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Differentiated integration in
EU climate policy

Elin Lerum Boasson, Merethe Dotterud Leiren
and Jargen Wettestad

Introduction

The European Union (EU) has identified climate change as one of the greatest global challenges.
In December 2019, the European Commission (hereafter: Commission) therefore launched the
European Green Deal. “This is Europe’s ‘man on the moon’ moment, said Commission President
Ursula von der Leyen, when announcing this ambitious strategy which aims to transform the
EU into a zero-emission society (The Parliament Magazine 2019). The Green Deal addresses
a broad array of environmental issues, putting climate neutrality at the heart of EU policy in
general (Dupont et al. 2020: 1101). Even before the Green Deal was launched, the EU had
more than 40 climate instruments in force, aimed at facilitating Europe-wide climate transitions
(Jordan and Moore forthcoming). They include the EU Emission Trading System (ETS), the
EU Renewable Directive and policy instruments targeting energy efficiency, fuel combustion in
automobiles, and a range of other societal activities. As climate policy touches upon most other
sectors in society, the Green Deal will require actions in all sectors in the EU economy. However,
member-state ambitions in setting climate targets, adopting policies and achieving cuts in carbon
emissions have varied considerably (CAN 2018; Commission 2020).

This is one reason why it is relevant to study differentiated integration in EU climate policy.
Research has shown that the degree of European integration varies across climate issue areas: in
some areas, member states have delegated considerable policy authority to the EU; in other
areas, the member states retain the upper hand (Boasson et al. 2021; Boasson and Wettestad
2013). Member states have implemented EU climate policies in different ways, creating diver-
gence as well as greater coherence (Boasson et al. 2021; Solorio and Jérgens 2017). Furthermore,
member states enjoy significant leeway as regards developing their own climate transition strat-
egiles, although the Commission (2020) has encouraged ‘climate laggards’ to consider additional
measures. Thus, climate policy provides ample examples of differentiated integration, but the
burgeoning literatures on both differentiated integration on the one hand and EU climate policy
on the other do not (yet) speak to one another. With our contribution, we are confident to
contribute to a change: in this chapter, we show how longitudinal studies of climate-policy
development make it possible to capture how differentiated integration, as an uneven and multi-
directional processes, is an important enabler for concerted action in EU climate policy.
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Our conceptual approach to differentiation enables exploration of the varying nature of dif-
ferentiation during the course of a policy cycle. Drawing on the classic concepts put forth by
David Easton, we identify differentiated integration at three specific stages of EU policy devel-
opment: policy output, policy outcome, and policy impact (Easton 1965; Underdal 1992). Policy
output differentiation refers to differentiation as manifested in actual policy decisions: EU Directives
and Regulations. Policy outcome differentiation captures how and to what extent member states
activate the mechanisms and exception formulations in EU law in order to adapt EU policy
to specific domestic circumstances. Policy impact differentiation captures variation in the actual
societal transitions that follow from implementing the EU policy within a given area—more
specifically, whether countries differ as to what extent their actions undermine or underpin the
achievement of EU goals.

Against this background, we ask two interrelated questions: first, how does differentiated
integration play out at different stages of climate-policy processes over time? Second, does such
differentiation impede or facilitate concerted climate action in the EU? We study two key pieces
of legislation within the EU climate-policy framework—the EU ETS and the Renewable
Energy Directive —as regards the degree of differentiated integration. In the ETS, the same
system of rules applies basically to all participants (with several types of differentiation), whereas
the Renewable Energy Directive expects the member states to develop their own targets for
achieving the transformation from fossil fuels to renewables.

Differentiated integration across policy stages

Rather than regarding differentiated integration as an encompassing theory that can explain
how the EU develops and changes over time, we aim at examining how differentiated integra-
tion as a phenomenon manifests itself within a complex, encompassing, and dynamic policy area
(see Leiren 2013, 2015). We focus on what Schimmelfennig et al. (2015) refer to as the ‘vertical’
dimension of differentiated integration and subsequently examine how climate-policy areas have
been integrated at different speeds and reached different levels of centralization over time. We
also pay attention to the geographical (or ‘horizontal’) dimension of differentiation, understood
as divergence as to which states follow differing EU policies. We aim at capturing variations in
differentiated integration across climate issue areas and over time.

As noted, we identify differentiated integration at three distinct stages of EU policy devel-
opment: policy output, policy outcome, and policy impact. We operationalize these concepts by
integrating elements from the literature on differentiated integration. When Easton introduced
these stages, he focused on just one politico-administrative level: we have adjusted them to fit
the EU’s multilevel political system. The EU is dependent on member states implementing its
policies, and member states frequently enjoy considerable leeway in this process.

