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Summary

The Treasury’s response to recession
Green fiscal stimulus

The fiscal stimulus measures intended to pull the economy out of recession represent an
invaluable opportunity decisively to transform the UK into a low carbon economy. It is
imperative that the Government grasps this opportunity in the forthcoming Budget.

This year’s Pre-Budget Report announced a £535m package of green fiscal stimulus
measures designed to tackle economic and environmental problems simultaneously. This
investment is welcome, but the scale too small—especially given that most of this funding
was already committed, and will be offset by reduced spending in 2010-11.

While welcome, the extra funding announced for the Warm Front programme will not
deliver the scale and speed of change that is needed. The Treasury should make
programmes aimed at improving the energy efficiency of existing buildings the number
one priority for green fiscal stimulus. Such programmes are labour-intensive to carry out
and do not require the development of any technological advances.

It is disappointing that the wider fiscal stimulus package contains hundreds of millions of
pounds for road building and widening. The Treasury should publish an assessment of the
net impacts of its fiscal stimulus package on the environment.

Meeting our climate change and renewable energy targets will require a step-change in
environmental investment. The Budget in 2009 should contain a much bigger and more
coherent package of green fiscal stimulus.

Green finance

The Treasury now has a controlling interest in a number of banks. The Treasury should
examine how some form of environmental criteria for the investment strategies pursued by
these banks might be imposed, and what impacts this might have on UK sustainable
development objectives

The current economic crisis is characterised by a lack of credit. The Treasury should
examine the risks to the UK’s climate change and renewable energy targets from the
shortage of capital for investment in low carbon infrastructure. It should bring forward
proposals for ensuring that vital low carbon energy projects receive the finance they need.

Green taxation
Shifting the burden of taxation

The Treasury is continuing to fail in its aim to shift the overall tax burden from ‘goods’,
such as those levied on labour and capital, to ‘bads’, such as taxes levied on resource use. In
real terms, revenue from green taxes has gone down slightly since 1998, while revenue
from all taxation has increased by around 30%.
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Aviation taxes

The Treasury had proposed to replace Air Passenger Duty with a ‘per plane’ charge; this
would have incentivised airlines to fill their flights more efficiently, and taxed air freight for
the first time. The Treasury’s decision to backtrack on this commitment is extremely
disappointing, and its rationale unconvincing; it should reinstate its original plans.

The introduction of two new bands of Air Passenger Duty—to better reflect the emissions
from longer intercontinental journeys—is welcome, but the amounts levied appear
inadequate to influence people’s decisions to fly, and should be increased.

The Government should urgently seek reform of the Chicago Convention so as to allow
governments to impose a tax on international aviation fuel. The fall in oil prices makes
such a move especially timely and desirable.

Motoring taxes

The Treasury’s decision to cut the increases (announced in Budget 2008) in Vehicle Excise
Duty for higher-emitting cars already purchased (between March 2001 and 2006) means
policy on how to reduce emissions from the second hand car market is completely
inconsistent. The Treasury should re-examine the merits and practicalities of a ‘car
scrappage’ scheme to pay people to trade in their existing, older cars, for newer, more
efficient models.
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Introduction

1. The Treasury introduced a tradition of publishing annual Pre-Budget Reports (PBRs) in
1997. It described their purpose as being to “launch a national debate on important
economic issues, including taxation and spending, [...] to inform the Government’s
Budget decisions.™

2. This year’s PBR—entitled Facing global challenges: Supporting people through difficult
times—was published at a time of economic turmoil? In response to these economic
conditions, the Pre-Budget Report announced a number of measures, including a fiscal
stimulus package, “bringing forward £3 billion of capital spending from 2010-11 into
2009-10 and 2008-09 for housing, education, transport and other construction projects,
supporting industries and jobs across the country”.> Approximately one-sixth of this fiscal
stimulus package was given over to specifically environmental objectives.*

3. The PBR stressed:

Action to achieve environmental goals remains a high priority for the Government
in current economic circumstances. The Government is putting in place policies and
investment to support a low-carbon recovery, with new jobs and businesses created
through green growth. Government policies are driving £50 billion of investment in
the low-carbon sector over three years.”

4. The PBR also:

e increased fuel duty by two pence per litre (though this will be offset by the
reduction of VAT);

o reduced the differential levels of Vehicle Excise Duty for cars bought since 2001
that had been announced in the 2008 Budget;

e abandoned the proposal to turn Air Passenger Duty (APD) into a ‘per-plane’
rather than ‘per passenger’ charge; but reformed it by moving from two to four
distance bands;

e extended the duration of the Renewables Obligation to provide financial support
for large-scale renewable electricity, and introducing a feed-in tarift for small-
scale renewable electricity;

e called on the European Commission to bring forward a proposal to introduce
reduced VAT rates for energy efficient products as soon as possible;

e announced the creation of a forum on low carbon skills.

1 “Pre-Budget 1997”, HM Treasury, 25 November 1997, www.hm-treasury.gov.uk

2 HM Treasury, Pre-Budget Report: Facing global challenges: Supporting people through difficult times, Cm 7484,
November 2008, p 2

3 Cm7484,p7
4  Cm7484,p 126
5 Cm7484,p 125
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Focus of this inquiry

5. The Environmental Audit Committee has held inquiries into each of the Treasury’s
annual Pre-Budget Reports; this is the twelfth in the series. In these reports, we have
reviewed the Treasury’s approach to the environment, looking in particular at the extent to
which it is following the policy it announced in July 1997 of shifting the burden of taxation
from ‘goods’ (such as employment) to ‘bads’ (such as pollution). In addition, we choose
one or more topical themes to focus on. In our terms of reference for this inquiry we said
we would:

[...] focus on the implications of the economic downturn for environmental taxes
and spending. This will include looking at the extent to which the Treasury is (or
should be) using measures aimed at stimulating economic recovery simultaneously
to advance environmental goals.®

6. The main questions we are asking in this report are:

e how effective is the announced green fiscal stimulus likely to be in meeting
environmental challenges, while contributing to economic and social sustainability;

e how green is the overall package of fiscal stimulus measures;
¢ should more be done in terms of green fiscal stimulus, and if so what; and

e how coherent and effective are the Treasury’s policies on green taxes, and to what
extent should these policies change in the light of the recession?

Green fiscal stimulus

Context: A ‘Green New Deal’

7.Over the past 18 months there has been growing interest in the potential for
governments to implement a form of ‘Green New Deal’. This term is generally used to
describe a programme inspired by the New Deal policies adopted in the USA to combat the
Great Depression in the 1930s, but designed not just to inject public spending (and a
consequential increase in demand for labour) into the economy, but to do so specifically in
ways which will promote investment in measures to benefit the environment, sustainable
development and the reduction of greenhouse gas emissions.

8. UN General Secretary, Ban Ki-moon, explicitly called for a ‘Green New Deal’ (“An
investment that fights climate change, creates millions of green jobs and spurs green
growth”) in his speech to the UNFCCC’ conference in Poznan in December 2008,
reflecting proposals that had already been put forward by a number of economists and

6 “The 2008 Pre-Budget Report”, Environmental Audit Committee press release, 16 December 2008
7  United Nations Framework Convention on Climate Change

8 “Secretary-General calls for ‘Green New Deal’ at UN climate change talks”, UN News Centre, 11 December 2008,
www.un.org/news



Environmental Audit Committee 7

environmental campaigners’ and by the United Nations Environmental Programme
(UNEP).” In January 2009 President Obama unveiled plans for a green fiscal stimulus
package, which would double the production of renewable energy in three years, retrofit
three-quarters of all government buildings, weather-proof 2 million homes, and create
nearly half a million new jobs."! In February 2009, Lord Stern (and other authors)
published a report entitled An outline of the case for a ‘green’ stimulus, which concluded: “A
‘green’ fiscal stimulus can provide an effective boost to the economy, increasing labour
demand in a timely fashion, while at the same time building the foundations for sound,
sustainable and strong growth in the future.”® On 8 March 2009 the Chairman of this
Committee wrote a letter to The Times, jointly with the Chairman of the Energy and
Climate Change Committee and the Chairman of the International Development
Committee, citing Lord Stern’s report in pressing the Government to tackle climate change
and the current economic crisis simultaneously." The fiscal stimulus measures intended
to pull the economy out of recession represent an invaluable opportunity decisively to
transform the UK into a low carbon economy. A programme of investments in low
carbon industries would help build a modern and sustainable economy, securing
Britain’s competitiveness and future prosperity in the new global economy that will
emerge from this crisis. It is imperative that the Government grasps this opportunity in
the forthcoming Budget.

Green fiscal stimulus in the PBR

9. The Pre-Budget Report picked up this developing theme of using public spending
simultaneously to tackle economic and environmental problems, announcing:

As part of the [£3 billion] fiscal stimulus, the Government is providing £535 million
of accelerated capital spending and additional resources to promote its
environmental objectives and support low-carbon growth. This stimulus will help to
sustain and expand the estimated 350,000 jobs in the low-carbon sector, alongside
measures set out in the Pre-Budget Report to develop skills and attract low-carbon
investment."

10. The PBR itemised this green stimulus package as follows:

e £100 million of new funding for Warm Front, on top of £50 million of spending
on the programme brought forward now to support the economy. This will help
around 60,000 low income households cut their energy bills through insulation
and improved heating systems;

9  For example, “UK needs ‘Green New Deal’ to tackle ‘triple crunch’ of credit, oil price, and climate crises”, New
Economics Foundation press release, 21 July 2008, www.neweconomics.org

10 “Global Green New Deal—UNEP Green Economy initiative”, UN Environment Programme press release, 22 October
2008, www.unep.org

11 "Energy and emissions top Obama'’s green tasklist”, The Guardian, 19 January 2009

12 Grantham Research Institute on Climate Change and the Environment and Centre for Climate Change Economics
and Policy, An outline of the case for a ‘green’ stimulus , February 2009, p 2

13 “A green economy is a healthy one”, The Times, 8 March 2009
14 Cm 7484, p 126
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e £60 million to provide 16,000 social houses with energy efficiency and heating
measures as part of an accelerated Decent Homes programme (based on
historical patterns of spending on energy efficiency);

e £300 million to accelerate the delivery of up to 200 new carriages to expand
capacity on the rail network;

e £20 million of spending on flood defences, to deliver earlier protection for 27,000
homes; and

e £5 million of spending on British Waterways network infrastructure.'®

To put these measures into context, the entire £3 billion package (including the £535m
environmental priorities listed above) is summarised in Box 1.

Box 1: The £3 billion fiscal stimulus package

e £700 million to advance the Department for Transport’s (DfT) existing plans to increase capacity
on the motorways and other critical highways, and to accelerate the delivery of up to 200 new
carriages on the rail network [...];

e £775 million of housing and regeneration investment brought forward to help offset the impact
of economic shocks on priority programmes, including £200 million on Decent Homes
programmes to fund improvements and improve energy efficiency in 24,000 council homes, £150
million on social rented housing to deliver up to 2,000 more social rented homes and reduce the
number of households in temporary accommodation, £175 million for major repairs to council
housing stock, and £100 million to support key regeneration and housing infrastructure projects.

