





Part 3:

Growing innovative
low carbon businesses
in Britain

3.1

Companies commercialising innovative low carbon concepts will be central to the
transition to a low carbon economy in Britain. While the range of innovations that
will underlie the shift to a low carbon society and economy is ultimately very
wide, the innovations that will drive sustainable economic growth will be those
that develop a low carbon concept into a commercial product or service. This
journey (Figure 5) from concept through commercialisation into a successful
company is critical to making Britain one of the best places in the world to build
innovative green businesses. This section sets out the measures the Government is
taking to support innovative low carbon companies in Britain.

Figure 5 — From low carbon concept to low carbon company”®
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3.2
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3.4

3.5

The key driver of growth for companies producing low carbon goods and services
is market demand. Increasing this demand will ensure that markets create a
powerful incentive for low carbon innovation and the creation of specialist low
carbon businesses. However, as set out in New Industry, New Jobs, there are often
market failures associated with innovation investment, such as the inability to
capture the full benefits of investment in innovation and system failures such as
barriers to collaboration. Government needs to adopt a pragmatic approach to
identifying solutions to these problems. This is especially true in the low carbon
sector, where key innovations may involve entirely new technological approaches
to standard industrial processes, such as vehicle propulsion, chemical manufacture
or energy generation.

Britain has a range of existing strengths. We have a world class science and
research base, a stable and supportive macroeconomic climate and flexible
product and labour markets that encourage redistribution of economic resources
to new ventures and growing sectors. Britain is also home to a large number of
companies already involved in low carbon innovation.

However, there is a number of areas where strategic action from government is
required to further strengthen Britain's potential. Targeted policy measures will be
essential to tackle market failures preventing innovation and growth in particular
sectors. It is therefore logical for Government to prioritise scarce resources towards
sectors where its support is most likely to bring highest economic return for
Britain”®, as outlined in Part 1 of this document. However, this is a fast-moving,
dynamic marketplace and the emergence of new services, technologies and
products are difficult to predict. It is therefore essential that Britain has an
environment conducive to innovation and growth in the wider low carbon sector
and which encourages and supports low carbon entrepreneurship more broadly.

Government action must complement the dynamics of the market to address
market failures around innovation and company growth such as those identified in
the Stern Review. These include ensuring funding exists for pre-commercial
research and development over the long period required to reach market, as well
as providing support to drive consumer demand for new, lower carbon solutions.

Increased support for the early stages of innovation

3.6
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Over the last decade, sustained investment has given Britain one of the strongest
science and research bases in the world. In recent years, the Government has
established the business-led Technology Strategy Board (TSB) to drive technology-
enabled innovation in the areas which offer the greatest scope for boosting British
growth and productivity. The Government has also established the Energy
Technologies Institute (ETI) as a unique private/public partnership to invest in the
development and demonstration of low carbon energy technologies and solutions.
Government support for innovation is reinforced by a successful research and
development tax credit which has provided £3 billion of support to UK businesses

7 Consistant with findings from Carbon Trust (2009) Focus for success: A new approach to commercialising
low carbon technologies and HMG (2009) Building Britain’s Future: New Industry, New Jobs, as well as views
of other organisations
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3.7

3.8

since 20008%°. The Government has also funded the Carbon Trust to support the
development and deployment of new and emerging low carbon technologies.

Despite this investment we have two important weaknesses: both British
businesses and Government continue to invest less in research and development
as a percentage of GDP than other comparator economies; and our excellence in
generating knowledge is not consistently translated into innovative and
commercially successful goods and services. Budget 2009 allocated £405 million
of additional funding to support low carbon industries and advanced green
manufacturing. As this Strategy sets out, a significant proportion of this will be
directed towards targeted innovation support in key sectors such as offshore wind
and wave energy. This funding will be delivered through channels such as the
Environmental Transformation Fund, available through the Low Carbon Energy
Demonstration product, part of the Solutions for Business portfolio.

In addition to this, Budget 2009 allocated £50 million of additional funding to
the Technology Strategy Board, enabling it to increase its support for business
innovation in areas of high growth potential including low carbon vehicles and
buildings, and £90 million to fund detailed design and development work (FEED
studies) for the CCS demonstration competition.