Differentiated policy outputs concern the features in legislation in EU decisions that allow
for and foster differentiation across member states, such as geographical, temporal, and func-
tional opt-in and opt-out clauses, delegation of target-setting to the member states, and major
exceptions to the main rules. All these elements help to differentiate the importance of EU
steering, giving individual member states significant leeway in determining the importance of’
differing policy elements (Schimmelfennig and Winzen 2019: 1172). Whether a state will use
the freedom to bend the rules, overfulfil, or otherwise reinterpret EU policies depends largely
on policy outcomes and implementation processes at the domestic level.

Differentiated policy outcomes refer to how member states apply the differentiation clauses as
provided for in EU legislation (the policy outputs) and how this variation creates differentiation
across states. It is also connected to the fact that institutions and actors in the member states
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‘refract the same impulse of harmonization’ (Radaelli and Salter 2020: 36). Many factors come
into play here, such as the member states’ policy practices and political systems (Héritier et al.
2001) or whether (and which) policy entrepreneurs succeed in reinterpreting a given EU policy
(Boasson 2015). Many other social, economic, and technical factors may be involved in deter-
mining whether differentiation also characterizes the actual impact of an EU policy.

Differentiated policy impact eventually relates to variation in the EU policy’s actual effect on
the issue it is seeking to influence. Here we focus on its effectiveness, in terms of underpinning
EU-wide efforts to reach the targets set within the policy area in question. Whether differenti-
ation at the output and outcome levels also causes differentiated impact is an empirical question.
Some have argued that there is often a reversed relationship: for instance, flexibility, or legal
differentiation, may be a way to overcome deadlock and enable agreement on an EU-wide
policy (see Kolliker 2006; Holzinger 2011). In such a case, differentiated outputs contribute
to goal attainment for the EU as such. The idea is that the diversity of actors’ interests would
lead to stalemate or the ‘joint decision trap’ (Scharpf 1988) unless differentiation can provide
escape routes. However, differentiation may also have the opposite effect. Alkuin Kolliker (2006)
has investigated the dynamics of flexible European integration across EU policies and member
states, distinguishing between centrifugal and centripetal effects of differentiation which create
dynamics of further integration or disintegration. Such effects may either hinder or enable goal
achievement and create differences in the ability and willingness of member states to work for
the societal changes that the policy was created to achieve.

We regard harmonization as the opposite of differentiation. Hence, differentiation is deemed
low if we find uniformity in policy output, outcome, and impact across member states. However,
harmonization is rarely an aim in itself. Table 21.1 shows how we operationalize the extent
to which policies are differentiated or harmonized at the different policy stages. We view
differentiated integration as a matter of degree rather than dichotomous categories, but for the
purpose of illustration, the extremes are presented in Table 21.1. Concerning policy outputs, dif-
ferentiation is larger the higher the number of opt-out possibilities, exceptions from rules and
the fewer the restrictions on domestic practices that undermine EU policy are. Outcome differ-
entiation is higher, the more countries apply the differentiation elements in the policy output
or depending on how legislation is refracted differently. Lastly, impact differentiation is greater,
the more goal achievement varies across member states: in terms of climate policy, this means
emissions reductions and sectoral effects and transitions.

Evolving differentiation in two key EU climate-policy areas: EU Emission
Trading System (ETS) and renewable energy policy

In the following, we examine how differentiated integration characterizes certain EU climate
policies and how this has changed over time. Our analysis focuses on the existing laws and policy
development in the 1998-2021 period. At the time of writing, both the ETS and the Renewable
Energy Directive are under revision, the aim being to facilitate achieving the more ambitious
objectives of the European Green Deal. At the same time, member states are poised to implement
a range of regulations and directives adopted by the EU in recent years.

The EU Emissions Trading System

The ETS, launched in 2005 as the cornerstone of EU policy to fight global warming, was the
first and remains the most comprehensive greenhouse gas (GHG) emissions trading scheme
in the world (Wettestad and Gulbrandsen 2018). It includes the power and heat generation
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Table 21.1 A dimension of differentiated integration and operationalization of differentiation in the
three policy stages

Harmonized Differentiated
Policy outputs ¢ EU targets are clearly defined and ¢ Member states formulate and set their
legally binding own targets
e Domestic targets are formulated and ¢ Many and significant opt-out
set at the EU level possibilities
* No opt-out possibilities * Many and broad exemptions
* No exceptions e Countries have leeway to introduce
e Clear restrictions on domestic measures that may interfere with EU
practices that undermine EU targets targets
Policy e Few or no member states apply e Many member states apply the
outcomes differentiation clauses. If they do, they  differentiation elements, creating
all apply them in the same way distinctive groups of countries or
* Many or all member states apply no common pattern across
voluntary harmonization elements countries

e Few or no countries apply voluntary
harmonization elements
Policy impact e Countries are rather similar in terms of e Some countries excel in terms of
speed and type of goal achievement what is required by the EU; others lag
behind

Source: Authors’” own compilation.

sectors, energy-intensive industry, and commercial aviation in all the EU member states,
plus Iceland, Liechtenstein, and Norway (as members of the European Economic Area). The
installations regulated by the EU ETS are responsible for some 40 per cent of the EU’s GHG
emissions.

