available from
Friends of the Earth.

1. NETWORKS OF Bus LANES

1.1 What is being costed?

This section costs provision of the following:

— a programme of bus lanes and other capital measures to improve bus services as part of quality
bus partnerships in all urban areas; and

— effective promotion and marketing of bus services.

1.2 How much would it cost?

Some local authorities are already spending substantial sums on bus lanes, bus priority at traffic lights,
electronic bus time information and other capital measures to improve bus services. In the most successful
local authorities, this is coupled with promotion and marketing. Table 3 summarises annual spending on
capital schemes in London, Nottingham and Brighton.

Table 3
CAPITAL SPENDING ON BUS INFRASTRUCTURE

Annual spend on bus

infrastructure
Population (2003-04) Spend per person
London 7.6 million £43.5 million £6
Nottingham 270,000 £1.4 million £5
Brighton 125,000 £490,000 £4

If all English urban areas with a population of 20,000 or more invested at a similar rate of about £5 per
head, the total amount invested would be £165 million per year, or £990 million between now and 2010.

Figures for local authority spending on marketing and promotion of bus services are available for
Nottingham and Brighton and amount to roughly 30-50 pence per head per year. If all English urban areas
with a population of 20,000 or more had a similar revenue budget for public transport publicity and
marketing, the total per year would be £10—£17 million.

1.3 Who benefits, and how?

Investment in quality bus partnerships is helping to deliver significant increases in passenger use. Bus use
is currently rising at about 13% per year in London and 5% per year in Brighton. Over the last three years
Nottingham has reversed historic declines in bus use, and is now achieving small increases of about 1% per
year. More bus use in these areas is helping relieve traffic congestion, benefiting residents and businesses.
People on lower incomes, older people and young people would benefit most from better bus services.

1.4 Where might the money come from?

Some cities are already spending substantial sums on bus infrastructure. However, others are reluctant
to invest in bus lanes, especially where they will take road space away from cars or where local businesses
object. The main problem is not lack of funding, but lack of political will.
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2. SAFE ROUTES TO SCHOOLS

2.1 What is being costed?

Providing basic infrastructure improvements around every school, plus “micro-infrastructure” such as
cycle shelters and awareness-raising at every school.

2.2 How much would this cost?

The cost of these measures can be divided into three parts:
— Capital funding for on-road infrastructure improvements such as traffic calming.
— Capital funding for “micro-infrastructure” on the school site, such as cycle shelters or lockers.
— Revenue funding, mainly for local authority staff costs to promote school travel plans.

2.2.1 On-road infrastructure

From provisional analysis of data currently being collected by Transport 2000 for the Department for
Transport as part of the Making School Travel Plans Work research project, we know that where local
authorities have invested in infrastructure improvements such as pedestrian crossings, pavement widening,
cycle lanes and traffic calming, they have typically spent between £30,000 and £75,000 per school, or on
average about £100 per pupil place. This is not sufficient to buy a complete “Danish style” safe routes
network, but it is enough to pay for basic essential infrastructure—for example £30,000 might pay for one
pedestrian crossing and some footway improvements.

There are roughly 6.5 million school age children in England, suggesting that the cost of basic ‘safe routes’
infrastructure for every child might be of the order of £650 million.

In an urban area like Merseyside, with 582 schools, the total cost would be £17—£44 million. Currently
the five local authorities in Merseyside have allocated about £650,000 per year to these measures. To provide
basic safe routes infrastructure at every school by 2010, capital funding would need to increase by a factor
of between four and 11 times.

2.2.2 School site micro-infrastructure

Funding for “micro-infrastructure” such as cycle shelters and lockers provides a strong incentive for
schools to get involved in travel planning. Where local authority school travel advisers are able to offer this
incentive, it is generally about £5000 to £10,000 per school. This is enough to purchase (say) two cycle
shelters. There are roughly 18,000 primary schools and 3,400 secondary schools in England, so it would cost
£100 to £200 million to offer this support to every school.