Closing the financing gap for growing low carbon companies

3.9

Turning the concepts supported by Government’s investment in early stage
innovation into commercially viable companies requires active and effective
venture capital markets committed to the relatively long timeframes required to
bring new low carbon products and services to market. There is evidence®! to
suggest that a significant market failure exists in Britain at the point before new
technologies reach the marketplace, where funding for research and development
has been utilised but where new revenue streams have yet to be generated by
sales. Private sources of funding at this later stage of innovation are often scarce,
due to the high level of risk and uncertainty of returns. The recent financial
situation has made this issue even more acute.

Private sector venture capital investment in the low carbon sector has fallen
significantly over the last 18 months undermining the ability of early stage low
carbon companies to raise capital and survive. A recent report by the Carbon
Trust®?, based on figures from New Energy Finance, suggests that the level of
investment in the low carbon sector in the UK in 2008 fell below that of 2003 to
€83 million, representing more than a 70% fall from 2007.The classic equity gap
of investment rounds of less than €10 million continues to pose a real problem for
pre-revenue and early revenue companies — and Europe as a whole is now falling
dramatically behind the levels of venture capital investment that the US is putting
into low carbon companies.

80 www.hmrc.gov.uk/randd/

81 Watson, Jim (2008) Setting Priorities in Energy Innovation Policy: Lessons for the UK. Discussion Paper
2008-08, Cambridge, Mass.: Belfer Center for Science and International Affairs

8 Carbon Trust (2009) Investment Trends in European and North American clean energy 2003 to 2008: The rise
and fall of clean energy investment
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3.12

3.13

3.14

To address th is financing gap, the Government announced last month®3, the
creation of the UK Innovation Investment Fund, to invest in technology-
based businesses with high growth potential that require equity finance.
The new fund will focus on investing in growing businesses, start-ups and
spin-outs in the sectors of the future, including low carbon technology. The
Government will invest £150 million to cornerstone the Fund and leverage
additional private sector investment with the ambition of building this into
a fund of up to £1 billion over the next 10 years.

To build a healthy investment market there also needs to be widespread
understanding of the Government’s commitment to a low carbon economy,

not least for investors to fully appreciate the potential financial returns. To
communicate Government policy effectively and enable investors and innovators
to share any difficulties or barriers they have identified, the Government is
working to bring together investors, innovators and policy officials in a
three-way symposium, to be held in autumn 2009.

Increasing the exposure of companies seeking finance to potential investors was
recognised in the Government'’s 2008 Manufacturing Strategy®* as an important
way of helping to improve the flow of venture capital to low carbon innovators.
There already exist fora for showcasing new environmental technologies. These
range from online market directories such as can be found at Lowcarboneconomy.
com, to competitions such as Shell Springboard, and exhibitions such as
SustainabilityLive. The Government will continue to monitor and encourage
activity in this area.

The Carbon Trust recently launched its ‘Clean Tech Revolution’ campaign, raising
awareness of the opportunities relating to innovation in this area. The campaign
will actively highlight the economic benefit that the Britain will capture from
taking a leading position on commercialising key low carbon technologies and,
through an innovation awards programme, will showcase real examples of British
low carbon innovation.

Business advice for low carbon innovators

3.15
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Many young companies lack the broader business skills needed to bring low
carbon and environmental innovations to market. Specialist business incubator
schemes such as those run by the Carbon Trust and the Energy Innovation Centre
provide strategic and business development consultancy for early-stage businesses.
They also provide access to networks which support individuals and businesses in
accelerating innovative products and services to the market. Businesses who

8 HMG (2009) Building Britain’s Future, www.hmg.gov.uk/media/27749/full_document.pdf

8 HMG (2008) Manufacturing: New Challenges, New Opportunities,
www.berr.gov.uk/files/file47660.pdf
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participating in such schemes enjoy much higher chances of attracting
investment®® and long-term success®e.

3.16 However, as a result of the credit crunch, many of these schemes are struggling
to meet increasing demand. The Carbon Trust scheme, for example, has seen a
notable increase in the number of applicants meeting its criteria in 2009,
stretching its capacity to provide support. Other companies have relied on more
generalised support from other sources, including RDAs. But the extent of this
support varies across the country, with the majority of services unable to provide
specialist advice on the development of the business. As part of its new framework
for regional and local economic development, the Government will be encouraging
local partners, such as RDAs, to develop their incubator support activities, focusing
on providing specialist commercial and business advice.

