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TABLE 5.8: SUPPORT PER TONNE CO. EQUIVALENT AVOIDED FROM USING BIODIESEL

Notes: (1) Calculated as support per GJ divided by the product of the baseline emissions and the percentage reduction. Ranges reflect the
combination of ranges of subsidy values and estimated emission reductions.

Sources: support estimates: GSI; CO2 equivalent reduction values: GSI estmates, based on CSIRO et al. (2003), Edwards et al. (2007) and Zah et
al. (2007). CO2-equivalent futures prices: Euroepan Climate Exchange www.europeclimateexchange.com
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6. DISCUSSION AND RECOMMENDATIONS

This report aims to provide an overview and quantification of the support for biofuels—ethanol and biodiesel—in
the European Union. Measures on both the national and the Member State level were presented. Unfortunately,
difficulties with obtaining data relating to a number of programs prevented quantifying all of them. However, data
and results should at least be sufficient to indicate major trends. Other researchers are warmly welcomed to build
on our findings and to carry out more research on the biofuels industry in the European Union.

The focus is on the years since 2007 and thus tied to the findings by Kutas et al. (2007), who mainly reported on
the years 2006 and 2007. Our findings conclude that since 2007 total support on biofuels has declined, but is
still high within the EU and therefore deserves further and closer examination by both policy-makers and researchers.

The remainder of this chapter is presents our key findings, followed by recommendations for policy-makers.

6.1 KEY FINDINGS

Total support for biofuels has declined slightly but is still significant in the European Union. In 2008 total annual
support for biofuels amounted to some €3 billion in the European Union, where biodiesel (€2.17 billion) received
more subsidies than ethanol (€0.84 billion). Therewith, overall support in 2008 was lower than the total support
of €3.7 billion found by Kutas et al. (2007) for the 2006 reporting year. Support per consumed litre in 2008 was
€0.24 and €0.22 for ethanol and biodiesel respectively. This represents a very sharp decline compared with the
2006 support figures of €0.74 and €0.50.

DATA NOT SUFFICIENT

As mentioned, various times before, most support estimations should be treated as underestimates due to
insufficient data. Although the European Commission obliges Member States to annually publish Member State
reports and to provide information on biofuel support quantities and support measures, data conditions are highly
unsatisfactory. Member State reports are not standardized but can take any form wished by the reporting nation.
As a result, most countries only report on measures and politics that put themselves in a good light. Drawbacks
in national policies and unsatisfactory quantities and data are usually not reported. A lack of transparency exists,
especially for Spain, where no up-to-date reports and information were available. Along with a standardization of
Member State reports, there is further need for better official data. Figures and statistics on trade, such as biofuel
imports but also prices (especially EU-ethanol prices) are especially poor.

THE LARGEST SHARE OF ALL SUPPORT IS STILL GRANTED THROUGH TAX RELIEFS

There are several support measures in force in the EU. Many of them are national measures and thus differ
considerably among Member States. Confirming the findings of the Kutas et al. (2007) report, we were able to
observe that tax exemptions and reductions by far represent the largest share of financial support. However, there
seems to be a trend towards lower and less generous tax reliefs passing more of the costs onto consumers. Foregone
tax revenue through tax measures has remained stable over the last years, although, on average, per-litre tax reliefs
were reduced recently. This is due to considerably higher levels of production (see next point). Tax reliefs without
quotas place an unpredictable burden on taxpayers as undefined amounts of biofuels are exempted from taxes.
Among other measures implemented at the EU level and within the Member States are support of R&D, the
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existence of tariffs on ethanol imports (mainly from Brazil), help for investments in capital used to produce biofuels,
subsidization of intermediate goods, and different measures to support consumption such as free parking in cities
for cars running on biofuels.

Most of the measures create price distortions and biases. Tariffs on imports, for example, keep the consumption price
high and where mandates are not in place, create a countervailing effect on the intended promotion of biofuels.

PRODUCTION ON THE RISE

EU production of biofuels has been increasing considerably over the last 10 years. We are able to confirm the
overall trend already reported in the previous study by Kutas et al. (2007). In 2008, 7,755,000 tonnes of biodiesel
and 2,255,000 tonnes of ethanol were produced in the European Union.

BLENDING REQUIREMENTS BECOME STRICTER

The trend has been for Member States to switch to promoting biofuels through higher biofuel blending requirements for
all fuels sold. This is mainly due to legislation on the EU level, which calls for constantly rising market shares. Because
biofuels are still considerably more expensive than fossil fuels, blending requirements create an upward price pressure
on fuels. As demand for fuels is usually inelastic in the short run, sellers will burden higher costs over to consumers.

BENEFITS FROM BIOFUELS FAR FROM BEING CLEAR

The promotion and promulgation of biofuels is used to pursue various policy objectives. Among the most important
ones are reducing the dependency of exporters of fossil fuels or oil and lowering environmental pollution and CO2
emissions. However, there has been quite some concern in scientific literature and political dispute if biofuels
indeed benefit the environment.