The EU ETS is based on the ‘cap and trade’ principle. The overall volume of CO, emissions
allowed for a multi-year phase by the power plants, factories, and other companies in the sectors
covered by the system is contingent on a cap set by policymakers at the EU level. Within
this cap, companies receive or buy emission allowances which they can trade, if they so wish.
The cap means that the level of emissions reductions is fixed, but the price of emitting is not.
The price depends on the supply (determined by the cap) and the demand for allowances,
which in turn hinges on a multitude of factors ranging from the weather (e.g. mild winters
requiring less heating and hence less emissions from energy), other climate and energy pol-
icies (e.g. requirements that increase the production of renewables and reduce the demand for
allowances), and technological developments (e.g. reduced costs of low-emission technologies
reduce the demand for allowances).

The EU was initially sceptical to emissions trading at the global level, but after this became
an integral part of the Kyoto Protocol in 1997, a small group of policy entrepreneurs in the
Commission managed to effect a policy-turnabout in the EU (on the initiation and evolution
of the ETS, see Skjerseth and Wettestad 2008; Wettestad and Jevnaker 2016, 2019; Jordan and
Moore 2020).As emissions trading in practice until then had been tried out nationally only in the
United States and in a different policy field (air pollution), the EU was entering uncharted regu-
latory territory. Rules and regulations would need to work in a setting consisting of a number of’
sovereign member states with differing energy systems, regulatory cultures, and material wealth.
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EU enlargement to Eastern Europe in 2004 increased this diversity further. Indeed, analysts
dubbed the EU ETS ‘the new grand policy experiment’ (Kruger and Pizer 2004).

The initial EU ETS Directive, adopted in 2003, aimed at installing ETS as the cornerstone
of EU climate and energy policy. The first ETS trading phase from 2005 to 2007 was set up as
a pilot phase. The second phase was the Kyoto Protocol commitment phase, 2008—2012. The
third phase ran from 2013 to 2020; the current (fourth) phase is set to run from 2021 to 2030.

In order to keep the system common and uniform, while accommodating differing conditions
and concerns among industries and member states, many changes have been made to the design of’
the ETS over the years. The result is a complex design aimed at dealing with the many challenges
and complications that have arisen in the context of sovereign and different nation states. The
design of cap-and-trade systems can be broken down into several main components (Wettestad
and Gulbrandsen 2018). We focus on four central components here: (1) the cap (as explained
above) and ambitiousness of the system—important for the development of the carbon price;
(2) the scope and coverage of sectors and gases; (3) how to distribute allowances: the method
of allocation; and (4) mechanisms to control the price, either directly (price floors/ceilings) or
indirectly (regulating the quantity of allowances).

Scrutinizing these components individually, we start with the cap and the ambitiousness of
the system. Here, the trend has gone from significant fragmentation to much greater harmon-
ization (Boasson and Wettestad 2013). As noted, the EU was a frontrunner in developing an
installation-focused international ETS, and uncertainty was high among industries and member
states. A central response was to design an initially decentralized system which gave member
states significant control, by allowing them to set national annual emission budgets (although
in interaction with the Commission). During the pilot phase 2005-2007, the member states
handed out allowances generously, leading to a volatile carbon price which hit rock bottom in
2007.When the rules for the third phase (2013—-2020) were decided on in 2008 (and formalized
in a directive in 2009) as part of the climate and energy package for 2020, significant harmon-
ization was introduced, with a centrally set cap which was also linked to the overall achievement
of the overall 20 per cent reduction goal. For greater regulatory oversight, a Linear Reduction
Factor (LRF) was also introduced from 2013 onwards: the total amount of allowances would be
reduced by 1.74 per cent each year up to 2020 (and beyond).

As to the initial scope, the power sector was a central target group and implementer,
together with several energy-intensive industries such as steel, cement and pulp and paper.
However, important industries like chemicals and aluminium were not included; neither
were such central sectors and emitters as transport and agriculture. Initially, around 40 per
cent of the EU’s CO, emissions were covered. Also, the initial situation involved some output
differentiation in the two initial phases, as states could opt-in or opt-out regarding certain
activities, changing from 2013 on when opt-ins and -outs disappeared, resulting in more of
a common scope.