Supporting low carbon innovation through procurement policy

3.17 A large element of the perceived risk of investment in low carbon innovation is
tied to uncertainty over the scale of demand and price of the end-products. Used
wisely, the purchasing power of the public sector can help to reduce this risk.

3.18 All central government departments will this year be publishing Innovation
Procurement Plans that will embed a clear commitment to procuring goods and
services in a way that drives innovation. These plans will set out how departments
will identify the opportunities for using procurement choices to support
innovation and set targets for doing so.

3.19 The reform of the Small Business Research Initiative, piloted in 2008 with the
Ministry of Defence and Department of Health, will provide departments with a
powerful tool for seeking technology innovation in their procurement of goods
and services. The Technology Strategy Board is working with a number of
departments including the Department for Transport, the Home Office and
Communities and Local Government to develop projects that will be taken forward
later in the year. These include the ‘Retrofit for the Future’ initiative (see Part 1),
which will demonstrate solutions for improving the energy efficiency and
environmental performance of Britain's current housing stock.

3.20 The Government is also promoting the use of outcome-based specifications by
public sector procurers. In November 2008, the Government launched a
competition on the theme of ‘Innovation for Sustainability’ to encourage projects
using Forward Commitment Procurement (FCP) in which public sector procurers
agree in advance to buy innovative goods or services. The competition aims to
build up a community of practitioners able to promote the wider use of this
technique throughout the public sector. A range of projects have now been

85 To date, 82 companies have been or are being supported by The Carbon Trust Incubator scheme. These have
to date raised a total of over £84.4 million of private funding .

8 The European Commission Enterprise Directorate General (2002) Final Report: Benchmarking of Business
Incubators, revealed that the survival rate of firms reared in an incubator environment was significantly
higher than the business success rate amongst the wider SME community — estimated to be 80-90% (over a
5 year period), compared to 30-50% amongst wider community. The report also noted that the survival rate
firms operating in more high-risk sectors such as high-tech industry may well be lower.
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selected to receive advice and support in the use of FCP techniques, and will be
developed to enhance understanding of the benefits of FCP.

Strengthening the innovation infrastructure

3.21

3.22

3.23

Government is also working to strengthen Britain’s innovation infrastructure,
notably around the areas of intellectual property and measurement frameworks.
Standards for low carbon products and services are important in driving
innovation, by creating benchmarks and informing consumer choice. Government’s
action in this area is covered in Part 4.

An effective and easy to navigate intellectual property system is essential for
innovation, especially in high-tech areas, such as low carbon. The Intellectual
Property Office (IPO) is developing a strategy specifically to facilitate the
protection, management and appropriate exploitation of intellectual property
connected with low carbon technologies. Recently, it has implemented a system
for fast-tracking ‘green’ patent applications to allow inventors to secure the
protection needed to help establish their technologies and attract investment.
Other initiatives include the development of a framework for international
collaborative intellectual property (IP) agreements to enable effective transfer of
low carbon technologies among collaborators in different countries, particularly
between publicly funded researchers and companies. The IPO also has a continuing
programme of initiatives that promote awareness and effective licensing of IP and
supports the Lambert® programme for collaborative research agreements.

The National Measurement System (NMS), the UK’s national infrastructure of
measurement laboratories, underpins business innovation by providing an
infrastructure of traceable and increasingly accurate standards of measurement,
enabling the benefits of new products and processes to be measured. The NMS
currently focuses nearly 10% of effort on measurement research and services
applied to environmental sustainability and energy supply. Subject to consultation,
the National Measurement Office proposes to set up a Centre for Carbon
Metrology providing a focus for research supporting low carbon technologies.
The Centre would enable the development of measurement and
characterisation methods to put carbon trading on a firm scientific and
technical footing, as well as providing confidence in data used to underpin
innovative carbon reduction initiatives.

Foreign markets and investment as a driver of low carbon
innovation and growth

3.24

68

Foreign investment has a highly beneficial effect on the levels of innovation. The
experience of international competition that comes with foreign investment often
enables firms to increase their productivity and reduce their costs. Continuing to

87 The Lambert tool-kit provides a suite of model contracts for university-business collaborative research
projects which cater for different IP arrangements. These agreements are supported by extensive guidance
materials and a decision guide to help users to consider the key issues when negotiating research contracts.
They are supported by extensive guidance materials and a decision guide to help users consider the key
issues that need to be considered.
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3.26

attract high levels of foreign investment will be important to the
commercialisation of British low carbon innovation. British businesses looking to
lead globally must also start to look for growth opportunities in foreign markets.
This is not always easy, especially for small, emerging companies.