In particular, the impact of indirect land-use change and higher food prices caused by higher production of biofuels is
far from unambiguous. Indirect land-use change might create CO2 emissions through converting land fields, and thus
countervails positive effects on the COz record of biofuels. Obviously, the promotion of biofuels becomes undesirable if
the indirect land-use change outweighs positive CO:2 effects through the use of biofuels in transport and elsewhere. The
impact on food prices remains unclear as well. Food crops used to produce biofuels reduce the supply of food and hence
add to higher prices. The evaluation of the overall impact of biofuels certainly was beyond the scope of this report.

In their latest legislation on biofuels, the EU undertook first steps towards ensuring a positive impact of biofuels by
implementing sustainability criteria. These have to be fulfilled for all biofuels that are taken into account for biofuel
market shares and are eligible for financial support. This must be seen as a first step in the right direction, but we
do not consider the sustainability criteria to be sufficient.

6.2 RECOMMENDATIONS

Enforce the polluter-pays principle; phase out all biofuel support

In times of huge government debts, the EU needs to phase out the costly support of biofuels and to transition to
climate policy that respects the polluter-pays principle. That is, rather than subsidizing biofuels, fossil fuels should
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be stressed through pollution and carbon taxes or a cap-and-trade system. This principle is not only more
economical, as it makes the polluter pay the burden of environmental protection, but can also help to rehabilitate
public debts. This is sometimes referred to as “greening the debt.” With increasing prices for fossil fuels, renewable
energy would become more marketable without expanding the national budget deficits. Thus, our recommendation
is to phase out all biofuel support in terms of blending targets and tax exemptions.

In terms of increasing prices of fossil fuels, we recognize the Fuel Quality Directive to be a first step in the right
direction. It requires reductions of GHG emissions but leaves the strategy to accomplish this goal to the suppliers
of fuels. At the same time negative effects of mandatory requirements named below remain and, compared to
taxing fossil fuels directly, it does not generate any income for the Member States.

If Member States wish to keep on supporting biofuels, support via reduced fuel taxes (tied to environmental
characteristics) is superior to establishing mandatory blending requirements. Although mandatory blending
requirements have a positive short term fiscal effect compared to tax exemptions, they are less controllable, measurable
and reversible for the government. They do have great distorting effects on the market, but as the government budget
is not directly affected, the incentives for abolishing a blending obligation is very low. This is also due to the fact that
mandatory blending requirements constitute a hidden subsidy, while tax exemptions are transparent. If a system of
excise-tax exemptions is established, a quota that caps the amount of litres supported is suggestive.

On the EU level, R&D measures are reasonable.

A twofold market failure, in the field of environment and innovation, justifies some R&D support for biofuels. The
impacts of biofuels on CO2 emissions reductions, indirect land-use changes and food prices need careful analysis,
which currently seems to be insufficient. Furthermore, a big share of EU R&D support goes to research concerning
second-generation biofuels, a better alternative to first-generation biofuels. All in all, R&D support should be
maintained, especially for second-generation biofuels.

Eliminate all tariffs on imported fuel ethanol

Tariffs on biofuels are a form of undesirable protectionism and protect the European ethanol market from more
cheaply-produced ethanol, mainly from Brazil. This argument obviously does not apply to antidumping and
countervailing duties on U.S. biodiesel. Hence, we recommend to abolish all regular tariffs, but to keep the
antidumping measures on U.S. biodiesel as long as they are necessary.

Insist on more transparency concerning Member States biofuel policy to allow thorough
assessments

Currently, Member States are obliged to report regularly to the European Commission on their biofuel policies.
However, not all Member States stick to this regulation, and the reports differ widely in the amount and quality of
their information. There is an urgent need to standardize Member State reports and force every country to report
all figures being of interest. An EU-wide standardized report should be introduced and Member States should be
penalized if they do not hand it in on time. With the current non-standardized reports, the degree of the Member
States’ support, especially for capital investments and consumption, is extremely difficult to identify and quantify.

47 The extent of the distortion is heavily dependent on the relation of fossil fuel to biofuel prices. Obviously, the less the difference, the less the distortion.
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WEB SOURCES

Austrian Environment Agency
http://www.umweltbundesamt.at

Austrian Lebensministerium
http://land.lebensministerium.at

Birdlife International
http://www.birdlife.org/index.html

CENEX Centre of excellence for low carbon and fuel cell technologies
http://www.cenex.co.uk

COMEXT foreign trade database (Eurostat):
http://www.fiw.ac.at/

EUROPA: Summaries of EU legislation: Common organisation of the market in cereals
http://europa.eu/legislation_summaries/index_en.htm

