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Harmonisation of
EU renewable

energy policies
- The case of biomethane

Knowledge need

An important knowledge need for climate
stakeholders in Europe is the harmonisation
of different support systems for renewable
energy, both within Member States and
across the EU. Harmonising the institutional
framework should help to reduce the overall
costs of achieving renewable energy and
climate targets, as the current non-
harmonised framework leads to inefficient or
suboptimal investment allocations, subsidy
competition, as well as an inefficient
distribution of costs among end users.
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Summary

Harmonising renewable energy policies
across Europe should help to reduce the
costs of achieving climate and energy
targets. This note sets out the impacts of
policy harmonisation processes, including
improved international competition, and
distributional and transitional impacts. It
concludes that policy harmonisation should
go beyond simple alignment of renewable
energy support schemes across countries.
Instead, a comprehensive harmonisation
strategy is needed, that considers the
entire spectrum of policy instruments.
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Fragmented policy framework

Many EU Member States use different feed-in premium (FIP)
and tariff (FIT) schemes to support renewable energy
production, with at least 24 Member States having implemented
some sort of feed-in support system, and at least 6 countries
also using a quota obligation system. Maintaining this patchwork
of national policy frameworks (see Figure 1) is at odds with the
general principles of a competitive internal energy market,
where a level playing field is needed. Given that in the current
situation there is a great risk of inefficient spending of public
resources (e.g. in the form of subsidy competition), ‘institutional
convergence’, or the harmonisation of policies, such as state aid
rules, direct support schemes and auxiliary regulations
regarding grid connection and permitting should be considered.
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Figure 1. Support schemes for renewable energy in the European Union.
See also the overview article on Renewable Energy Support Policies in
Europe on ClimatePolicyInfoHub.eu.

Impacts of policy convergence

In the ambition towards a more competitive and efficient
internal energy market, institutional convergence is likely to
have positive impacts on market competition and efficiency.
However in the process also negative side-effects can occur.
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Three main impact categories are identified: improved
international competition (the primary objective of
institutional convergence), distributional impacts
(effects of redistribution of tasks, responsibilities,
receipts, costs, funds, etc.) and transitional impacts
(specific effects during the shift from one regime to
another).

Improved international competition

National differences in taxation and subsidy policies
can result in unfair competition and inefficient public
spending. In addition, there can be competition
between renewables in different countries based on
non-financial institutional factors, driven by (often
subtle) differences in regulations, permitting, norms
and standards. Such differences can eventually be a
source of market distortions. As a result, there will be
an increasing need to harmonise and streamline
institutional frameworks.

Institutional convergence is not a simple process of
each EU Member State adopting exactly the same
feed-in regime for renewable energy, but also requires
a minimum level of convergence of for example the
grid connection regimes, and applicable norms and
standards, etc. Any institutional convergence strategy
should apply a holistic approach and not ‘simply’ pick
individual instruments and consider them in isolation.

Distributional impacts

In addition to the improved market efficiency,
institutional convergence will have distributional
impacts, in the form of redistribution of receipts, costs,
funds, tasks and responsibilities. As institutions
change, also certain stakeholders are directly and
indirectly affected, either positively or negatively. For
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Transition phase

instance, stakeholders are not only affected by the
level of feed-in support, but also by basic scheme
design features. To illustrate, the Dutch FIP scheme is
financed from the national budget via an additional tax
for gas and electricity users, and the German FIT is
financed through a surcharge only on electricity
consumption. On top of that, the levels of these
‘surcharges’ are different per type of energy user.
Institutional convergence can result in distributional
impacts in those countries which are adjusting their
policies to a more harmonised EU framework. This can
significantly alter the project risk profiles, investment
decisions and competition.

Transitional impacts

During the transitional phase the switch from one
(*old") regime to another (‘new’) occurs. In general, any
institutional change affects the existing rights (or
‘vested interests’) that stakeholders have under the
‘old’ regime. The key question is: how would a regime
change affect the different stakeholder groups, both
those subject to the ‘old’ regime and ‘new’ regime?