2.2.3 School travel plan co-ordination

According to interim research for DfT on soft factors!, local authority staff costs to promote and develop
school travel plans are about £4 per pupil place targeted. This funding is required every year to sustain
schools’ involvement in walking buses, walk to school days, curriculum work and other travel behaviour
initiatives. With 6.5 million school-age children, the annual cost of school travel work if every school were
targeted would be £26 million.

SUMMARY

— Basic “safe routes” infrastructure for every school would require a capital programme totalling
£650 million.

—  “Micro-infrastructure” such as cycle shelters and lockers for every school would cost £100 to £200
million.

— Revenue funding for school travel promotion work with every school would cost roughly £26 million
per year.

2.3 Who benefits, and how?

Money spent in this way benefits parents of school-age children and children themselves. The main
benefits are:

— Children get healthy exercise (if they walk or cycle to school), reducing obesity and encouraging
active travel habits.

! Sloman, L, Cairns, S and Goodwin, P (2003) The impact of soft factors on travel demand, summary report to Department
for Transport seminar, December 2003.
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— Some teachers report that children who walk or cycle to school are better able to settle down to
work once they arrive, concentrate better, and have greater road-safety awareness. At schools
where truancy or lateness is a problem, walking bus schemes can improve attendance and
punctuality.

—  Where school travel work involves a whole community it can increase social capital. Some school
travel co-ordinators report that walking buses in areas of high unemployment are getting parents
more involved in their local community and building skills and confidence.

— Traffic emissions and congestion are reduced in the morning peak.

2.4 Where might the money come from?

Even in local authorities with quite generous allocations of LTP capital funding for “safe routes”
infrastructure, the proportion of the total LTP settlement allocated to safe routes is small. For example
York spends about 1% of its LTP allocation on safe routes capital measures. The 2004-05 LTP settlement
for all local authorities in England was £1.9 billion. Allocating 6% of this to safe routes infrastructure would
enable some improvements at every school by 2010.

The government has recently announced a programme of £50 million over the next two years for safe and
healthy travel to school. This includes £35 million towards micro-infrastructure at schools, set at £5,000 for
primary schools and £10,000 for secondary schools. This level of funding will encourage many schools to
get involved in travel planning, and will go some way towards the £100 to £200 million that would be needed
for all schools. The package also includes £7.5 million per year for local authority school travel co-
ordinators. This will provide some of the estimated £26 million annual cost of working with all schools on
travel plans. The outstanding amount could partly come from existing local authority revenue budgets. For
example, local authorities such as Buckinghamshire and York have already found sufficient revenue
resources to work with about two-thirds of their schools.

3. LowEgR SPEED LIMITS—20MPH DEFAULT IN RESIDENTIAL STREETS

3.1 What is being costed?

This section costs the implementation of 20mph zones enforced by physical traffic calming where
necessary, or by signs without physical measures elsewhere.

3.2 How much would it cost?

When 20mph limits are introduced in residential streets, the actual reduction in vehicle speeds is greater
if the new speed limit is combined with traffic calming. This might suggest that physical design changes
should be introduced in all residential streets. However, the cost of such an approach would be substantial:
TRL calculated that the cost of introducing traffic calming and area-wide safety management in all urban
areas would be around £3 billion (based on 1995 figures).

Sign-only 20mph zones are less effective in terms of speed reduction, but they nevertheless have some
effect on speeds and there is evidence suggesting they reduce casualties. Research published by the Scottish
Executive looked at before and after traffic speed data from 75 trial sites where the speed limit had been
reduced to 20mph without any changes to the design of the road (but in most cases with publicity measures).
The average reduction in 85" percentile speed was quite small, from 29.4 mph to 28.3 mph. However,
casualties across 59 sites for which data was available fell by 42%, and deaths and serious injuries fell by 59%.

This suggests that there would be merit in setting the default speed limit in residential streets at 20mph,
even where traffic calming measures cannot be afforded immediately.

There are many streets where traffic calming would bring additional benefits. The calculations below
assess the cost of introducing a traffic calming programme comparable to that in Hull in all urban areas with
populations of 20,000 or more. Hull already has more than 112 20mph zones covering 26% of the city’s
roads.