European Biodiesel Board
http://www.ebb-eu.org/

European Commission
http://ec.europa.eu/

European Commission DG for Agriculture and Rural Development
http://ec.europa.eu/agriculture

European Commission DG for Competition: State Aid Database
http://ec.europa.eu/competition/elojade/isef/index.cfm?clear=1&policy_area_id=3

European Commission DG for Energy and Transport
http://ec.europa.eu/dgs/energy_transport/index_en.html

European Commission DG for Trade
http://ec.europa.eu/trade/

Generalised System of Preferences:

http://ec.europa.eu/trade/wider-agenda/development/generalised-system-of-preferences/index_en.htm

European Ethanol Fuel Association
http://ebio.org
http://www.ebio.org/EUmarket.php

Eurostat
http://epp.eurostat.cec.eu.int
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German Federal Ministry for the Environment
www.bmu.de
www.erneuerbare-energien.de for renewable energy.

Intelligent Energy — Europe Programme
http://ec.europa.eu/enertgy/intelligent/index_en.html

International Energy Agency (IEA)
http://www.iea.org

International Labour Organisation
http://www.ilo.org/global/lang--en/index.htm

International Labour Organization, ILOLEX Database of International Labour Standards
http://www.ilo.org/ilolex/english/convdisp1.htm

Intelligent Energy — Europe Programme
http://ec.europa.eu/energy/intelligent/index_en.html

Regional Selective Assistance, Scottish Enterprise Enquiry Service
www.rsascotland.gov.uk

Seventh Framework Programme
http://cordis.europa.eu/fp7
http://cordis.europa.eu/fp7/energy/about-fuel_en.html

A pocket guide for Newcomers:
http://ec.europa.eu/research/fp7/pdf/fp7-inbrief_en.pdf

Swedish Biofuel Region
www.biofuelregion.se
http://www.biofuelregion.se/dokument/39_294.pdf

TARIC database
http:// ec.europa.eu/taxation_customs/dda/en/tarhome.htm

USDA Foreign Agricultural Service
http://www.fas.usda.gov
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www.globalsubsidies.org

THE GLOBAL SUBSIDIES INITIATIVE (GSI) OF THE
INTERNATIONAL INSTITUTE FOR SUSTAINABLE DEVELOPMENT (1ISD)

The International Institute for Sustainable Development (1ISD) launched the Global Subsidies Initiative (GSI)
in December 2005 to put a spotlight on subsidies — transfers of public money to private interests — and how
they undermine efforts to put the world economy on a path toward sustainable development.

Subsidies are powerful instruments. They can play a legitimate role in securing public goods that would
otherwise remain beyond reach. But they can also be easily subverted. The interests of lobbyists and the
electoral ambitions of officeholders can hijack public policy. Therefore, the GSI starts from the premise

that full transparency and public accountability for the stated aims of public expenditure must be the
cornerstones of any subsidy program.

But the case for scrutiny goes further. Even when subsidies are legitimate instruments of public policy, their
efficacy — their fitness for purpose — must still be demonstrated. All too often, the unintended and unforeseen
consequences of poorly designed subsidies overwhelm the benefits claimed for these programs. Meanwhile,
the citizens who foot the bills remain in the dark.

When subsidies are the principal cause of the perpetuation of a fundamentally unfair trading system, and lie
at the root of serious environmental degradation, the questions have to be asked: Is this how taxpayers want
their money spent? And should they, through their taxes, support such counterproductive outcomes?

Eliminating harmful subsidies would free up scarce funds to support more worthy causes. The GSI's challenge
to those who advocate creating or maintaining particular subsidies is that they should be able to demonstrate
that the subsidies are environmentally, socially and economically sustainable —and that they do not undermine
the development chances of some of the poorest producers in the world.

To encourage this, the GSI, in cooperation with a growing international network of research and media partners,
seeks to lay bare just what good or harm public subsidies are doing; to encourage public debate and awareness
of the options that are available; and to help provide policy-makers with the tools they need to secure sustainable
outcomes for our societies and our planet

www.globalsubsidies.org

The GSl is an initiative of the International Institute for Sustainable Development (1ISD). Established in 1990,
the IISD is a Canadian-based not-for-profit organization with a diverse team of more than 150 people located
in more than 30 countries. The GSI is headquartered in Geneva, Switzerland and works with partners located
around the world. Its principal funders have included the governments of Denmark, the Netherlands, New
Zealand, Norway, Sweden and the United Kingdom. The William and Flora Hewlett Foundation have also
contributed to funding GSI research and communications activities.

FURTHER DETAILS AND CONTACT INFORMATION

For further information contact Ms. Kerryn Lang at: klang@iisd.org or info@globalsubsidies.org
or +41.22.917.8920.

GSI Programme

International Institute for Sustainable Development
9 chemin de Balexert, 1219, Geneva, Switzerland
Phone: +41.22.917.8785

Fax: +41.22.917.8054
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