L.

e £800 million brought forward in the priority schools capital programmes, providing
opportunities for small businesses locally and allowing schools and children to benefit early
from important projects. [...] This could bring forward the adaptation of 2,000 secondary
classrooms to improve personalised learning, energy-saving measures in around 140 secondary
schools, the building of kitchens in around 300 primary schools, and the conversion of rooms for
mother-and-baby groups and other community uses in 800 primary schools;

e £442 million to accelerate support for around 25 capital projects to improve Further Education
infrastructure and around 50 projects to improve facilities at Higher Education Institutions [...];

e  £50 million of investment brought forward, and £100 million of additional funding, for the
Warm Front programme. This means 60,000 homes will benefit more quickly from energy
efficiency and heating measures, helping people heat their homes affordably during difficult
economic times. [...]

e £100 million to advance the upgrading of up to 600 GP surgeries to training practices [...];

e £20 million of investment on flood defences brought forward, [...] and £5 million of
improvements to the British Waterways network infrastructure;

e £20 million to improve the estates of the Serious Organised Crime Agency and the National
Police Improvement Agency |...]

Source: HM Treasury, Pre-Budget Report, November 2008, Cm 7484, pp 112-3

11. Since publishing the PBR, the Government has made a number of announcements on
fiscal stimulus measures. The day after the PBR was published, the Department for
Transport (DfT) announced an extra £300 million, on top of the £700m announced in the
PBR for transport objectives, for road and rail projects “to remove bottlenecks and increase

15 Cm 7484, p 126




Environmental Audit Committee 9

capacity on road links to key airports and ports”.'° This decision was accompanied by a
number of further announcements. As a DfT press release put it, these were:

[...] measures to help protect jobs and put Britain on a footing to recover from the
global economic downturn, including:

. Details of where up to £6bn to increase capacity on some of the nation’s busiest
roads will be spent—providing an extra 520 lane miles of road by widening and
opening up the hard shoulder—as well as new plans to roll-out hard shoulder
running across the core motorway network.

. The creation of a new company—High Speed 2—to help consider the case for
new high speed rail services between London and Scotland and tasked initially
with developing a proposal for an entirely new line between London and the
West Midlands which could link to Heathrow and Crossrail through a new
international interchange station. [...]

. £250m to get more ultra low-carbon vehicles on Britain’s roads, helping
motorists to go green by stimulating consumer uptake and helping to reduce
emissions from road transport and improve local air quality. 7

On 27 January 2009, the Secretary of State for Business and Enterprise announced a £2.3
billion package of loan guarantees to UK car manufacturers, to help to sustain them
through the economic downturn.'®

Response to the Government’s green stimulus

12. For several years we have made recommendations on the need for sharply increased
investment in low carbon programmes.” Many environmentalists have welcomed the
green stimulus measures announced in the Pre-Budget Report, but criticised them for
being far too small, given the urgent need to cut greenhouse gas emissions and connected
need for investment in low carbon policies and technology.

13. Tim Jackson, Professor of Sustainable Development at Surrey University and a
Sustainable Development Commissioner, in a report published on the Sustainable
Development Commission (SDC) website, described the green stimulus in the PBR as “a
welcome package”, but went on to say:

[...] at £535 million, this represents much too small a slice of the overall stimulus
package. This was a unique opportunity to re-structure investment towards a more
sustainable economy [...] The PBR package could have included much stronger
signals that the UK government is serious about renewable energy, home energy

16 “£1bn to accelerate key transport projects”, Department for Transport press release, 25 November 2008

17 “Hoon outlines air, road and rail improvements to boost economy and jobs”, Department for Transport press
release, 15 January 2009

18 “Mandelson announces support for Automotive industry”, Department for Business, Enterprise and Regulatory
Reform press release, 27 January 2009

19 See, for instance, Environmental Audit Committee, Sixth Report of Session 2005-06, Keeping the Lights On: Nuclear,
Renewables and Climate Change, HC 5841, para 141
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efficiency, energy efficient transportation, clean technologies, and green businesses.
[...] The government must rethink its commitment to a ‘green stimulus’ package
worthy of the name.”

14. Andrew Simms, of the New Economics Foundation and Green New Deal Group,
pointed out to us that, of the £535m package, only £100m (to improve home insulation and
heating systems under the Warm Front programme) was new money; the rest was funding
already announced in the 2007 Comprehensive Spending Review (CSR) and brought
forward from 2010-11, to be fully offset by reduced spending in that year. He felt that it
“barely scratched the surface.””! Paul Ekins, Professor of Energy and Environment Policy at
King’s College, London, described the PBR as “a massive missed opportunity”,”* while Ian
Christie of Green Alliance believed the Government’s plans lacked environmental
ambition and coherence.”

15. We put these criticisms to the Exchequer Secretary to the Treasury, Angela Eagle MP.
She confirmed that only the £100m Warm Front funding was new money, saying of the
rest of the £535m package: “By definition, that has to be investment that was planned for in
the CSR period, brought forward in order to be part of a fiscal stimulus, not extra
investment [...]”.** She then made clear that: “money that is brought forward will not add,
except at the margins, to carbon savings because it will just mean that homes are insulated
a year or two earlier than they would have been without the extra money, and so that will
be quite minor.”* However, she drew our attention to: “the new legal structures that we
have put in place, the carbon budgets, with the renewable strategies”, as well as “the extra
money that has been announced for ultra low carbon vehicles and the extra £1 billion of
loans to the automotive industry” .2

16. The recent report on green stimulus by Lord Stern and others suggests that the world
should spend around 0.8% of global GDP in the next year on green stimulus measures,
yielding a global ‘ball-park’ figure of around $400 billion.”” For the UK 0.8% of its GDP
would translate into around £11 billion in the next year.?® The Exchequer Secretary would
not be drawn on what proportion of its GDP the UK should be devoting to environmental
stimulus measures, but stated:

The more we spend now, the cheaper it will be in terms of GDP allocated [...] Since
we are such a small percentage of current world carbon emissions, we also have to

20 “Right Signals; Wrong Scale: Missed opportunities in the Pre-Budget Report”, Sustainable Development Commission,
December 2008, www.sd-commission.org.uk

21 Q57

22 " 'Green stimulus’ fails to inspire environmentalists”, ENDS Report, December 2008, p 45
23 " 'Green stimulus’ fails to inspire environmentalists”, ENDS Report, December 2008, p 45
24 Q84

25 Q102

26 Q103

27 Grantham Research Institute on Climate Change and the Environment and Centre for Climate Change Economics
and Policy, An outline of the case for a ‘green’ stimulus, February 2009, p 13. Regarding this 0.8% of GDP figure, the
report states that this should be “higher in countries with a lot of unexploited opportunities for low-cost
decarbonisation, lower in countries that have already made a significant start in this direction”.

28 The Office of National Statistics lists the UK’s GDP at market prices in 2007 as approximately £1.4 trillion; Table A1,
http://www.statistics.gov.uk/downloads/theme_economy/UKEA_08q3.pdf
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remember that we have to get agreement and use credits elsewhere to try and help
other countries also to reduce their emissions. In the end, it is overall global carbon
emissions that matter. The ones we produce are important but that is not the only
solution to the problem.”

17. We welcome the £535m green fiscal stimulus announced in the Pre-Budget Report
but are concerned that while it may assist economic recovery in the short term, in the
longer term it will have very little additional impact on carbon budgets as little of the
spending is new. The new money which is being applied as part of the overall fiscal
stimulus could have been much better targeted at bringing environmental gains that
would not otherwise have been made, especially by cutting emissions of greenhouse
gases.

18. We welcome the Exchequer Secretary’s agreement that the earlier and more
aggressively we cut carbon emissions, the cheaper action to tackle climate change will be.
We are perplexed, therefore, by the Treasury’s reluctance to direct more of the additional
funds to climate change mitigation now. We recommend that the Treasury should adopt
a target on the proportion of the UK’s GDP which should be spent on green stimulus in
this and future spending rounds. The target of 0.8% of GDP suggested by Lord Stern
should be the starting point.

19. Looking at the content of the £535m package, we note that the majority (some £300m)
is to be spent on up to 200 new rail carriages. Rail’s greatest environmental benefit comes
when it displaces plane and car travel; in order to qualify as green stimulus this spending
needs to encourage modal shift rather than dealing with overcrowding or stimulating new
demand for travel. Given that the larger part of the PBR’s green stimulus package is to be
spent on new train carriages, the Treasury should provide more information on how this
funding will contribute to environmental objectives. We recommend that the Treasury
set out how the investment in new railway rolling stock will encourage modal shift away
from journeys by car and plane and what impact it is expected to have. The Treasury
should also explain how far environmental considerations will influence this
procurement, given that some designs might be more energy efficient than others.

20. The green stimulus package includes £100m of new money (plus £50m of existing
funding brought forward) for the Warm Front scheme. The scheme provides free central
heating and energy efficiency measures to vulnerable low income households. The Pre-
Budget Report put this funding in the context of an overall £6.8 billion (half to come from

private energy companies) to be spent through the Home Energy Saving Programme,
which:

... will substantially increase the number of homes receiving subsidised insulation
and other energy saving measures. The programme was substantially enhanced in
September to support higher take-up of energy efficiency measures. This winter, this
will lead to the installation of 600,000 insulation measures, up 70 per cent on last
winter.*

29 Qq95-6
30 Cm 7484, p 140
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We further note that the PBR stated that: “The Government will shortly bring forward
proposals to support householders and businesses further in improving the energy
efficiency of their properties, and installing low carbon heating in existing buildings.”! On
12 February 2009 the Department of Energy and Climate Change (DECC) invited
comments on three consultation papers on:

o the Heat and Energy Saving Strategy (HES), setting out the Government’s longer-term
ambitions for how we use energy in our homes and businesses;

e the design of the Community Energy Saving Programme (CESP), which aims to deliver
significant packages of energy efficiency measures to households in low-income
communities;

e a 20% increase to the Carbon Emission Reduction Target (CERT) on major energy
suppliers, driving significant investment in GB household energy and carbon saving by
March 2011.%

21. Lord Smith, Chairman of the Environment Agency, in a speech to the Royal Society of
Arts, cited analysis by HSBC which suggested that of the UK’s entire economic stimulus
package, only 7% represented green investments. This compared to 10% green content in
the Spanish stimulus package, 16% in the USA Administration’s proposals, 19% in the case
of Germany, 34% for China, and 69% for South Korea.”> While we welcome the extra
funding announced for the Warm Front programme, and the Government’s wider
programme of policies aimed at reducing energy and emissions from new and existing
buildings, the scale and speed of Government action is far too modest. The DECC’s recent
announcements are only for another series of consultations. Retrofitting existing buildings
with energy efficiency and renewable generation measures would be labour-intensive and
fast to implement. They could sustain employment in local communities throughout the
country, and could develop skills and supply chains required in what will be a long-term
growth sector. Such action would cut emissions, reduce fuel poverty, and enhance the UK’s
energy security. We recommend that the Government increase the scale and speed of its
programmes to improve the energy efficiency of existing buildings, and make this the
UK’s number one priority for green fiscal stimulus.