However, as the energy systems and mixes vary among the member states of the EU/
European Economic Area (EEA), there are differences in how the system affects each country.
Countries with a significant share of coal in their energy mix (whose power production is thus
heavily affected by the carbon price) are likely to feel more ‘affected/exposed’ to the ETS than
those with energy mixes that involve little or no coal or other fossil fuels. However, ‘measuring’
such differing exposure precisely is a tall order.

As to the allocation of allowances, we can note some interesting developments. In the two
first phases, allowances were mainly handed out for free—because this was a largely new and
untested policy instrument and uncertainty was high, but also due to the energy-intensive indus-
tries’ fear of industry relocation and ‘carbon leakage’ These fears arose because the EU was an
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international ETS frontrunner and its main global economic competitors did not have similar
policies in place.

In the 2009 Directive, which set the rules for the 2013—2020 phase, a key change was the
introduction of much more auctioning of power-sector allowances from 2013 onwards. However,
some differentiation was introduced. First, 10 per cent of the allowances to be auctioned were
set aside for ‘solidarity” purposes; second, two further percentages were set aside for countries
with 20 per cent lower emissions than allowed under the Kyoto Protocol. In practice, this
output differentiation benefited mainly the Eastern European countries. Furthermore, there
were auctioning derogations for installations in the power sector, in practice mainly for Poland
and other Eastern European countries. Eight member states have made use of this derogation
possibility, resulting in differing outcomes (see Commission n.d.).

Since 2013, the distribution of free allowances has been based on technological benchmarks,
the aim being to induce low-carbon innovation also in the energy-intensive industries. These
common benchmarks have made possible some outcome differentiation. For instance, Swedish
industries have utilized less polluting fuel than foreseen in the benchmarks, so these industries
have arguably been considerably ‘over-allocated’ (Stenqvist and Ahman 2016). Furthermore, in
2012, the EU allowed the establishment of specific national CO, compensation schemes to help
industries exposed to increasing power prices due to the ETS and particularly at risk for carbon
leakage. Twelve EU/EEA countries have established such schemes—another example of out-
come differentiation.

In the 2018 Directive, which set the rules for the 2021-2030 phase, some further output
differentiation was made possible, as optional unilateral cancellation was now allowed: member
states could cancel allowances from their auction share voluntarily, to correspond with the
expected mitigation impact of national measures in the power sector (e.g., coal phase-outs)—up
to maximum average emissions from such closed installations in the five previous years As yet,
however, little use has been made of this possibility. Another important element in the 2018
Directive was the establishment of a €14 billion Modernization Fund, geared towards assisting a
low-carbon transition in Eastern Europe.

As to price control mechanisms, in the two first ET'S phases, no such mechanism was included.
In combination with several design characteristics described above (basic decentralization; gen-
erous distribution of free allowances due to high uncertainty and fear of carbon leakage; no
control over the demand for allowances, particularly important when the financial crisis struck
in 2008), the carbon price proved volatile, gradually settling at too low a level to be able induce
a low-carbon transition.

This is the backdrop for one of the most important developments in the ETS so far: the
adoption of the Market Stability Mechanism (MSR) in 2015, intended to function from 2019
(Wettestad and Jevnaker 2016). The MSR works as a ‘market thermostat, automatically ‘heating up’
the market by withdrawing 12 per cent of auctioned allowances when the number of allowances
in circulation gets higher than 833 million—and ‘cooling down’ when this number sinks under
400 million. Before the MSR managed to start operating, the important 2018 reforms upped the
withdrawal rate to 24 per cent in the period 2019-2023 (Wettestad and Jevnaker 2019). Here
there is no output differentiation. However, a cut in allowances for auctioning probably feels
more unfair for member states heavily dependent on auctioning revenues—the relatively low-
income East European members. Moreover, the related increase in carbon prices due to the cut
in allowances from 2019 onwards has probably hit the same (coal-dependent) countries particu-
larly hard. Such effects fuel the often-heated conflicts over climate and energy policy in the EU.

Emissions from installations covered by the ETS dropped by about 35 per cent between
2005 and 2019 (Commission 2021b): in fact, over-compliance with official targets (ECA 2020).
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Table 21.2 Categorizing differentiated integration of EU ETS over time

2000-2009

2010-2019 2020-2029

Decentralized
system; significant
differentiation

Member states
implementing
differently

Policy output

Policy outcome

Policy impact Volatile and low price;

uniform low impact

Harmonization with few
differentiation clauses

Harmonization; until 2013,
with differentiation clauses

From 2013 on, more uniform ?
implementation, but
power-sector derogations
in Eastern Europe

Increasing price from 2018 7
affects coal-reliant states

more than others

Source: Authors’ own compilation.