UKTI has a central role in encouraging and assisting foreign direct investment
projects in Britain. UKTI markets Britain, and the environment it offers for low
carbon innovation, to business groups and sectors in overseas markets. It targets
and pursues foreign owned companies which have the best potential for new and
continued investment. It also maintains close relationships with strategically
important existing investors in Britain, to encourage their further growth and to
address any risk of disinvestment. The resources of UKTI were strengthened with a
£10 million increase in funding in Budget 2009.

The Government and businesses are working in partnership through UK Trade &
Investment (UKTI)'s Low Carbon Marketing Strategy to promote British low carbon
solutions with a single compelling voice across the world to make Britain the
destination of choice for low carbon trade and investment.

A coordinated approach to government support for low carbon
innovation

3.27

3.28

3.29

The importance of maintaining a number of channels for government support for
low carbon innovation was reinforced by research by the Pew Centre®, which
recommended that policy-makers should channel new funds for research and
development through multiple agencies because this will ‘improve performance
in fostering innovation’. Nevertheless, it is very important that Government
innovation support is delivered in a coordinated and efficient way. Government
will therefore continue to support the complementary but dynamic relationship
between the main deliverers of innovation support.

The Technology Strategy Board plays a cross-Government leadership role in
delivering a national technology strategy and advising on polices which relate to
technology innovation and knowledge transfer. Through activities such as its
Innovation Platforms, it has been successful in creating critical mass and coherence
so that UK business has greater clarity and is better able to access the most
relevant support available.

In 2008, three of the main independent, publicly-backed bodies — the Technology
Strategy Board (TSB), the Energy Technologies Institute (ETI) and the Carbon Trust
— created the Low Carbon Innovation Group (LCIG), a strategic collaboration with
a shared vision to deliver Britain's low carbon innovation goals, working together

to accelerate the development and deployment of new technologies.

88 pew Centre (2003). Technology and Innovation Policies: Lessons for Climate Change
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3.30 As highlighted in the Renewable Energy Strategy®®, the Government will build

upon the collaborative working arrangement developed by this group to
further improve and strengthen the support for low carbon innovation by
developing the remit and membership of the group. The Low Carbon
Innovation Group will be expanded to include representation from the
Research Councils, the Environmental Transformation Fund and, when
relevant, Regional Development Agencies and Devolved Administrations.

Box E — Main organisations supporting low carbon innovation
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Technology Strategy Board. A business led non-departmental public body which
plays a cross-Government leadership role in delivering a national technology
strategy and advising on polices which relate to technology, innovation and
knowledge transfer. It operates across various sectors of the UK economy to
stimulate innovation in those areas which offer the greatest scope for boosting
Britain's growth and productivity.

Energy Technologies Institute. A public-private partnership with leading
international engineering and energy companies, investing in the development of
low carbon energy technologies and solutions. It works by bringing more focus,
ambition and collaboration to Britain's work in energy science.

Carbon Trust. An independent company working to accelerate the move to a low
carbon economy. As well as providing business and the public sector with support
and expert advice, it works to cut future carbon emissions by developing new low
carbon technologies through project funding and management, investment and
collaboration and by identifying market barriers and practical ways to overcome
them.

Research Councils. The public bodies which fund basic, strategic and applied
research and related postgraduate training, mainly in the academic base, across
the UK.

Environmental Transformation Fund. Promotes business and public sector energy
efficiency through investment in the development of low carbon energy
technologies. It works through developing partnerships, funding, expert advice and
large scale demonstrations.

Devolved Administrations and Regional Development Agencies. Promote
regional economic development and growth, by investing in the capabilities of
business and the knowledge base. Activities include supporting innovation through
research and demonstration of new and emerging technologies and exploiting
market and supply chain opportunities.

8 HMG (2009) The UK Renewable Energy Strategy, www.decc.gov.uk/en/context/cms/what_we_do/uk-
supply/energy-mix/renewable/res/res.aspx



Part 4:

A low carbon transition for
the whole economy

4.1 The economic opportunities and threats arising from the shift to low carbon
extend across the entire British economy. Effectively, every job will need to be a
‘green’ job. This strategy must therefore address not only the specific needs of
businesses catering to the growing market for low carbon goods and services, but
the needs of all businesses in making the transition to a low carbon economy. This
section looks at six key areas of Government action that will reinforce the broader
societal shift to a low carbon Britain and contribute to the drive towards
sustainable development.