22. It is not only better targeting of fiscal stimulus measures on environmentally beneficial
programmes that matters. It is also important that the spending is not running counter to
such ambitions. Lord Stern and others said in their recent report: “It is important that fiscal
measures that are not explicitly ‘green’ do not make achieving climate change goals more
difficult by subsidising greenhouse gas emissions or locking in high-carbon infrastructure
for decades to come.”* The wider fiscal stimulus package includes infrastructure projects
—notably hundreds of millions of pounds on road building and widening—that may

31 Cm 7484, p 139

32  "12 February 2009: The Heat and Energy Strategy”, Department of Energy and Climate Change consultation, 12
February 2009, www.decc.gov.uk

33 “Out of red, into the green—After the credit crunch: a more sustainable future?”, Lord Smith of Finsbury, speech
given at the Royal Society of Arts, 11 February 2009, para 25; The Green Rebound, HSBC Global Research, 19 January
2009, p 4

34 Grantham Research Institute on Climate Change and the Environment and Centre for Climate Change Economics
and Policy, An outline of the case for a ‘green’ stimulus, February 2009, p 3
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increase carbon emissions. We recommend that the Treasury publish an assessment of
the net impact of its fiscal stimulus package (to date, and continuing as further
measures are announced) on the environment, in particular carbon emissions, so that it
is possible to see not only the net overall impact but whether each element is making a
positive or negative contribution. The Treasury must make clear what percentage of the
entire stimulus package in the PBR is directed towards green objectives.

23. The transport measures in the fiscal stimulus are directed overwhelmingly towards
road building and widening projects. According to Richard George of the Campaign for
Better Transport (CfBT), of the £1 billion announced for transport infrastructure only £54
million was new money that “was going to something other than road building, and that is
a small amount of tinkering in North London in regard to rail freight.”* Stephen Joseph,
CfBT’s executive director, described the overall package of transport measures as:

[...] a ragbag list of schemes [...] While the rail upgrades are encouraging, some of
the road schemes will worsen rather than solve local traffic problems and are not in
fact the region’s priority. For example, £500m to be spent on the A46
Nottinghamshire upgrade could pay for upgrades of parallel rail lines and safe routes
to school for much of the region. By avoiding putting any money into local transport,
the Government is avoiding tackling where most of the problems—and the
opportunities for solving them—really are.*

Mr George suggested there were alternative candidates for investment which would both
cut emissions and generate more jobs:

There are jobs out there—the Department for Transport’s ‘Smarter Choices’
transport package [...] is a very good example of this. We know that if you pay
people to engage the public in discussion around transport, targeting their local area,
they will make a shift—10% car use, for example, as a result in the sustainable
demonstration towns. Also road maintenance is a massive issue all around the
country. Motorists, cyclists, pedestrians, are very happy to see that go on, and at the
moment the amount of money paid out in compensation for people injured or
vehicles damaged by collisions as a result of holes in the road is as high as local
authorities’ maintenance budgets. If we had invested in that, that can provide people
with jobs tomorrow because there is always a need to fill in the road and get them to
a decent standard, and it is the kind of work that could then feed into construction
jobs or those sort of jobs that can then feed into these—be it road-building, light rail,
train, or whatever construction schemes, when they become ready in a year or two.
But none of the measures that were promoted in this £1 billion can be done now;
they all have a couple of years’ lead-in. These are conservative estimates—but that is
roughly when we might be coming out of the recession, but none of these measures
tackle the problem now.”

35 Q30

36 “Reaction to today's £1bn transport announcement”, Campaign for Better Transport press release, 25 November
2008, www.bettertransport.org.uk

37 Q33
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24. The Exchequer Secretary directed our attention to “the £250 million package for ultra
low carbon vehicles, which the Department for Transport announced as part of—what I
know is controversial, and perhaps more so in this Committee—the Heathrow
expansion.”® While we welcome the funding for low carbon cars, this measure cannot be
used as justification for the decision to build another runway at Heathrow. Decarbonising
road transport should move ahead regardless of what happens in other sectors, such as
aviation. We recommend that the Government make clear what the £250m for low
carbon cars will be spent on, and when it will be spent.

25. The evidence we have received makes clear that the transport element of the stimulus
package represents another serious missed opportunity for developing the green economy.
We recommend that the Treasury increase funding to transport measures that might
be labour-intensive, relatively fast to implement, lighter in use of raw materials and
fossil fuels, and effective in cutting emissions—such as ‘Smarter Choices’ measures,
road maintenance, and other projects that could be swiftly progressed.

26. The Government has also provided support to car manufacturers in the UK, but there
is no evidence that this has been used to promote the greening of that industry. We
recommend that the Treasury provide details of the environmental conditions
attaching to the £2.3 billion loans package offered to car manufacturers.

27. Overall, the Exchequer Secretary responded to criticisms as to the size of the green
stimulus in the PBR by referring us to larger streams of Government spending on the
environment:

[... TThe green fiscal stimulus part of the Pre-Budget Report is only a very small part
of the overall plan and approach that the Government is taking in this whole area, so
it would be wrong to mix up the £535 million of green stimulus that was in the Pre-
Budget Report with the £50 billion that we think is a conservative estimate of future
investment we are putting into greening our economy as a whole.”

28. This comment reflected the statement in the PBR that, “Government policies are
driving £50 billion of investment in the low-carbon sector over the three years to 2011”.*
No further breakdown was given of what this £50 billion was being spent on. This was

given in a written answer to a parliamentary question on 21 January (see Box 2).

38 Q91
39 Q84
40 Cm 7484, p 126
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Box 2: Breakdown of the £50 billion figure for environmental spending in the PBR

The figure of £50 billion brings together Government spending, fiscal support and private
investment driven by Government regulation in energy efficiency, renewable energy technologies
and public transport over the period of the comprehensive spending review (2008-09, 2009-10 and
2010-11). The estimated breakdown for the full three-year period is set out by theme, as follows:

Technology support

Estimated at £1,200 million including the domestic Environmental Transformation Fund, Research
Councils, Technology Strategy Board, Carbon Trust, Energy Technologies Institute and Enhanced
Capital Allowances.

Renewables support
Estimated at £5,800 million including private sector investment in renewables and the renewables
obligation.

Energy efficiency

Estimated at £9,800 million, made up of CERT, the Community Energy Saving Programme, Warm
Front, Decent Homes, the Energy Saving Trust, Smart metering for SMEs and public sector sites,
Reduced VAT for Energy Savings Materials, Landlord Energy Savings Allowance, incentives for
thermal insulation in industrial installations, and the value of CCL exemptions.

Reducing greenhouse gas emissions from municipal waste
Estimated at £2,200 million including PFl programme and capital grants to local authorities for
recycling.

Transmission and electricity distribution infrastructure
Estimated at £7,600 million, including funding to link low carbon power generators to the national
grid.

Public transport and low carbon and electric vehicles
Estimated at £23,200 million including spending on rail, Crossrail, TFL and public transport in the
devolved Administrations, as well as spending on low carbon and electric vehicles.

The figure published is not exhaustive as it does not include: The value of ‘EU ETS allowances’ over
this period; ‘R and D tax credits’ for low carbon R and D; The significant low carbon investment by
‘local authorities’ or much of the investment by ‘devolved Administrations’ and ‘RDAs’; Low carbon
investment driven ‘by building standards regulations’; Low carbon investment driven by ‘minimum
efficiency standards’ for products; Investment in the ‘gas distribution grid’ even where this brings
new homes on to the gas grid, replacing higher CO2 oil heating systems; ‘Stamp duty exemption’ for
new zero carbon homes; ‘Enterprise Investment Scheme’ (EIS) and ‘Venture Capital Trusts’; Private or
public sector spend on other low carbon electricity sources, such as ‘nuclear’ or preliminary work on
the demonstration of ‘carbon capture and storage’; and ‘UK spend on low carbon technologies in
developing countries’.

Source: HC Deb 21 January 2009 col 1477-8w

29. The £50 billion public and private investment in a low carbon economy over three
years referred to in the Pre-Budget Report relates to existing programmes, and nearly half
is made up from central government spending on public transport. While vital in keeping
emissions lower than they otherwise would be, much of this spending is not necessarily
contributing towards the development of transformative technology and the transition to a
low carbon economy. There appears to be no coherent overview of the Government’s
announcements on fiscal stimulus, and no sense of the Treasury’s assessing the net
environmental impact of all the proposed measures together. We would like to see a more
strategic approach towards funding the transition to a low carbon economy. The
Budget in April 2009 will be the ideal opportunity to set out such an approach
alongside the carbon budgets; and we look forward to a much bigger and coherent
package of green fiscal stimulus in the Budget, to be followed by consistently higher
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spending in areas designed to accelerate rapidly the UK’s transition to a low carbon
economy.

30. The PBR and the Budget itself provide a way of assessing the actual priority being
given by the Government to greening the economy. We recommend that, alongside the
Budget, the Treasury publishes a comparison of UK Government spending on a low
carbon economy with that of other G20 nations. It would be useful for this to be on a
similar basis as the £50 billion figure referred to in the PBR—that is corresponding to the
spending areas listed in the Exchequer Secretary’s written answer of 21 January, including
capital and operational funding for public transport.

Green finance, regulation, and recession

31. Following its interventions to save a number of leading high street banks, we received
written evidence (submitted jointly by PLATFORM, People & Planet, and BankTrack)
which argued the Treasury should ‘green the bank bail-outs’. Specifically, it argued that the
Treasury should direct the Royal Bank of Scotland (RBS) to invest in more
environmentally-friendly businesses:

RBS has been the source of a great deal of controversy over its status as the UK bank
that is the most heavily involved in financing the expansion of fossil fuel projects
around the world [...] The carbon emissions embedded in RBS’ project finance are
enormous. A report in 2006 calculated that they were greater than the carbon
emissions of Scotland itself [...]

Instead of taking an ‘arms length’ approach to the management of RBS, the
government should be using its political and financial influence to prioritise climate
change as a principle concern in RBS’ lending decisions.

Banks, particularly those that are now bailed out with tax money, have an important
role to play in this economic transformation. It must be a role based on serving the
public interest, rather than safeguarding the profits of the few. Given their power and
important role, banks can and should deploy capital in ways that promote the
restoration and protection of the environment and help create sustainable
economies.*!