However, for many years, the allowance price was too low to enable the ETS to become the
driving force for the climate transition, so the causal effect of the ETS in driving down emissions
can be seen as moderate thus far. The MSR has led to a substantially higher carbon price, now
over €40, and analysts have raised their 2030 price forecasts towards around €100. This means
that the ETS can more fully assume its intended role as a key driving force for the low-carbon
transition. In Table 21.2, we show how differentiation characterizes EU ETS over time.

EU renewable energy policy

The energy sector is responsible for more than 75 per cent of EU GHG emissions (Commission
2021a). Therefore, increasing the share of renewable energy is central to achieving an integrated
energy system that can deliver on the ambition of climate neutrality. The EU started to develop
a policy on renewable energy already in the 1970s, but it was only 40 years later that a strong EU
policy emerged, with the adoption of the 2009 Directive on Renewable Energy (repealed on 30
June 2021). EU renewable energy policy consists of many elements; here we focus on renewables
targets and support scheme requirements.

In 2001, the EU adopted the Renewable Electricity Directive, with a rather narrow
focus on the production of electricity from renewable sources (Boasson and Wettestad 2013;
Boasson 2019). The Directive contained indicative EU-level targets for 2010, and indicative
national electricity production targets, but no direct harmonization pressure as regards support
schemes. Although the output was marked by considerable differentiation, we find interesting
harmonization at the member-state output level. Most countries worked systematically to
implement the indicative domestic targets, despite some variation (Solorio and Jérgens 2017).
Only a few countries failed to meet their 2010-targets (EEA 2018). Concerning support
schemes, many countries (e.g. Spain and France) copied the countries that first had adopted
feed-in schemes (Germany and Denmark), making feed-in the most widespread way of pro-
moting renewables (Boasson 2021; Leiren and Reimer 2018). A few countries opted for a
more market-based certificate scheme; but, with a few exceptions (Sweden and the United
Kingdom), most dropped these schemes swiftly, developing various types of feed-in schemes
instead (Boasson et al. 2021).

The countries with the lowest renewable electricity production increased their production
significantly. In 2000, 12 member states had less than 10 per cent renewables production shares;
by 2012, only Cyprus and Malta (not member states back in 2000) had shares lower than 10
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per cent (EEA 2018). Despite the sizable differences in shares, member states had become more
similar over time, with very few countries not preparing massive increases in renewable electri-
city generation. Hence, there were signs of impact harmonization.

The 2009 Renewable Energy Directive adopted one overarching and much broader target,
shifting the focus away from electricity production to renewable energy consumption in all
sectors of society (Boasson and Wettestad 2013; Boasson 2019). This Directive contained a
binding EU-wide target, aiming for a 20 per cent share of renewables as of the gross final
consumption of energy within the European Community by 2020. A considerable increase
would be required, as in 2007 only 8 per cent of the member states’ energy consumption came
from renewables (Boasson and Wettestad 2013). In line with the overarching target, the 2009
Renewable Energy Directive also featured mandatory national targets, obliging all countries to
increase their share of renewables in energy consumption. These targets were differentiated on
the basis of the member states” economic strength. The level of ambition was based on a 5.5 per
cent flat target for all countries, with an additional percentage dependent on GDP. Moreover,
the new approach did not require the domestic renewable energy share to come from national
production, so member states could invest in renewable energy in countries with more advanced
technical potential.

Concerning domestic support scheme designs, the 2009 Renewable Energy Directive
contained few harmonization measures (Boasson and Wettestad 2013; Boasson 2019). At this
stage, Denmark, Germany, and Spain offered feed-in support that led to the development of a
new renewable energy industry. The Netherlands, Sweden, and the United Kingdom had more
market-based schemes favoring traditional utilities; and in a large group of countries little or
nothing had happened. The Commission had a prominent role in the implementation process.
In its draft directive, it sought to limit how the member states could financially support new
renewable electricity, envisaging a common EU certificate support scheme, with one EU-wide
support level common to all technologies. The aim was to harmonize all national schemes and
to steer the scheme from Brussels. This attempt encountered sharp protest from the feed-in
countries and the renewable industries. The electricity industry supported the emergence of a
pan-European, market-based support scheme, but was not heard. The final Directive allowed for
widely different domestic schemes (Boasson and Wettestad 2013). All countries would have to
develop national action plans, but there were few absolute requirements.

While the 2009 Directive contained harmonization pressures in terms of strict targets,
thereby radically strengthening centralized control, the broad definition of the targets allowed
for significant diversification in domestic renewable strategies. For instance, the Commission
had concluded that it would be easier to agree on one binding target for all energy sources and
sectors, than to develop separate binding targets for electricity, heating, cooling, and transport. To
give the countries more freedom, all sectors were included in one target. In addition, leeway to
develop a broad range of varying support schemes indicates considerable output differentiation.