4.2 First, it sets out the action that the Government is taking to encourage
organisations to take advantage of greater resource efficiency and energy savings.
Not only are these important in their own right, but they are an important way
of mitigating the costs of the transition to low carbon for many firms.

4.3  Second, it describes how the Government is facilitating the low carbon transition
through a transformation of Britain's infrastructure. This includes ensuring Britain
is equipped for the rapid connection of new forms of energy, develops the
infrastructure necessary for low carbon transport, supports the move to greater
energy efficiency and lower carbon business operations, and can manage new
forms of waste disposal.

4.4 Third, it highlights the action the Government is taking to equip the British
workforce with the skills they will need for success in the low carbon economy.

4.5 Fourth, it shows how the Government will drive the demand for low carbon
products both through public sector procurement and by providing consumers with
information and incentives to encourage them to choose lower carbon options.

4.6  Fifth, it emphasises the need for all organisations to adapt to the inevitable
climate change and sets out Government's action in this area.
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4.7

Finally, it stresses the need to ensure that the move to a low carbon economy in
Britain is just and takes adequate account of the different ways in which workers
across the country will be affected by the transition.

Capturing the benefits of resource efficiency

4.8

4.9

4.10

It is estimated that UK businesses lose 2% of annual profit through inefficient
management of energy, water and waste®. The sooner UK businesses start to
adapt to more energy efficient practices and embed these into their core
operations, the earlier they can make cost savings, and secure the associated
reputational benefits.

British businesses could save £6.4 billion per year from resource efficiency
measures that cost little or nothing®'. This figure is potentially much higher if
more costly resource saving measures with a longer term payback are included.
The cost of waste for UK firms is estimated to be around 4% of turnover®2.

Greater resource efficiency helps insure businesses against uncertainty in the
supply of materials and price volatility in global markets. It also enables businesses
to use their commitment to sustainable resource use to differentiate themselves
from competitors in the eyes of customers or investors. Businesses can also show
leadership by driving resource efficiency in their supply chains.

Addressing barriers to resource efficiency

4.11

4.12
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Although the move to higher resource efficiency makes both good economic and
environmental sense, there are a range of barriers that prevent take-up, many of
which are particularly acute in smaller organisations. These include:

e scarcity of time and capital;
e a limited awareness of useful actions and how to implement them;
e the low priority given to the move to low carbon by senior management; and

e the regulatory framework may also be unintentionally increasing the cost or
complexity of changing technologies or practices.

The Government has taken a number of actions to address these barriers. The
most fundamental is the establishment of strong environmental policies that give
businesses long-term signals and the confidence to move towards lower carbon
practices. Britain has become the first country in the world to introduce a legally
binding target to reduce greenhouse gas emissions and put in place policy
measures to enable this to be met. These include implementing carbon pricing,
carbon reduction and energy efficiency policies such as the EU Emissions Trading
System (EU ETS), the Climate Change Agreements (CCAs) and the Carbon
Reduction Commitment (CRC). The Government also sent a clear signal to
business through the Landfill Tax. The Government has announced further

9 QOakdene Hollins & Grant Thornton (2007) — Quantification of the business benefits of resource efficiency.

1 Oakdene Hollins & Grant Thornton (2007) — This includes £3.3billion through energy savings, £2.7billion in
relation to waste, and £400 million for water

92 As estimated by Envirowise www.envirowise.gov.uk/uk/Our-Services/Resource-efficiency.html
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increases to the Tax by £8 per tonne each year from 1 April 2011. The standard
rate of tax will rise to £72 per tonne by 2013-14, providing a clear incentive to
business to invest in waste reduction measures.

The Government has also introduced a range of measures to stimulate moves to
greater energy efficiency in buildings. These are outlined in Part 1 of this
document.

To help overcome the cost and finance availability barrier, especially evident in
SMEs, the Government is providing financial support to help businesses purchase
energy saving equipment through interest-free loans for SMEs, delivered by the
Carbon Trust. The amount of loans available over the next two years was
increased by the allocation of an additional £100 million to this scheme at
Budget 2009. The eligibility criteria for the scheme in England have also been
revised so that more businesses can access funding. Changes include a
reduced minimum loan value and increased maximum loan value, to enable
support for a greater range of businesses and projects; there will also be
changes to allow more medium-sized businesses to access the scheme. The
funding is provided as part of Solutions for Business.