Figure 2 below gives a visual representation of the
situation during the transition phase, in which different
stakeholders in one country (‘country Y’) are subject to
different policies

From the perspective of institutional convergence, one
could consider one of the following transition
strategies:
= Shock transition: in a quick transition the ‘losers’
of the regime change could obtain a one-off
compensation. A shock transition requires a fast,
coordinated and comprehensive institutional
reform.
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Figure 2. Convergence scenario whereby 'country Y’ takes over the policy framework of ‘country X'. During a transition phase,
the old policies are still applicable to existing facilities, while new facilities are already subject to the new (harmonised) policies.



= Gradual transition: the ‘old regime’ is slowly
phased out, and no compensatory measures are
taken. In the case of institutional convergence,
the institutional regimes of two or more countries
will converge step by step following a strategy

A gradual transition takes a significant time. For
example, in Germany the transition phase would last
at least 20 years, as biomethane facilities under the
‘old’ regime receive the EEGFIT for this duration.

During a transition, the costs linked to monitoring and
operating different policy instruments are likely to
increase. However, the potential costs related to
competitive distortions could be even higher, and
therefore a transition may be worthwhile.

The case of biomethane

Specifically in the field of biomethane, and in this
example of the Netherlands and Germany, it is clear
that policy convergence is not only a matter of
harmonising feed-in support schemes, as a wide range
of differences exists between policy regimes.

In the Netherlands, biomethane is supported through
the SDE+ FIP scheme, while German biomethane is
supported by the EEG FIT. The Dutch scheme directly
subsidises renewable gas, while in Germany only
renewable electricity is supported. Biomethane
producers thus only benefit from the FIT if they supply
to cogeneration plants that receive the EEG tariff.
Other key differences between the feed-in schemes
include the way of financing (through tax revenues in
the Netherlands, through a surcharge on electricity
consumption in Germany) and the duration of support
(12 years in the Netherlands, 20 years in Germany).

With regard to the grid connection, key differences
include the division of investment and maintenance
costs (to be paid by the producer in the Netherlands,
while to a large extent paid by network operators in
Germany) and the balancing regime (1 hour in the
Netherlands, versus 1 year in Germany).

In addition, there are also significantly different policies
with regard to for example the gas quality
requirements, lists of biomass types eligible for (co-)
digestion, options for and support for use of
biomethane in the transport sector, possibilities for
trading of Guarantee of Origin certificates, etc.

A harmonisation of support schemes without
consideration of supporting policies will lead to
incoherent  policy frameworks, and therefore

undesirable and unexpected outcomes, rather than an
EU level playing field.
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Policy implications

The further integration of the EU’s markets for
(renewable) energy can greatly benefit from ongoing
policy harmonisation or convergence. Nevertheless,
policymakers at EU level and in the Member States are
advised to develop a comprehensive policy
convergence strategy that considers the entire relevant
spectrum of policy instruments (e.g. production
support, fiscal incentives, permitting standards, norms
and grid access/connection regimes), rather than a
‘simple” harmonisation of individual policy instruments,
such as feed-in schemes. The case of biomethane
gives an example of this wide range of instruments that
need to be considered.

Any policy convergence strategy should ideally include
an ex-ante assessment regarding the expected costs
and benefits to get a better understanding of to what
level and depth the various policy instruments need to
be harmonised. Special attention needs to be paid to
assessing the aforementioned ‘distributional’ and
‘transitional’ impacts. Such impacts can result in an
increase in socio-economic costs that could offset all
foreseen benefits for the internal market.

Read more

This Briefing Note is based on the

project results of a report under the |nterrec
'Groen Gas — Griines Gas’ programme  egsiad

on biomethane, co-financed through

Interreg IVa Germany-Netherlands.

The final report, A level playing field for the European
biogas and biomethane markets, gives a detailed
overview of issues relevant for renewable energy policy
harmonisation. The report focuses on biomass energy
and specific policies in the Netherlands and Germany,
but the issues are relevant in a broader context.
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