At the outcome stage, all national action plans presented unique domestic approaches that in
sum led to increased renewable energy production in most countries. Note that while the dir-
ectives allowed the countries to collaborate and create common cross-country support schemes,
this opt-in mechanism was hardly used at all (Boasson 2021). All the same, there was a strong
trend among member states towards adopting support schemes that combined feed-in schemes
with competitive auctions from 2010 and onwards (Boasson et al. 2021; Fitch-Roy et al. 2019).
Sweden has held on to its certificates, but most countries have aligned with this common
model—even the United Kingdom, which had promoted certificates (Rayner et al. 2021). In
sum, there was surprisingly little differentiation of domestic support schemes, despite the high
degree of differentiation at the policy output level.
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The most recent Renewable Energy Directive, adopted in 2018, establishes an overall policy
for the production and promotion of energy from renewables in the EU. It requires the EU to
fulfil at least 32 per cent of its total energy needs with renewable energy by 2030 (with a clause
for a possible upwards revision by 2023). To this end, the Directive has various measures for
different sectors, including targets specified for different sectors, like an increased 14 per cent
target for the share of renewable fuels in transport, and provisions for enabling self-consumption
of renewable energy. It also aims to facilitate cross-border support for renewable energy, while
acknowledging that most member states apply support schemes that grant benefits solely to
renewably sourced energy that is produced on their territory (preamble 22).

The Renewable Energy Directive provides Brussels with substantial authority and incentives
for technology development; however, how to meet the 2030 targets for renewables is very
much in the hands of the EU member states, which must include such information in their
national energy and climate plans for 2021-2030 (preamble 8).These plans are a legal require-
ment under the Regulation on the Governance of the Energy Union and Climate Action. This
prescribes an iterative process between member states and the Commission, where it is up to
the member states to decide how to achieve the climate targets, while being controlled by the
Commission. The Governance Regulation requires member states to plan, report, and monitor
their obligations in the spheres of energy and climate.

Related to the conflict about how to grant financial support to renewable projects, the 2018
Renewable Energy Directive made a considerable change. Much of the language in the 2014
State Aid Guidelines was incorporated into the 2018 Renewable Energy Directive. The 2014
State Aid Guidelines (Art. 3.3.2) prescribed that aid be ‘granted in a competitive bidding pro-
cess on the basis of clear, transparent and non-discriminatory criteria’: a radical departure from
the rules of renewable support in prior renewable directives (Boasson 2019, 2021). The final
Directive featured a list of conditions that would allow the member states to limit tendering
procedures, including the need to achieve diversification (Directive 2018/2001, Art. 4.5).

This change in rules on how to grant financial support was possible because the support
to renewables had dramatically lowered the costs of renewable technology, and intermittent
renewables had begun to challenge the utilities—some of which were facing severe economic
challenges. This, in addition to the economic crisis which limited the ability of many member
states to offer support to renewables, led to changes in how renewable support schemes were
viewed (Cointe and Nadai 2018; Fitch-Roy et al. 2019).

Although some output differentiation concerning the granting of renewable support
remained, this marked a step towards increased harmonization. At the outcome level, many
countries changed their support scheme to more complex schemes that combined feed-in pre-
mium with tendering. By the end of 2017, 18 out of 29 EU/EEA countries had introduced
tendering or were planning to do so (CEER 2018). Hence, there is a tendency towards more
harmonization at the outcome level.

The 2018 Renewable Energy Directive has proven robust. Even though there are no longer
any binding targets, it has, together with national policies and incentives, been a driving force
for substantial investments in renewable electricity (IEA 2020). However, it is too early to say
whether it has shaped some countries more than others (e.g. Germany; see Leiren and Reimer
2021). However, the national energy and climate plans show considerable variation in renewable
targets for 2030 (Standal and Aakre 2021). Further, several member states have failed to include
sectoral trajectories in line with Renewable Energy Directive requirements, remaining below
cost-efficient national potentials (Commission 2020). By contrast, a few member states have set
very ambitious sectoral targets for renewables: for example, Austria and Sweden are aiming for
100 per cent renewable electricity by 2030 and 2040, respectively. It is too early to draw any
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Table 21.3 Categorizing differentiated integration of EU renewables policy and practices

2000-2009 2010-2019 2020-2029
Policy output Many differentiation clauses Harmonization of targets Differentiated targets,
with significant more harmonization of
differentiation of support  support schemes
schemes

Policy outcome  Significant harmonization,  Significant harmonization  ?
although with some
diverging countries

Policy impact Significant harmonization Significant harmonization ~ ?