3.2.1 National sign-only 20mph limit on residential streets

The Scottish trial cost £369,315. Data on 68 of the trial sites, covering more than 31,000 households,
suggests that the average cost per household was £10.30.

There are just under 20 million households in England. It is not possible to say how many of these
households live on residential streets. However, at an upper limit, the cost of implementing sign-only 20mph
limits on all residential streets might be roughly £200 million, or £33 million per year between now and 2010.
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3.2.2 Hull-style traffic calming and 20mph zones

Hull introduces roughly 20 local safety schemes on residential roads every year. According to the 2003
APR the programmed cost in 2003-04 was £330,000 for 23 schemes. However, a report by IPPR? suggests
the historic cost of 100 20mph zones between 1994 and 2002 was about £4 million, indicating somewhat
higher annual spending of about £500,000.

The population of Hull is 311,000, suggesting an annual cost per city resident of £1 to £1.60. Scaling this
up to cover the 33 million people in towns of over 20,000 in England, the annual cost of replicating Hull’s
programme elsewhere would be £33 to £53 million. The cost between now and 2010 would be £198 to £318
million.

3.3 Who benefits, and how?

Lower speeds on residential streets would reduce road deaths and injuries. Between 1994 and 2002, IPPR
estimates traffic calming in Hull has saved about 200 serious injuries and 1,000 minor injuries.

Introduction of 20mph limits and traffic calming should be focussed in areas of greatest deprivation,
where the incidence of child pedestrian injuries is greatest. When Hull began its programme of traffic
calming and 20mph zones in 1994, there was a strong correlation between numbers of child pedestrian
casualties and an index of ward deprivation. That correlation has now been broken and children in the most
deprived wards in Hull are no longer at greater risk.

3.4 Where might the money come from?

Local authorities are already spending significant sums on traffic calming and 20mph zones, so not all the
cost identified above would be new. Hull’s LTP allocation is roughly £8 million per year, so the proportion
of funds allocated to traffic calming and 20mph zones is only about 4% of the total. If local authorities
collectively were to spend £83 million per year on 20mph zones, this would represent only 4% of the LTP
settlement.

3.5 To what extent might 20mph limits pay for themselves?

The Scottish 20mph trials were conservatively calculated to have delivered casualty savings worth
£177,000 in the first year, equivalent to a first year rate of return of 48%. This suggests that a 20mph signing
programme would pay for itself over a period of about two years.

According to IPPR research, the programme of traffic calming and 20mph zones in Hull between 1994
and 2002 delivered savings worth well over £40 million, suggesting that by 2002 the programme had paid
for itself at least ten times over.

April 2004

Witnesses: Mr Paul Everitt, Head of Communications, Economics Policy, the Society of Motor
Manufacturers and Traders Ltd, Ms Katherine Bennett, Manager, Government Affairs, Vauxhall, and
Mr Mike Hawes, Head of Corporate & Government Affairs, Toyata, examined.

Q37 Chairman: Thank you very much indeed for
coming and for your patience. I am sorry you had to
sit there rather a long time listening to some no
doubt fascinating discourse, even though it is not
always discourse relevant to your own particular
sector. I do not know whether you want to say
anything in opening or whether you can weave your
thoughts into the answers that you give to our
questions.

My Everitt: If 1 may introduce my colleagues,
Katherine Bennett from Vauxhall and Mike Hawes
from Toyota. I would like to make four very brief
points in relation to the Budget and the focus of
what we are looking at, low carbon vehicles: Firstly,
in the run-up to the Budget the key message that we
were delivering to the Treasury was we wanted a
Budget that was going to deliver to us stability in the
market place and greater certainty in terms of the

fiscal framework for environmental, particularly for
motoring and transport taxation. I think to a large
degree we got that; I think also looking at the low
carbon agenda I would like to register in our view
this is a long-term process and not necessarily
something which you can judge from budget to
budget, that is why we were looking for greater
stability and