32. We asked the Exchequer Secretary for the Treasury’s views on this argument. Her first
response was:

We know that part of the results of the work we have done in trying to unfreeze
credit will be to support those [i.e. environmentally-friendly] businesses, but I am
not sure that we could have got ourselves into acircumstance where we were
somehow saying to banks, “But you cannot lend to those that are not green

enough”.*

41 Ev60
42 Q155
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However, she left the door open to the possibility that the Treasury would seek to exert
some kind of guiding influence over the investments made by banks in which the
Government had a controlling stake in the future:

Once we have got ourselves into a position where we have stabilised the banks and
got lending working again, we will be in a position to look to see during our
stewardship of these institutions whether there are any other parameters that we
might wish to put before them. I think at the moment the important thing is that we
end up with a financial system where credit is flowing again, and that is the
overriding aim of the work we have done. I am not saying absolutely not in the
future but at the moment we have to be able to ensure that credit begins to flow again
to all business so that we can try to deal with and mitigate some of the effects on the
real economy that have been caused by the global credit crunch.*

33. The Government now has a controlling interest in a number of banks. We
recommend that the Treasury examine and report on how some form of environmental
criteria for the investment strategies pursued by these banks might be imposed, and
what impacts this might have on UK sustainable development objectives.

34. Another issue relating to finance and the recession is the possibility that the ‘credit
crunch’ will slow down investment in low carbon infrastructure. Adrian Wilkes, Chairman
of the Environmental Industries Commission, told us: “the amount of green investment
that is coming out of the City’s financial institutions over the last six to nine months has
been falling off”.** Lord Turner, Chairman of the Committee on Climate Change, told us
recently that one of the main impacts of the recession

is the supply of capital, the credit crunch and, in particular, the supply of long-term
capital, where obviously there can be a danger that some of the capital-intensive
things we need to do in order to meet the [UK’s carbon reduction] targets—things
like the wind energy investments—may be set back simply because of the shortages
of credit available.*

He said the Committee on Climate Change would look in detail at this situation, and
decide whether Government climate change policy needed to change to address it.** On
this point, we note the conclusion of the report by Stern et al. on the role that increased
government spending on low carbon projects can play in the recession:

Public spending [...] relieves or by-passes credit constraints on consumers and
companies, which are unusually acute in the current slowdown. Subsidising the
development of renewable energy industries with tax breaks for R&D or financing
home energy efficiency programmes directly are good examples.*

43 Q156

44 Q70

45 Oral evidence taken before the Environmental Audit Committee on 4 February 2009, HC (2008-09) 234, Q1
46 Oral evidence taken before the Environmental Audit Committee on 4 February 2009, HC (2008-09) 234, Q1

47 Grantham Research Institute on Climate Change and the Environment and Centre for Climate Change Economics
and Policy, An outline of the case for a ‘green’ stimulus, February 2009, p 10
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35. We recommend the Treasury, working together with the Department of Energy and
Climate Change, examine the risks to the UK’s climate change and renewable energy
targets from the shortage of capital for investment in low carbon infrastructure, and
bring forward proposals for ensuring that low carbon energy projects receive the
finance they need.

36. There may be some pressure on the Government to weaken or suspend environmental
regulations on business during the economic downturn. Lord Turner noted the risk:

[...]of a recession being used by industry lobby groups, or whatever, to suggest the
need to slow down targets in a way which is irrelevant and is simply tagging on what
they want to achieve in any case to another ... You could imagine that, in a situation
where the car industry is clearly under huge short-term pressure, you might have an
argument that says, “Let us delay the progress towards a stretching 2020 target in
terms of grammes per kilometre at the European level”; but actually there is nothing
about the degree of the stretch ... that will make any difference to how many cars
people buy in this year or next. One of the things I think we have to do therefore is,
as it were, to stop the recession being used as an excuse to put off progress in ways
which would be completely irrelevant to the short-term economic downturn.*

37. The Aldersgate Group (a coalition of business and environmental groups, including
Tesco, BT, the Environmental Industries Commission, and the Environment Agency)
echoed this point. Their argument was that: (i) the need to create a low carbon economy
remains every bit as vital, and environmental taxation and regulation are necessary to help
achieve it; (ii) achieving high environmental standards across the UK would produce
significant cost savings, for individual businesses and the economy as a whole; and (iii)
environmental regulation creates new business and employment opportunities in a fiercely
competitive global marketplace.* The Environmental Industries Commission estimates
that the global market for environmental industries is already worth £3 trillion.”® The
report by Lord Stern and others marshals a range of research to argue that investment in
low carbon industries will lead to the net creation of new jobs:

Spending on the transition to a low-carbon economy also has the advantage at a time
of rising involuntary unemployment that it is likely to increase the demand for
labour.

Citing a number of authorities, the authors of the report conclude:

The potential increase in the demand for labour reflects not only the labour intensity
of many of the tasks that need to be undertaken in the short run, but also the backlog
of tasks to be done when a new policy framework is brought in (e.g. retrofitting the
existing housing stock with insulation).”!

48 Oral evidence taken before the Environmental Audit Committee on 4 February 2009, HC (2008-09) 234, Q1
49 Ev21-5
50 Ev26

51 Grantham Research Institute on Climate Change and the Environment and Centre for Climate Change Economics
and Policy, An outline of the case for a ‘green’ stimulus, February 2009, p 10
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38. The Government should recognise these positive economic benefits arising from
measures to green the economy and be prepared to resist calls for environmental
regulations on business to be watered down during the recession which are not justified by
the evidence. We recommend that the Government ensures that the clear evidence that
investment in low carbon industries will lead to net job creation is reflected in UK
industrial policy.

Sustainable development and the recession

39. Professor Jackson believed that the current economic crisis provided “an enormous
window of opportunity” to rethink a ‘growth at all costs” approach.” But he felt that the
Treasury’s engagement with a major recent project by the Sustainable Development
Commission had not been encouraging.”® While stressing that the SDC had had some
positive engagement with the Treasury on other occasions, he told us that there had been
no formal response to his criticism of the Pre-Budget Report, published on the SDC’s
website in December”,** although the Exchequer Secretary assured us that the Treasury
does “pay attention” to the SDC.”> We welcome the ‘Redefining Prosperity’ work being
carried out by the SDC on growth, sustainability, and well-being. We recommend that
when the SDC publishes its report ‘Redefining Prosperity’, the Treasury should publish
a detailed response to it.

Green taxation

Shifting the burden of taxation from ‘goods’ to ‘bads’

40. In July 1997 the Treasury issued a “Statement of Intent on Environmental Taxation”,
setting out the Government’s aim:

[...] to reform the tax system to increase incentives to reduce environmental
damage. That will shift the burden of tax from ‘goods’ to ‘bads’; encourage
innovation in meeting higher environmental standards; and deliver a more dynamic
economy and cleaner environment, to the benefit of everyone.*

The Treasury followed this with a number of bold moves, increasing the fuel duty escalator
and introducing a range of new instruments, including the Climate Change Levy package
and the Aggregates Levy. From 1999, however, this momentum stalled: in 1999 the fuel
duty escalator was abolished; the main rate of Air Passenger Duty was halved in 2002; and
Climate Change Levy rates were frozen between 2001 and 2007. Through our work on
successive Pre-Budgets Reports we have tracked progress against the statement of intent.

52 Q22

53 Tim Jackson, “What politicians dare not say”, New Scientist, 18 October 2008, pp 42-3
54 Q2

55 Q85

56 “Statement of Intent on Environmental Taxation”, HM Treasury, 2 July 1997
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41. Since the 2006 Pre-Budget Report there has again been a slight, if faltering, shift
forward in momentum for all key environmental taxes (see Table 1). The main rate of Air
Passenger Duty doubled in February 2007; fuel duty has increased each year since 2006-07;
Vehicle Excise Duty has increased for all but the most fuel efficient cars; the Climate
Change Levy has been revalorised twice since 2007-08 (i.e. raised in line with inflation); the
Aggregates Levy increased by 5 pence per tonne (22%) in 2008-09 to take account of
inflation since its introduction; and Landfill Tax continued its annual rise , increasing by £8
per tonne (33%) in 2008-09.

Table 1: Changes to five key environmental taxes since 2000

Year!

Fuel duty

Vehicle
Excise Duty

Climate
Change
Levy

Air
Passenger
Duty

Aggregates
Levy

Landfill Tax

2000-01

Revalorise?

Freeze

Introduction

Freeze

N/A

Rise to
£11/tonne

2001-02

Freeze

Reform
(new
bands), Cut
for smaller
cars, Freeze
for other
rates

Freeze

Reform
(avg. rate
cut)

N/A

Rise to
£12/tonne

2002-03

Freeze

Freeze, plus
Reform
(new lower
rate for
lower
emission
cars)

Freeze

Freeze

Introduction

Rise to
£13/tonne

2003-04

Revalorise

Revalorise,
plus Reform
(new lower
rates for
low
emission
cars)

Freeze

Freeze

Freeze

Rise to
£14/tonne

2004-05

Freeze

Freeze

Freeze

Freeze

Freeze

Rise to
£15/tonne

2005-06

Freeze

Freeze for
lower
emission
bands,
Revalorise
for highest

Freeze

Freeze

Freeze

Rise to
£18/tonne
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Year’ Fuel duty Vehicle Climate Air Aggregates | Landfill Tax
Excise Duty | Change Passenger Levy
Levy Duty
2006-07 Revalorise Cut for Freeze Freeze until | Freeze Rise to
lower February £21/tonne
emission 2007, then
bands, Rise
Freeze for (doubling
bands D & all bands)
E, Rise for
band F and
a Rise/
Reform :
new band
G for
highest
emitters
2007-08 Rise (2ppl in | Freeze Revalorise Freeze Freeze Rise to
October £24/tonne
2007)
2008-09 Rise (2ppl in | Freeze for Revalorise Freeze Rise from Rise
December bands A & £1.60/tonne | standard
2008) B; £5 rise for to rate to
bands C to £1.95/tonne | £32/tonne.
F; £100 rise
for band G Rise lower
rate from
£2.00/tonne
to
£2.50/tonne
Notes:

'Changes are listed in the year in which they take effect, rather than the year in which they are

announced.

2 'Revalorise’ means ‘rise in line with inflation experienced since the previous year'.

Source: EAC analysis of Budgets and Pre-Budget Reports 2000, 2001, 2002, 2003, 2004, 2005, 2006, 2007, 2008;
and Supplementary Memorandum from HM Treasury to Environmental Audit Committee inquiry into Pre-Budget

Report 2005

42. While we welcome these renewed initiatives, it is clear that the Treasury is continuing
to fail in its avowed aim to shift the overall tax burden from ‘goods’ to ‘bads’. In 1998 and
1999 green taxes as a proportion of all taxation peaked at 9.7%; since when the proportion
has fallen almost steadily, although the figure of 7.4% in 2007 was a slight increase from the
7.2% recorded the previous year. During the same period, environmental taxation as a
proportion of Gross Domestic Product (GDP) fell from 3.5% (1998) to 2.7% (2007). In all
years since 2001 real terms income from environmental taxation has been below that
recorded in 1998 (see Chart 1).
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Chart 1: Environmental tax receipts have gone down in real terms
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Note: Income from environmental taxes has been revalorised into 2007-08 equivalents using the Treasury’s GDP
Deflators: http://Iwww.hm-Treasury.gov.uk/Economic_Data_and_Tools/GDP_Deflators/data_gdp_index.cfm

43. The Aldersgate Group believed that the Government was giving out a mixed message
on the future direction of taxation.”” This view was echoed by Tim Jackson who expressed
concern about the effects of the cut in Value Added Tax and future rise in National
Insurance Contributions.”® Paul Ekins criticised the VAT cut in the PBR as “an
undifferentiated stimulus to consumption.”