Source: Authors’ own compilation.

firm conclusions with respect to impact differentiation. Still, it 1s remarkable how there seems
to be more harmonization at the impact and outcome levels than at the output level. Table 21.3
shows the differentiation of renewable energy policy and practices at the three stages over time.

Discussion

The case studies provide interesting findings concerning how differentiation plays out at different
stages of a policy process over time. The ETS case study shows that most of the components of this
cap-and-trade system are common for all countries and installations in law; however, some of the
components include flexibility that can enable member states to proceed in different directions.
However, tracking the policy process of the ETS over time, we find that—although it varies for
different components—the design of the ETS seems to be going from significant differentiation
to far greater harmonization. The Renewable Energy Directive has always allowed for consid-
erable differentiation, but both the content of the EU policy have shifted and changed several
times. While the EU initially allowed for differentiated domestic renewable energy targets, it later
enforced harmonization of targets, until it in 2018 allowed for differentiation. Initially, the EU
allowed for differentiation of domestic support schemes, but after 2018, the Directive required
more harmonization.

The cases examined here differ in terms of how much power the Commission has. The rules
that influence the ETS allowance price are set by the EU, while the EU has had far less clout as
regards developing the rules that affect how much support renewable energy gains. We also note
that in the course of more than 30 years, differentiated integration has occurred in multiple—
and often parallel—output, outcome, and impact processes.

Differentiation in the two cases has played out in various ways at the stages of output, out-
come, and impact. Regarding the output stage, we find that in the ETS, the member states could
initially opt in or opt out of certain activities; but from 2013 onwards, these opt-outs and opt-ins
have disappeared, and the scope of the system is now common to all member states. Certain rules
give possibilities for differentiation, including the voluntary establishment of specific national
CO, compensation schemes and the optional unilateral cancellation of allowances (since 2021).

This is different in the case of the Renewable Energy Directive, where there has always been
considerable differentiation. For example, in the early phases (2001 and 2009 legislation), the
Commission set differing national targets. We consider the new voluntary element, where the
member states now set the national targets themselves, as a step in the direction of further dif-
ferentiation. However, other elements have limited the possibilities of differentiation, especially
limiting member-state alternatives in designing their support schemes for renewables.

349



Elin Lerum Boasson, Merethe Dotterud Leiren and Jergen Wettestad

The EU climate legislation also affects differentiation at the outcome stage. In the ETS case,
our findings indicate considerable differentiation—for example, almost half of the EU/EEA
countries have established specific national CO, compensation schemes. However, the right of’
member states to cancel allowances from their auction share has seen little use thus far: such dif-
ferentiation possibilities are not automatically employed. Their actual use depends on differing
domestic circumstances.

In the renewable energy case, we find that there is more harmonization at the outcome level
than the high degrees of differentiation at the output level made us expect. Over the years, the
EU member states have harmonized support schemes more than the EU rules have required,
and after 2018, it seems like many countries develop more ambitious targets even though they
are not strictly required to. Still, it is too early to draw any conclusions with respect to the effect
of the 2018 Renewable Energy Directive.

When it comes to impact differentiation, the ETS was for a long time not effective in terms
of creating the necessary innovations to bring about the transition, due mainly to low prices on
allowances. However, emissions have still gone down, due to other factors. New revisions of the
ETS have led to a higher and more robust carbon price, which should help in reducing emissions
further.

The success—or lack thereof—of the ETS is partly related to the development of renewable
energy. In 2008, the Commission concluded that because the ETS created a carbon price that
was too low to spur the further development of renewable energy, there was a need for add-
itional EU measures (Commission 2008).This was one motivation for creating a more ambitious
Renewable Energy Directive—and indeed, the Directive has created stronger incentives for
technology development than the ETS. In particular, the support schemes for electricity from
renewable sources have been shown effective for promoting the deployment of renewable elec-
tricity. To what extent emissions have gone down in the various member states due to the ETS
varies, depending on their energy mix and, hence, the cost of emitting vs buying allowances.

Impact differentiation in the renewable energy case is considerable with some member states
overachieving and others underachieving in relation to EU targets. Although the difference
between member states when it comes to shares of renewables in energy production is signifi-
cant, it is remarkable to see how investments in renewables are on the rise everywhere in the EU.
In 2020, the difference in renewable shares across countries was smaller than ever (EEA 2018).