The Government also provides financial incentives for the purchase of energy
efficient equipment through Enhanced Capital Allowances, and for waste
minimisation through Renewable Obligation Certificates for Anaerobic Digestion.

The Government has established a range of campaigns to raise awareness of
energy and resource efficiency and offers direct help to businesses in this area
through the Solutions for Business portfolio. Greater resource efficiency will
increasingly be a focus of all Government advice and support services to business,
and the Government is working with the British Standards Institution (BSI) to
explore how standards could provide further help to businesses and other
organisations in improving their resource use and waste management.

Later this year, the Government will also be launching a package to help
SMEs better understand and respond to the opportunities and risks posed by
the move to the low carbon economy. The package will consist of four key
elements:

e A commitment by large businesses to work with their supply chains to
increase awareness of the opportunities and risks relating to the move to
a low carbon economy, helping SMEs reduce their carbon footprint and
develop low carbon products.

e Areview, due to be completed in the autumn, by the Better Regulation
Executive working with businesses, departments and regulators to:

— assess how key regulations impact the efforts of British based
businesses, especially SMEs, to adopt energy and resource efficient
practices and technologies; and

— consider whether any regulatory barriers to this transition could be
reduced or removed, saving costs for businesses and maximising
opportunities from this transition.
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e A guide for business, by business, on the uptake, development and
marketing of low carbon solutions, to be produced this autumn, by
Tomorrow's Company, in partnership with businesses, Government and
other organisations. The guide is being supported by Halcrow, HSBC,
Ogilvy & Mather, Marks & Spencer and the Carbon Trust, among others.

e An examination of the potential merits of introducing a Low Carbon
product to Solutions for Business, the Government'’s streamlined portfolio
of business support products accessible via Business Link.

Support services specifically targeted to help manufacturers move to more
resource efficient processes and practices are a key area for further development.
The Centre for Remanufacturing and Reuse already provides information and
advice focused on tackling specific barriers in this area, such as product quality
perception. The Manufacturing Advisory Service (MAS) provides advice on lean
manufacturing. The Government is providing up to £4 million to expand their
services to provide more specialist advice to manufacturers on competing
for low carbon opportunities. The Carbon Trust will also be launching a new
industrial energy efficiency accelerator programme, which aims to investigate
energy use related to sector-specific processes and link these sectors with
technology developers to demonstrate process changes or new equipment that
can save energy and costs.

Public sector leadership

4.19

4.20

4.21
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The public sector has a vital role in demonstrating and driving demand for
resource efficient solutions. By taking on a leading role, it can create confidence
among businesses to follow suit. It can also directly help create substantial
demand through its procurement activity, helping to stimulate the supply of
resource efficient solutions where it is affordable and demonstrates value for
money.

Barriers to greater energy efficiency in the public sector are similar to those in
private businesses, with lack of capability and capital being key issues, as well as
the lack of priority for such activities. Government actions to address these
barriers include an increased public sector focus on energy efficiency and carbon
reduction through measures such as the Carbon Reduction Commitment.
Revolving funds and zero interest loans for public sector organisations investing in
energy efficient technologies and materials are available through the publicly
funded Salix Finance, with Budget 2009 having made an additional £54.5 million
available for such loans in England in 2009/10, supported by advice from the
Carbon Trust to identify and specify suitable projects. To ensure that the public
sector leads the way as it must, and that it implements measures to reduce
emissions rapidly and effectively the Department of Energy and Climate Change is
working with the Treasury to establish a cross-cutting review of energy efficiency
in the public sector.

Government is also committed to showing leadership and stimulating demand for
low carbon and more resource efficient products through its procurement
activities.
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Transforming Britain's infrastructure

4.22

Building Britain’s Future®® clearly sets out the importance of modernising our
economic infrastructure, including energy, water, waste, communications and
transport. For this reason, the Government has announced that it will be
establishing ‘Infrastructure UK’ — an advisory body which will identify the
country’s long-term infrastructure needs and bring a sharper focus to the
Government’s work on developing future infrastructure. Infrastructure UK
will advise on coordination across infrastructure to tackle joint challenges
such as climate change and the move to a low carbon economy.