44. We asked the Exchequer Secretary what impact the overall package of tax measures
announced in the Pre-Budget Report would have on shifting the burden towards green
taxes. She did not tell us what changes would result to the measure of green taxes made
each year by the Office of National Statistics but claimed that:

The way that we define green taxation in the Treasury is by things like the Climate
Change Levy where we actually recycle the income. We have changed behaviour that
way. Isuppose you could say that we could make major structural changes to
taxation, which would be very much larger than the changes we have made—for
example, [... to] shift to green taxes away from income taxes. It has not been the
Government’s view that we should shift our structure to that extent. You can take
radical or pragmatic approaches to this. We have taken a pragmatic approach.®

57 Q69 Mr Young
58 QI
59 “‘Green stimulus’ fails to inspire environmentalists”, ENDS Report, December 2008, p 45

60 Q131
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We recommend that the Treasury publishes with the Budget its assessment of how the
tax changes announced in the Pre-Budget Report help to shift the burden of taxation
from ‘goods’ to ‘bads’. This assessment should quantify the expected changes to
environmental tax receipts, as defined by the Office of National Statistics, in terms of
their proportion both of total tax receipts and of GDP. The Minister’s answer appeared
to suggest—for the first time in our knowledge—that hypothecation of tax revenues to
environmental ends, as in the case of the Climate Change Levy, is essential to the
Treasury’s concept of environmental taxation. We also recommend that the Treasury
confirm whether its definition of an environmental tax is one in which the revenues are
explicitly hypothecated to environmental ends.

Aviation

45. For several years we have identified failings of taxation policy with regard to aviation.
Emissions from aviation, especially on short-haul flights, continue to increase.
Government policy on Air Passenger Duty (APD), however, has not addressed this at all.
In 2000 the then Chancellor cut the short-haul reduced rate of Air Passenger Duty from
£10 to £5, and it was not restored to its former level until February 2007, since when it has
been frozen. The current rate per passenger represents a cut in real terms of 30% since
March 1997.%" Yet it is short-haul passengers travelling in economy class who have driven
the overall increase in passenger numbers (Chart 2). The number of reduced rate short-
haul passengers increased from 41.4 million in 2001 to 82.1 million in 2007 (a 98%
increase); and in 2007 they accounted for over 76% of all passengers, compared to 67% in
2001.% The significant increase in Air Passenger Duty receipts in 2007 compared to 2000
reflects the restoration of the £10 rate for economy short-haul travellers; but this level of
duty would seem unlikely to have a large influence on behaviour.

46. The 2007 Pre-Budget Report announced that the basis of Air Passenger Duty would be
changed from a charge per passenger to a charge per plane. We welcomed this reform,
which we had recommended in our previous two reports on the Pre-Budget Report,
arguing it would tax air freight for the first time, and incentivise airlines to increase the
efficiency with which they fill their flights. The 2008 Budget Report stated: “This [reform]
will send better environmental signals and ensure that aviation duty better reflects
environmental costs”.®’

47. We were therefore surprised and disappointed that the 2008 Pre-Budget Report
announced that this change will not now take place.®* When asked about this decision, the
Exchequer Secretary explained that, according to the Treasury’s analysis, the extra carbon
that would have been saved by this reform was marginal, while economically it might have
caused difficulties for freight transporters and regional airports.®®

61 Calculated using Treasury Deflators: “GDP deflators at market prices, and money GDP", HM Treasury, 23 December
2008, www.hm-treasury.gov.uk

62 HM Revenue and Customs, Air Passenger Duty Bulletin, November 2008

63 HM Treasury, Budget 2008—Stability and opportunity: building a strong, sustainable future, March 2008, HC 388,
para 6.38

64 Cm 7484, para 7.55
65 Q133
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Chart 2: Changes in passenger numbers, aviation CO, emissions and Air Passenger Duty receipts,
2000 to 2006
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Source: Air passenger numbers and APD receipts from HMRC, Air Passenger Duty Bulletin, November 2008
(http:/lIwww.uktradeinfo.co.uk/index.cfm?task=bullair); COz emissions from Defra, Estimated emissions by source,
IPCC categories, 1970-2006: carbon dioxide, methane and nitrous oxide
(http://lwww.defra.gov.uk/environment/statistics/globatmos/download/xIs/gatb04.xls)

Note: Income from environmental taxes has been revalorised into 2007-08 equivalents using the Treasury’s GDP
Deflators: http://www.hm-treasury.gov.uk/Economic_Data_and_Tools/GDP_Deflators/data_gdp_index.cfm

48. The Government’s decision was welcomed in written evidence submitted by Virgin
Atlantic® and the Freight Transport Association.”” WWEF took the opposite view:

WWE-UK is disappointed that this opportunity [to switch from a per passenger to
per plane tax] has not been taken, and concerned that the Government appears to
have yielded to pressure from scheduled airlines and cargo operators, who wanted to
preserve anomalous exemptions on transit passengers and air freight respectively.
[...] WWF has not seen convincing evidence that there would be a substantial switch
of freight from aircraft to road; even if there were this would represent a saving in
carbon terms ... As well as excluding these two categories, the structural advantage

of a per-plane tax—that it discourages operators from flying empty planes—has been
lost.%®

49. We are unconvinced by the reasoning behind the Government’s decision not to go
ahead with a per plane charge, the arguments for which the Treasury had formerly
accepted. We are extremely concerned that the Government is abandoning a proposal that
by its own admission would send better environmental signals and better represent the

66 Ev52
67 Ev58
68 Ev 72; see also Q39
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environmental costs. The decision to backtrack on this commitment means that air freight
will continue to be entirely untaxed—in direct conflict with the Treasury’s endorsement of
the ‘polluter pays’ principle. We recommend that the Treasury reinstates its plan to
reform Air Passenger Duty into a per plane tax.

50. In place of a per plane charge, Government has decided to reform the existing Air
Passenger Duty. Currently, a lower rate applies to European Economic Area (EEA)
destinations (£10 for economy class, £20 for first / business class), while a higher rate is
charged for those flying to non-EEA destinations (£40 for economy class, £80 for other
classes). From 1 November 2009 APD will be based around four distance bands, in rough
terms meaning that the current ‘long-haul’ band is divided into three, so as better to reflect
the distance actually travelled (see Table 2). As WWF put it to us last year: “The emissions
from a trip to Australia are around three times those of a trip to New York, but both are
currently classed simply as long-haul.”® In evidence to the Treasury Select Committee,
easyJet argued that, under the current system, a passenger travelling from London to
Auckland would be responsible for more than 15 times the emissions of a passenger
travelling from London to Marrakech, yet would be charged the same rate of tax.”® Last
year we recommended that the Treasury closely examine the merits and practicalities of
better reflecting the emissions arising from longer intercontinental journeys by increasing
the number of Air Passenger Duty bands.” We welcome the Treasury’s introduction of
the link in the Air Passenger Duty regime between distance travelled and tax payable.

51. However, we doubt whether the Band A economy class rate will be enough to
discourage anyone from flying short-haul, and so curtail the increase in this market
witnessed since 2000. Even though the rates of Air Passenger Duty are set to increase in
each of the next two years, in real terms the Band A reduced rate in 2010-11 will still be 5%
lower than in 1997. Equally, we doubt that the highest rate (from 2010-11) of £170 for
Band D flights will do much to affect the number of such journeys, given it will add only
2.5% to an average business class return from London to Sydney, costing around £6640.”
We recommend that the Treasury publish an explanation of why it believes the APD
charges announced in the PBR will discourage unnecessary air travel.

69 Ev 15

70 Treasury Committee, Fourth Report of Session 2007-08, Climate Change and the Stern Review: The implications for
Treasury policy, HC 231-I, para 110

71 Environmental Audit Committee, Third Report of Session 2007-08, The 2007 Pre-Budget Report and Comprehensive
Spending Review: An environmental analysis, HC 149-l, para 15

72 Based on a fully flexible business class return from London to Sydney, quoted at £6642 for February 2009
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Table 2: Revised Air Passenger Duty rates

Band and approximate distance in In the lowest class of travel | In other than the lowest
miles from the UK (reduced rate) from class of travel (standard
rate) from:

1 November | 1 November | 1 November | 1 November
2009 2010 2009 2010

Band A (0-2000) £11 £12 £22 £24

Band B (2001-4000) £45 £60 £90 £120

Band C (4001-6000) £50 £75 £100 £150

Band D (over 6000) £55 £85 £110 £170

Note: If only one class of travel is available and that class provides seating in excess of 40” then the
standard (rather than the reduced) rate of APD applies

52. Although the Chicago Convention prevents countries from imposing tax on aviation
fuel, the Exchequer Secretary told us: “We have certainly been pushing as the UK for a
renegotiation of the Chicago Convention, which is plainly anachronistic and prevents the
appropriate taxation of fuel for aviation on a worldwide basis in what is clearly a global
industry.”” We recommend that the Government seek the support of the new US
Administration in promoting reform of the Chicago Convention to allow governments
to impose a tax on international aviation fuel. In the meantime, we note that the Chicago
Convention does not extend to fuel for domestic flights, and that most other European
countries charge Value Added Tax on domestic flights.”* We recommend that the
Treasury introduces both fuel duty and VAT on domestic flights, to encourage modal
shift, especially to rail.