As to whether differentiation is a barrier or enabler of concerted EU climate action, we find that in
the two cases differentiation has been important in enabling EU policies that would otherwise
probably not have become operative (the ETS) or toothless (renewable energy). In the ETS case,
differentiation has been an enabler, as the energy systems and mixes vary across the member
states; accordingly, there is variation in the extent to which the member states are affected by
these EU policies. From the start, major industries have been exempted from the ETS, although
the scope has been expanded to include more industries and intra-EU aviation. The ETS has
gradually gained acceptance among states and industries in the EU. It has proven smart, indeed
essential, to start with a rather fragmented ETS, gradually introducing greater harmonization, as
the problems with fragmentation have become apparent. This can explain the tendency towards
increasing harmonization, although discussions have been heated along the way: measures that
raise the costs of emitting GHGs are unpopular in coal-dependent countries, which are affected
particularly hard by the increasing costs. Accordingly, opposition to the 2018 reform was par-
ticularly clear from Eastern European countries such as Poland and Hungary (Wettestad and
Jevnaker 2019).

Much of the differentiation in the ETS is aimed at handling the fundamental difference
between, on the one hand, affluent Western/Northern countries with mixed energy systems
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moving away from coal and, on the other, the less-afluent Eastern/Southern countries more
reliant on coal and hence particularly affected by rising carbon prices. This problem has been
handled primarily by power-sector derogation, solidarity allowances, and funds. Thus, differenti-
ation emerges as one of the main keys as to why there is still an operative EU-wide ETS.

The fundamental challenge in the renewable energy case differs from that in the ETS: instead
of more generally and technology-neutral inducing a low-carbon transition, the challenge is to
induce the growth of renewable technologies, despite vastly different domestic starting points.
This automatically means different conflict lines, although the East-West line is still relevant.
A conflict line that comes to the forefront concerns the energy mix and regulatory history.
Basically, it is easier and cheaper for countries heavily dependent on coal to attain targets aiming
for growth in renewables, than it is for countries that already have significant renewables (as with
the large share of ‘old” hydropower in Norway). Such basic differences in issue characteristics and
conflict lines point to the need for policies with variation in the types of differentiation.

Conclusions

Over the course of more than 30 years, the differentiated integration patterns in EU climate
policy have changed many times. Whereas output differentiation has generally decreased over
time in the case of the EU ETS, it has increased in renewable energy. However, we also find
instances going in the opposite direction: for example, the CO, compensation introduced in
2012 increased differentiation in the ETS case, and the limitations on how to design support
schemes in 2018 have resulted in increasing harmonization in the renewable energy case. We
also find that differentiation at one policy stage does not necessarily reflect policy differentiation
at another stage—that is, sizable output differentiation does not always mean a high degree of
outcome differentiation and/or impact differentiation. Indeed, the renewable energy case shows
that there may be more harmonization at the outcome and impact levels than at the output level.
There is a need for more knowledge on how output differentiation, outcome differentiation, and
impact differentiation relate to each other: does, for example, differentiation at the policy output
and outcome stages facilitate lesser or greater harmonization at the impact stage?

Both case studies indicate that differentiation has enabled concerted action. Output differ-
entiation has been important for agreeing on legislation that has eventually proven effective in
cutting emissions (EU ETS) and in promoting the deployment of renewable electricity (the
Renewable Energy Directive), although this is currently under revision as greater efforts are
needed for the transition.

Importantly, the ETS and renewable energy cases clearly show that differentiation is not a
one-way street—it is an uneven and multidirectional process. Our study, focusing on key climate
policies, supports other work that indicates that differentiation is not a temporary, accidental, or
non-systematic feature of EU policies but is essential and enduring (see Schimmelfennig et al.
2015). EU climate policy is a complex and encompassing field. Accordingly, we find a complex
patchwork of policy differentiation, some elements of which are instilled in the EU policies
themselves, and some of which emerge as the policies are implemented and interpreted at the
domestic level.

EU climate policy also bears similarities to tendencies emerging on the agenda of the lit-
erature on differentiated integration, understanding differentiated integration as a response to
rising levels of Euro-scepticism and disintegration (Ginzle et al. 2020). Both the ETS and the
Renewable Energy Directive impose costs on countries or industries, and eventually the con-
sumer. For this reason, there are indications of growing preferences for ‘de-Europeanization’
(see Radaelli and Salter 2020) in the climate and energy field. The ‘yellow vests—the popular
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protests that began in France in 2018 against rising fuel prices due to increasing CO, taxes—
attracted international attention. Could such protests increase the pressures for differentiation
and discourage member states from implementing climate measures in future? Or do they signal
the beginning of new innovations in participatory elements, which may decrease the opposition
to climate policy? The relation between protests and differentiation is one important avenue for
future research.

Another relevant research topic is to understand how differentiation in one policy spurs dif-
ferentiation in other policies, and how the EU might deal with this, if and when fragmentation
becomes too great to steer in a coherent, transparent way. The renewable energy and the ETS
cases have shown that the tasks involved in stimulating an increased share of renewables, on the
one hand, and making a system that incentivizes industries to reduce their emissions, on the
other, are different—but they should work together towards the same climate target. We need to
ask whether they do, and, if so, how.
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