Motoring

53. Since 1998 the number of road vehicles has risen steadily, with CO, emissions also
rising (but much less sharply); yet since 2001 tax revenue from road vehicles has fallen in
real terms (see Chart 3). Indeed, the 2008 Budget stated: “By 2010-11, main fuel duty rates

will remain at least 11 per cent lower in real terms than they were in 1999”.7>

73 Q135
74 Qq42 & 46
75 HM Treasury, Budget 2008, HC 388, para 6.30
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Chart 3: Changes in road vehicle numbers, road vehicle CO2 emissions and tax receipts from road
vehicles in real terms, 1998 to 2006
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Source: Tax receipts from road vehicles based on figures of revenue from duty on unleaded petrol, leaded
petrol/LPR, ultra low sulphur petrol, diesel, ultra low sulphur diesel, a corresponding proportion of VAT on duty,
and Vehicle Excise Duty, from UK Environmental Accounts Autumn 2008, Office or National Statistics. CO:
emissions from Defra, Estimated emissions by source, IPCC categories, 1970-2006: carbon dioxide, methane and
nitrous oxide (http://lwww.defra.gov.uk/environment/statistics/globatmos/download/xIs/gatb04.xls). Road vehicle
numbers is taken from Vehicle Licensing Statistics 2007
(http:/lwww.dft.gov.uk/172974/173025/221412/221552/228038/367311/datatables2007.xls

Note: Income from environmental taxes has been revalorised into 2007-08 equivalents using the Treasury’s GDP
Deflators: http://www.hm-treasury.gov.uk/Economic_Data_and_Tools/GDP_Deflators/data_gdp_index.cfm

54. The 2008 Budget announced a major reform of Vehicle Excise Duty (VED), with new
first-year rates (designed to influence purchasing decisions, akin to a ‘showroom tax’), and
an introduction of several new bands, that would apply to cars already on the road (which
had been purchased after March 2001)—in some cases introducing fairly significant rises
in annual road tax for cars that had already been purchased. The 2008 Pre-Budget Report
confirmed the introduction of the new bands in 2009. However, it also announced:

... that to reduce pressures on motorists during the current economic downturn,
there will be no significant rate changes until 2010, and no driver in any given band
will pay more than £30 more in that year. [...] As a result of these reforms to
graduated VED, no driver in any given band will pay more than £5 extra in 2009. In
2010-11, when more significant rate changes are introduced, a majority of drivers
will either pay less or the same as in 2009.7°

55. While we welcome the fact that the Treasury has retained plans to introduce a new
first-year system of Vehicle Excise Duty charges, we are concerned that in the current
economic circumstances the Treasury may postpone their implementation. We urge the
Treasury to stick to its plans to introduce first year rates of VED in 2010-11, even if the

76 Cm 7484, pp 134-5



28 Environmental Audit Committee

economy continues in recession, and recommend that it should review the proposed
increases in the standard rate for 2010-11 to assess whether they are sufficient to
encourage people to purchase more fuel efficient vehicles.

56. Our biggest concern, however, relates to the Treasury’s lack of a clear policy on how to
reduce emissions from the second hand car market, given the decision to reduce the VED
charged on higher emitting vehicles registered since 2001. We have previously
recommended that the Treasury examine the merits and practicalities of introducing a ‘car
scrappage’ scheme, such as has been introduced in France and proposed in Germany; this
would pay people to trade in their existing, older cars, for newer, more efficient models.””
The Treasury previously told us that they had no plans to introduce such a scheme, but
that they were keeping the proposal under review.”® We note that such a scheme has the
potential both to combat emissions and to provide a stimulus to the beleaguered motor
manufacturing industry in the UK. However, when we asked the Exchequer Secretary
about the review process we were surprised by her claim that, according to the Department
for Transport’s initial analysis, the environmental costs of a car scrappage scheme would
“outweigh the benefits even when the replacement vehicle has better than average fuel
efficiency”.”” We recommend the Treasury set out the calculations which lead to its
conclusion that under a ‘car scrappage’ scheme, the environmental costs of buying a
new car would outweigh the benefits of trading an old vehicle for a more efficient
model.

57. The 2008 Budget announced that the already postponed 2008-09 increase in fuel duty
of 2 pence per litre would occur from 1 October 2008,* but in the event this was once more
postponed. When the 2008 Pre-Budget Report announced that it would finally be
implemented, from 1 December 2008, it went on to say: “However, as a result of the 2.5 per
cent cut in VAT this December, the cost of petrol and diesel will fall for private motorists
who should see no increase in the price they pay at the pump this year from this
measure”.® If the Government is serious about reducing CO, emissions from private
motorists it will need to increase prices at the pump, where people most regularly
experience the cost of motoring. Were the Treasury to do this, it would be important that
some portion of the revenue was seen to be used for the benefit of the environment, to help
make such increases politically more acceptable. We recommend that the Treasury looks
again at linking an element of fuel duty revenues to increased funding for public
transport and the development of alternative technologies, such as electric cars, in
order to develop public support for more consistent use of fuel duty as an
environmental tax.

77 Environmental Audit Committee, Tenth Report of Session 2007-08, Vehicle Excise Duty as an environmental tax, HC
907, para 38

78 Environmental Audit Committee, First Special Report of Session 2008-09, Vehicle Excise Duty as an environmental
tax: Government Response to the Committee’s Tenth Report of Session 2007-08, HC 72, p 6

79 Ev47
80 HM Treasury, Budget 2008, HC 388, para 6.30
81 Cm 7484, para 7.39
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Other environmental taxes

58. The 2008 Budget announced that Climate Change Levy rates will be raised in line with
inflation from 1 April 2009 and the 2008 Pre-Budget Report announced that Government
will shortly consult on the form and content of new Climate Change Agreements (these
complement the Climate Change Levy by allowing energy intensive industries to pay a
reduced rate of the levy in return for making improvements in the efficiency of their energy
usage). The 2007 Pre-Budget Report had already announced that the Government intends
to extend the Climate Change Agreement scheme until 2017, subject to state aid approval.
The Committee welcomes these announcements, along with the increase in Landfill Tax by
£8 per tonne each year at least until 2010-11, and the increase in Aggregates Levy from
£1.95 per tonne to £2.00 per tonne from 1 April 2009, announced in the 2008 Budget. But
we note that in the past, rates for these taxes have been frozen or subject to below-inflation
increases; and we may decide to look at these taxes in more detail in the future.

Conclusion

59. The Government must continue with a programme of environmental regulations,
taxes, and investments, in order to show businesses and individuals that its environmental
objectives will not be blown off course by the recession. The backtracking on reforms to
Air Passenger Duty and Vehicle Excise Duty are moves in the wrong direction. They
suggest that the Government might respond to the recession by unpicking other elements
of its environmental tax and regulation programme. This could increase uncertainty for
business, leading to higher risk premiums for taking action, and a resulting lack of
investment in the technologies that contribute to the transition to a low carbon economy.
If the Treasury shows such weakness, then businesses and individuals will be much less
inclined to play their part.

60. This year, for the first time, the Government will alongside the Budget publish its
response to the Committee on Climate Change, and the UK’s first carbon budget. This
places even greater emphasis on the environmental content of the Budget Report. The
purpose of the Climate Change Act was to put UK climate change policy on a long-term
basis, in which short-term policy options would be assessed against their ability to reduce
damage to the climate. The 2009 Budget is a test of the Government’s commitment, in
difficult economic times, to its climate change policy. It requires consistency and
boldness of purpose; the Pre-Budget Report 2008 does not reassure us that this is in
place. We hope the Budget itself will.
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Conclusions and recommendations

Green fiscal stimulus

1.

The fiscal stimulus measures intended to pull the economy out of recession represent
an invaluable opportunity decisively to transform the UK into a low carbon
economy. A programme of investments in low carbon industries would help build a
modern and sustainable economy, securing Britain’s competitiveness and future
prosperity in the new global economy that will emerge from this crisis. It is
imperative that the Government grasps this opportunity in the forthcoming Budget.
(Paragraph 8)

We welcome the £535m green fiscal stimulus announced in the Pre-Budget Report
but are concerned that while it may assist economic recovery in the short term, in the
longer term it will have very little additional impact on carbon budgets as little of the
spending is new. The new money which is being applied as part of the overall fiscal
stimulus could have been much better targeted at bringing environmental gains that
would not otherwise have been made, especially by cutting emissions of greenhouse
gases. (Paragraph 17)

We recommend that the Treasury should adopt a target on the proportion of the
UK’s GDP which should be spent on green stimulus in this and future spending
rounds. (Paragraph 18)

We recommend that the Treasury set out how the investment in new railway rolling
stock will encourage modal shift away from journeys by car and plane and what
impact it is expected to have. The Treasury should also explain how far
environmental considerations will influence this procurement, given that some
designs might be more energy efficient than others. (Paragraph 19)

We recommend that the Government increase the scale and speed of its
programmes to improve the energy efficiency of existing buildings, and make this
the UK’s number one priority for green fiscal stimulus. (Paragraph 21)

We recommend that the Treasury publish an assessment of the net impact of its
fiscal stimulus package (to date, and continuing as further measures are announced)
on the environment, in particular carbon emissions, so that it is possible to see not
only the net overall impact but whether each element is making a positive or negative
contribution. The Treasury must make clear what percentage of the entire stimulus
package in the PBR is directed towards green objectives. (Paragraph 22)

We recommend that the Government make clear what the £250m for low carbon
cars will be spent on, and when it will be spent. (Paragraph 24)

We recommend that the Treasury increase funding to transport measures that
might be labour-intensive, relatively fast to implement, lighter in use of raw materials
and fossil fuels, and effective in cutting emissions—such as ‘Smarter Choices’
measures, road maintenance, and other projects that could be swiftly progressed.
(Paragraph 25)
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We recommend that the Treasury provide details of the environmental conditions
attaching to the £2.3 billion loans package offered to car manufacturers. (Paragraph
26)

We would like to see a more strategic approach towards funding the transition to a
low carbon economy. The Budget in April 2009 will be the ideal opportunity to set
out such an approach alongside the carbon budgets; and we look forward to a much
bigger and coherent package of green fiscal stimulus in the Budget, to be followed by
consistently higher spending in areas designed to accelerate rapidly the UK’s
transition to a low carbon economy. (Paragraph 29)

We recommend that, alongside the Budget, the Treasury publishes a comparison of
UK Government spending on a low carbon economy with that of other G20 nations.
(Paragraph 30)

The Government now has a controlling interest in a number of banks. We
recommend that the Treasury examine and report on how some form of
environmental criteria for the investment strategies pursued by these banks might be
imposed, and what impacts this might have on UK sustainable development
objectives. (Paragraph 33)

We recommend the Treasury, working together with the Department of Energy and
Climate Change, examine the risks to the UK’s climate change and renewable energy
targets from the shortage of capital for investment in low carbon infrastructure, and
bring forward proposals for ensuring that low carbon energy projects receive the
finance they need. (Paragraph 35)

We recommend that the Government ensures that the clear evidence that
investment in low carbon industries will lead to net job creation is reflected in UK
industrial policy. (Paragraph 38)

We recommend that when the SDC publishes its report ‘Redefining Prosperity’, the
Treasury should publish a detailed response to it. (Paragraph 39)

Green taxation

16.

17.

18.

19.

We recommend that the Treasury publishes with the Budget its assessment of how
the tax changes announced in the Pre-Budget Report help to shift the burden of
taxation from ‘goods’ to ‘bads’. This assessment should quantify the expected
changes to environmental tax receipts, as defined by the Office of National Statistics,
in terms of their proportion both of total tax receipts and of GDP. (Paragraph 44)

We also recommend that the Treasury confirm whether its definition of an
environmental tax is one in which the revenues are explicitly hypothecated to
environmental ends. (Paragraph 44)

We recommend that the Treasury reinstates its plan to reform Air Passenger Duty
into a per plane tax. (Paragraph 49)

We welcome the Treasury’s introduction of the link in the Air Passenger Duty
regime between distance travelled and tax payable (Paragraph 50)
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20.

21.

22,

23.

24.

25.

26.

We recommend that the Treasury publish an explanation of why it believes the APD
charges announced in the PBR will discourage unnecessary air travel. (Paragraph
51)

We recommend that the Government seek the support of the new US
Administration in promoting reform of the Chicago Convention to allow
governments to impose a tax on international aviation fuel. (Paragraph 52)

We recommend that the Treasury introduces both fuel duty and VAT on domestic
flights, to encourage modal shift, especially to rail. (Paragraph 52)

We urge the Treasury to stick to its plans to introduce first year rates of VED in
2010-11, even if the economy continues in recession, and recommend that it should
review the proposed increases in the standard rate for 2010-11 to assess whether they
are sufficient to encourage people to purchase more fuel efficient vehicles.
(Paragraph 55)

We recommend the Treasury set out the calculations which lead to its conclusion
that under a ‘car scrappage’ scheme, the environmental costs of buying a new car
would outweigh the benefits of trading an old vehicle for a more efficient model.
(Paragraph 56)

We recommend that the Treasury looks again at linking an element of fuel duty
revenues to increased funding for public transport and the development of
alternative technologies, such as electric cars, in order to develop public support for
more consistent use of fuel duty as an environmental tax. (Paragraph 57)

The 2009 Budget is a test of the Government’s commitment, in difficult economic
times, to its climate change policy. It requires consistency and boldness of purpose;
the Pre-Budget Report 2008 does not reassure us that this is in place. We hope the
Budget itself will. (Paragraph 60)
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Ordered, That the draft Report be read a second time, paragraph by paragraph.
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Resolved, That the Report be the Third Report of the Committee to the House.

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

Written evidence was ordered to be reported to the House for printing with the Report.

Ordered, That embargoed copies of the Report be made available, in accordance with the provisions
of Standing Order No. 134.

[Adjourned till Tuesday 17 March at 09.45am
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Q139 Chairman: Go on, do it?
Angela Eagle: It might get me into some diYculties.

Q140 Chairman: Not with the Committee.

Angela Eagle: Not with the Committee, no, that is
true. | think that we have demonstrated in the way
we have restructured VED in both of those ways that
we wish people to take account of the emissions of
the cars they may buy, so that we wish people to buy
more fuel-eYcient, lower emitting cars. Despite
staggering these changes over a longer period of
time, of which | know the Committee will
disapprove, all 1 would say in mitigation to you is
that we have kept the structure.

Q141 Chairman: A majority of the Committee
warmly welcomed the fact that the budget last year
recognised that most car purchases are actually not
new cars but second-hand cars. What those
proposals do is quote real incentives for people to
choose more fuel-eYcient models within any
particular category. Given that that has now been
substantially taken back and largely removed from
the proposals, what do you think is going to
encourage the purchaser of a second-hand car now
to choose a fuel-eYcient model?

Angela Eagle: | think that is slightly unfair. We will
still move to the 14 new bands® and, over time, that
will create a circumstance to make bigger diVerences
between those bands with more advance notice, so
that we do not get into the circumstances that we
were in. | thought at one stage last year that the
Committee were probably the only friends | had in
the world. | now see that I have alienated you, too.
This is just the way things go. The important thing
is that we have kept the environmental-based
structures of these taxes and we will have an
instrument going forward to ensure that we can
signal to those in the second-hand market, with
plenty of advance notice, as well as those buying new
cars that we really do want you to think about the
emissions of the cars that you put on the road.

Q142 Chairman: It sounds a bit as though you are
hoping for the emergence of a bolder and greener
government after the inconvenient matter of a
general election has taken place.

Angela Eagle: That would be putting terrible words
in my mouth and | could not disagree with you more
from that point of view, Mr Chairman. | think you
also need to remember that in parallel, as you know,
to this process of changing the VED structures, we
are also in a circumstance where EU regulations will
mandate, over time, the continuing improvement of
the emissions of cars. | know that you will have read
in great detail the King Report that came out with
the budget last year, which also maps out the likely
approach that we can take to encourage the
emergence of entirely new engine technologies. |
hope that, even though you will have noted the
Heathrow decision with disapproval, you will have

8 Note by Witness: There will be 13 new bands, not 14, as
indicated during the evidence session.

noted the £250,000 million of new money allocated
to encourage the emergence in the UK of state-of-
the-art, low emissions technologies for cars.

Q143 Chairman: You mention the EU. Such is the
power of the south German motor industry that
those proposals for mandatory improvements have
again themselves been greatly watered down. Do we
take what you say as an assurance that the British
Government will be fighting very hard within the EU
for much tougher standards to be introduced faster
than the Germans currently want?

Angela Eagle: Clearly in an EU context one has to
get a qualified majority of the Environment Council
to come to an agreement and therefore one has to
build appropriate alliances to do that. You have
rightly noticed that there are various vested interests
around that have an opinion on these things. I think
you will also have noticed that car manufacture is
having to look to government all across the world
for assistance in the current climate. That means that
we can begin to mandate much faster, 1 hope,
technological shifts in this area than perhaps would
have happened naturally and without the
circumstances in which we find ourselves. I am quite
optimistic that we can make good progress in this
area at EU level and also in our home-grown
industry.

Chairman: Certainly this Committee will be
fascinated to see the detail of how the package of
help for the motor industry is actually worked out
because there is clearly an option there to use that to
accelerate a switch to greener vehicles.

Q144 Mr Chaytor: Minister, does the Treasury have
a view on the oil price over the next three years?
Angela Eagle: We do not forecast the oil price. We
look at independent forecasts of the oil price to help
inform our decisions.

Q145 Mr Chaytor: What do these independent
forecasts of oil prices tell you at the moment?
Angela Eagle: We certainly would not have a view
either way on what should be happening to the oil
price. If you are asking me what my view of what the
oil price will be in the next couple of years, | do not
think it is useful for me to speculate.

Q146 Mr Chaytor: Do you accept the view of the
International Energy Agency in their report of late
last year which predicted a major global fossil fuel
price problem in 2012?

Angela Eagle: It is clearly the case that as the global
economy expanded, there were pressures on what is
obviously a finite fuel, and that is why we saw the oil
price spike that caused such hardship in the middle
of last year. It is also clearly sensible that developed
economies should be looking to see how they can
replace those energy supplies as finite fossil fuels
approach the end of their supply. | do not think |
want to go into any greater detail than that.

Q147 Mr Chaytor: Minister, | think we want you to
go into greater detail because that is why you are
here.



Environmental Audit Committee: Evidence Ev 45

3 February 2009

Angela Eagle MP

Angela Eagle: Treasury Ministers pontificating
about the price of oil is not usually a very sensible
place for me to be.

Q148 Mr Chaytor: I am asking you what the
Treasury as an institution thinks about this and does
the Treasury accept that there will come a point in
the not too distant future when we reach what is
commonly called peak oil? Are you preparing for
this and if so, why are you not more up-front about
the evidence of peak oil?

Angela Eagle: I think that there are diVerent views
about when peak oil is going to arrive.

Q149 Mr Chaytor: What is the Treasury’s view
about when it will arrive?

Angela Eagle: The Treasury’s view of when it will
arrive can be shifted by sudden new oil finds that
happen that nobody assumed would happen. It is
also important to realise that there are technologies
which mean that oil that would not have been
extracted in certain circumstances can be economic
to extract if the price goes up. The price spike for
example last year in petrol made a range of deposits
in the North Sea economic to extract. They are now
back to being uneconomic to extract. There is a
circumstance here that responds to price. What is
absolutely the case is that all economies are going to
have to re-engineer and plan for peak oil, as you say,
whenever it arrives, and look to other forms of
energy to bridge the gaps that will be created. That is
why we worked closely with BERR when they were
developing their recent report on the switch to
renewable energy sources. That is why we are
extremely enthusiastic about some of the very
innovative work that is being done developing wave
power. That is why we wish to see those kinds of new
technologies, first of all the science done and
brought to demonstration, and hopefully then
exploited as viable and economic sources of energy
in the future.

Q150 Mr Chaytor: In terms of the public rhetoric of
the Treasury and the way the Treasury tends to
project policies to the general public in budgets and
pre-budget reports, is it not true to say that there is
still an assumption that cheap energy will stay
forever and that cheap energy should be the goal of
public policy? Indeed, this is what you have down
with the fuel duty issue in the Pre-Budget Report
because the VAT cut will make a nil eVect and you
have projected that as something positive. Is there
not a problem for the Treasury in the fact that you
are not prepared to engage the public as a whole in
the reality of rising fossil fuel prices?

Angela Eagle: The important thing that the Treasury
needs to do is ensure that there is a diversified
enough energy supply going forward to make it
possible for our economy to work and develop. |
think we have been neutral about whether that was
fossil fuels or any other kind of energy but clearly,
given the challenges that we are facing with respect
to climate change, we need to develop energy
generation in places that would, in the past, have
been regarded as economically ineYcient because

they were too expensive to develop, such as wind and
wave. There will be a range of new issues and
problems that come with having a grid supplied by
that, not least the intermittent nature of that kind of
energy supply. There is a range of issues about that,
that the Treasury is very engaged with. Clearly, if
fossil fuels are used, we have to mitigate the climate
change eVects, the carbon emissions eVects, of that,
which is why we made the announcements we made
on carbon capture and storage.

Q151 Mr Chaytor: If I can bring you back to fuel
duty policy, the budget last year in the commentary
is claiming as a virtue that by 2010-11 fuel duty rates
will still be 11% lower than they were in 1999. If the
Government wants to embark on a Dutch auction of
the fuel duty with the Opposition, that is not
consistent with a policy that is trying to inform the
public about the imminence of a fossil fuel crisis, is
it?

Angela Eagle: I do not think it is the Treasury’s role
to inform the public about the imminence of the
fossil fuel crisis. | think we have a general issue to
debate these things in democracies. We also have to
ensure that in our taxation policy we do not get to
the stage where we prevent people, via the costs of
travel, being able to get to work and perform as
economic actors. | think it is always a balance. We
try to put forward these observations in a neutral
way. | would not say that we were boasting about the
cost of fuel being 11% cheaper in real terms. I think
on those kinds of figures, you also have to remember
that because engines are more eYcient, people will
travel far more miles with the fuel that they put in
their car than they used to. There are gains in
eYciency as well as changes in price that are
accounted for in some of those calculations.

Q152 Mr Chaytor: Can | come back to the
Treasury’s role as an institution. We are now told
that nobody in the Treasury could have foreseen the
impact of weak regulation of the financial services
industry and no-one in the Treasury foresaw the
impact of the American sub-prime crisis on the
British economy. Is there not a danger that because
the Treasury has not grappled more with issues of
peak oil, we might get to 2012, find ourselves in this
oil and gas price crisis that the IEA predicted, and
the Treasury deciding that it did not see it coming?
Angela Eagle: 1 do not think we have a crystal ball
and | do not think our role is to produce reports
about what might happen. We have structures where
we look at threats to stability. We have structures
where we look at the way that the economy can
demonstrate resilience in particular scenarios, but
we do not see itas our role, | do not think, other than
looking at academic treatises and analyses of the
kind that you have quoted, to take account of that
in our policy making but not to have some kind of
national running commentary about it in our
budget reports.

Q153 Mr Chaytor: Minister, would you accept that
this may well be part of a major problem for
government and the country because, in terms of
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influencing the perceptions of business, for example
the Stern Report was very powerful in winning the
economic argument, but in terms of influencing the
perception of 20 million motorists or 15 million
tabloid newspaper readers, then there has been a
complete absence of success? This is a problem for
government and you and the Treasury are part of
this. The question is: should the Treasury not be
more proactive in triggering a national debate, not
only about climate change but also about the
evidence of peak oil?

Angela Eagle: There may well be people in the
Treasury who think an expansion of our already
broad remit would be a desirable thing. 1 am
certainly happy to take it away and think about it.
We do a lot of this kind of work in the conferences
we have, in the reports that we produce, and you
have mentioned the Stern Report as one example of
that. But | am not sure it is the role of the Treasury
alone to analyse this and have a debate with the 15
million readers of tabloid newspapers. That is
something that the whole of our political structure
needs to do. I am not sure it is particularly a
Treasury core function.

Q154 Mr Chaytor: Would you accept that if it is the
responsibility of the whole of the political structure,
then their eVorts so far have been a complete failure?
Angela Eagle: I think that we have to have a far more
grown up, sensible discourse in our political
structures about some of the major structural
challenges that we will face in the future than
perhaps we have managed in the past. I like to think
that rather dry technical economic treatises like the
Stern Report inform that but the way that it then
gets out and diVused into the debates that we have
inwider society is not only a matter for the Treasury;
it is a matter for the whole of our civil society.

Q155 Mark Lazarowicz: | have one very specific
guestion. Some groups have suggested that the
financial support given by the Treasury to banks,
particularly in terms of taking equity holdings,
should be linked in some way to encouraging a
sustainable approach by those banks to the way they

provide support for business members, encouraging
a more sustainable business rather than a carbon-
intensive business. What is your view on that
suggestion?

Angela Eagle: We took the action we did first of all
to stabilise the banks to prevent them from
collapsing. We have taken subsequent action to try
to unfreeze the credit markets and ensure that credit
flows to business that needs it. I think it would have
been quite diYcult to say, “But we only want credit
to flow to businesses that we approve of” in that
sense. We know that part of the results of the work
we have done in trying to unfreeze credit will be to
support those businesses, but I am not sure that we
could have got ourselves into a circumstance where
we were somehow saying to banks, “But you cannot
lend to those that are not green enough”.

Q156 Mark Lazarowicz: I do not think we are saying
that you should give that kind of specific direction
but can you not, for example, say to the people who
are UK FI appointed to look at a bank’s board that
one of your objectives should be to try to ensure as
far as possible a green approach to the investment
policies of a bank? Is that not quite sensible, given
the long-term trends in the economy?

Angela Eagle: Once we have got ourselves into a
position where we have stabilised the banks and got
lending working again, we will be in a position to
look to see during our stewardship of these
institutions whether there are any other parameters
that we might wish to put before them. I think at the
moment the important thing is that we end up with
a financial system where credit is flowing again, and
that is the overriding aim of the work we have done.
I am not saying absolutely not in the future but at the
moment we have to be able to ensure that credit
begins to flow again to all business so that we can try
to deal with and mitigate some of the eVects on the
real economy that have been caused by the global
credit crunch.

Chairman: Thank you very much indeed, Minister.
We have covered a reasonable amount of ground
this morning and we are very grateful to you for
coming.

Supplementary memorandum submitted by Angela Eagle MP, Exchequer Secretary, HM Treasury

Annex

1. The Committee asked (Q56) whether the Treasury, in calculating the economic benefit of APD receipts in
the Impact Assessment accompanying the decision on the adding capacity at Heathrow airport, took into
account the extent to which the APD would be paid by British taxpayers

The Impact Assessment which accompanies the Secretary of State for Transport’s 15 January decision on
adding capacity at Heathrow was conducted by the Department for Transport, in line with best practice set
out in HM Treasury’s “Green Book: Appraisal and Evaluation in Central Government”. The Department’s
approach to valuing benefits from additional capacity is set out in “Adding Capacity at Heathrow Airport—

Impact Assessment”. This is available at:

http://www.dft.gov.uk/pgr/aviation/heathrowconsultations/heathrowdecision/impactassessment/
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Paragraphs C17-G19, page 108 of the Impact Assessment explain the treatment of APD revenue. The
Department counts the change in APD revenue that additional capacity brings through additional non-
transfer passengers. This revenue accrues to government, but it is a benefit to society, to be passed on
through lower taxation or increased spending in other sectors. This approach has been cleared with the Peer
Reviewer, Michael Spackman from NERA Economic Consultancy (whose report is also available at the
website above), and HM Treasury.

The total APD revenue derived from additional capacity, when applied at the national level is estimated
at £3.74 billion. Of this, £3.45 billion (92%) is estimated to be paid by UK residents.

2. The Committee asked (Q57) how many of the projected additional passengers resulting from a third runway
will be transit passengers, and will therefore not pay APD

Additional capacity at Heathrow would lead to 21 million more passengers nationally by 2030, of which
8.1 million (38%) would be transferring between international flights—therefore neither commencing nor
ending their journey in the UK.

For Heathrow only, additional capacity would lead to about 44.4 million more passengers, of which 11.5
million (26%) would be transferring between international flights at the airport—therefore neither
commencing nor ending their journey at Heathrow.

Further information on passenger demand forecasts are set out in “UK Air Passenger Demand and CO2
Forecasts (2009)”. This is available at: http://www.dft.gov.uk/pgr/aviation/atf/co2forecasts09/

Further to the comments | made when | appeared before the Committee, | am now able to oVer some
further detail of the Government’s treatment of international to international transfer passengers.

The Government’s approach to measuring benefits is set out in the Heathrow Impact Assessment,
available at the link above. Paragraph 1.5, page 11 explains the scope of benefits covered in the Impact
Assessment.

The Impact Assessment restricts itself to impacts that fall within the physical geography of the United
Kingdom, except where those impacts form part of the UK’s international responsibilities. For this reason
the Department excludes benefits accruing to international-to-international transfer passengers as their
benefits occur outside the physical geography of the United Kingdom.

However, the monetized benefits partly reflect the benefits international to international transfer
passengers convey on other passengers through increasing the viability of a wider route network and more
frequent flights ie that demand from international-to-international transfer passengers increases the number
of destinations served from Heathrow and greater frequencies, and which are therefore available as direct
destinations for passengers from within the UK.

In addition, the Department does take into account the additional climate change and local
environmental emissions resulting from departing international-to-international transfer passengers as well
as all other passengers. This is consistent with best practice.]

3. The committee asked (Q101) how the Government is assessing the merits of a proposed “car scrappage”
scheme, similar to the one that currently exists in France, and that which has been proposed in Germany?

The Government is aware that versions of such schemes have been introduced in other countries.

Environmental benefits

— The Government understands that in theory scrappage could help promote the purchase of lower-
emitting cars—but there are questions over how eVective this would be in practice.

— Itisimportant to balance out the environmental benefit of encouraging the purchase of new, low-
emitting cars versus the environmental and economic cost associated with the act of scrapping
vehicles.

— DfT analysis is underway to analyse the costs and carbon abatement potential of diVerent
scrappage options. Initial analysis demonstrates that the costs outweigh the benefits even when the
replacement vehicle has better than average fuel eYciency.

Value for money of scrappage

— The value for money of the French and German schemes is questionable. The French originally
said that the scheme would pay for itself—costs have in fact increased from f40 million to over
{200 million per year. The German scheme is expected to cost around f 1.5 billion and will run
until 2009.
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— Those who are able to purchase new cars, after scrapping an old car, may have planned to do so
anyway. A scrappage scheme is likely to have a large deadweight cost.

— At the present time the Government is focusing its eVorts on measures where we can be more sure
of targeting the production and sail of low emitting vehicles, for example by developing the VED
system and providing loan support to manufacturers.

4. The committee asked (Q102) what assessment the Treasury has made of the net impact on carbon emissions
of the whole fiscal stimulus package

Overall

The capital spending element of the green stimulus consists of planned expenditure brought forward from
2010-11 into 2008-09 and 2009-10. We have not therefore made a detailed assessment of the emissions
savings which will result. However, the Department of Energy and Climate Change’s updated energy and
carbon emission projections, published in November 2008, provide a breakdown of the emissions savings
expected from announced Government policy.

£100 million additional resources for Warm Front

As part of the fiscal stimulus an additional £100 million was allocated to the Warm Front scheme over
2008-09 and 2009-10. Assuming similar outcomes to those delivered under the current scheme, this should
deliver emissions reductions of approximately 66,000 tonnes CO, per year for the lifetime of the measures
installed.

Support for automotive industry

New green investment is vital to ensure that the automotive industry emerges from the current downturn
with the skills and technology base needed to be competitive in the global automotive market. The detail of
the scheme will need to be agreed with the European Commission, and once underway the Government will
consider applications on a case-by-case basis. Therein, assessments will be possible on the impact of the
scheme in delivering a greener automotive industry. The Government is committed to ensuring that
anything backed by the scheme:

— OVers value for taxpayer’s money.
— Delivers innovation in environmental processes or technologies for the long-term.
— Supports jobs, skills and R&D in Britain.

Ultra low carbon vehicles

It is imperative that the Government considers rigorously all options for encouraging the development
and use of ultra low carbon vehicles, and in this context HM Treasury is working closely with DfT to
increase the take up of ultra low carbon vehicles. DfT are analysing the various options for an eVective
scheme design to use this increase in funding as eVectively as possible.

More details of this should be available at Budget and will include initial analysis of the likely take-up
trajectory of these vehicles, enabling us to begin calculating the exact carbon abatement potential.

5. The committee asked (Q108) how the Government is making sure that the obligations on energy companies
are not pushing people into fuel poverty

Great Britain’s six largest energy suppliers have agreed with the Government to increase their collective
annual spend on social assistance to £150 million by 2011.

Any impact on overall energy prices of the provision of such assistance will be very substantially less
significant than general energy price movements. Retail gas and electricity prices increased in 2008 in
response to very significant rises in wholesale prices. Wholesale gas and electricity prices have now fallen by
about 40% from their peaks. The Government wants the benefits of any falls in international and wholesale
energy costs to feed through fairly to individuals who have to pay their bills, and as a boost to the economy
as whole. Energy companies are now starting to reduce prices. The Chancellor and the Secretary of State
for Energy and Climate Change have also asked Ofgem to publish quarterly reports on wholesale and retail
prices. This will deliver greater transparency over future price changes.
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