Energy infrastructure

4.23

4.24

4.25

4.26

In the years ahead, Britain will transform its electricity generation and energy grid
to deliver power more efficiently and to adapt to new forms of power generation
and new forms of demand for power, such as electric vehicles. Britain's energy
deployment infrastructure will be driven by smarter network communication and
control technologies to ensure that the whole system operates in the most
efficient way.

In the medium to longer term, technologies such as smart meters and responsive
appliances that react to changes in generation and demand will also have an
important part to play. The Government believes that smart meters providing
accurate real-time information on energy consumption could both change our
energy habits in the short-term and provide an essential stepping stone to smart
grids in the future.

Earlier this year, the Government launched a consultation on its approach to
providing all households with smart gas and electricity meters, and all small and
medium non-domestic sites with smart or advanced meters, by the end of 2020.
The consultation closes on 3 August 2009. In April, the Government put in place
new rules requiring the provision of advanced metering to large non-domestic
sites by April 2014.

The Electricity Networks Strategy Group (ENSG), chaired by DECC and Ofgem,
published a report in March, setting out an ambitious programme for network
development that will support the connection of up to 35 GW of renewable
generation. Delivering these reinforcements will require up to an estimated
£4.7 billion®** of new investment, in addition to current refurbishment and
expansion plans of some £4-5 billion which have already been approved by
Ofgem to ensure the grid is capable of supplying current and future electricity to
our homes, businesses and industry. These reinforcements need to be built by
2015. The immediate priority is to provide certainty that essential design and
pre-consenting work for the projects in the ENSG report can be urgently
progressed. Ofgem has approved the up to £12 million needed to begin
pre-construction work on these projects. The Government is also developing

93 HMG (2009) Building Britain’s Future, www.hmg.gov.uk/media/27749/full_document.pdf

% Electricity Networks Strategy Group (2009) Our Electricity Transmission Network: A Vision for 2020,
www.berr.gov.uk/files/file50333.pdf
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4.28

4.29

4.30

an ‘Electricity Network National Policy Statement’ to speed up planning approval
for grid investment.

Last month, the Government announced a new offshore transmission regulatory
regime to connect the potential 39 GW offshore wind in UK waters in the most
cost effective and efficient manner. This regime will provide opportunities for new
entrants to the market to design, finance, build and maintain offshore transmission
assets with an estimated value of up to £15 billion. Competitive tenders, run by
Ofgem, will start at the end of this month.

Ofgem is proposing to significantly increase the level of funding for trials of new
smart grid technology over the period 2010-2015 through the Innovation Funding
Incentive (IF1). A decision on this is expected later this year. The Government will
provide up to £6 million of funding to support early stage development of
trials of key technologies consistent with a vision for smart grids in the UK
to be published later this year. This will complement other sources of funding
for network innovation, such as through the IFI.

The Energy Technologies Institute (ETI) has also recently established a networks
panel that is scoping projects on technology for onshore and offshore networks.
The Government, through the Research Councils, is also providing over £30 million
in direct funding for collaborative research in networks involving academia and
industry.

By extending the exemption of indirect sales of ‘Good Quality’ Combined Heat
and Power (CHP) electricity from the climate change levy, the Government
will also help to unlock £2.5 billion of new investment in large scale CHP
infrastructure. The Government will also be providing £25 million to fund ten
new district heating schemes, supplying low carbon heat to communities.

Waste infrastructure

4.31

4.32

4.33
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Britain's waste management infrastructure will also play a critical role in enabling
the shift to a more resource efficient society and economy. The Government has
made £2 billion in new funding available over the period 2008-11, to support local
authority waste infrastructure.

The Waste Infrastructure Delivery Programme (WIDP) was established to assist
local authorities in accelerating investment in the large scale infrastructure
required to treat residual waste, recover energy and increase recycling levels. This
includes financial help through Private Finance Initiative (PFI) credits and dedicated
advice and support to individual local authority procurement projects.

The Government’s Waste and Resources Action Programme (WRAP) is also
supporting local authorities with advice on good practice, and demonstrations of
waste infrastructure solutions.
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Transport infrastructure
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An effective transport system is key to the functioning of the economy, making
it possible to deliver goods and services, and for us to get around in the most
efficient way. The Carbon Reduction Strategy for Transport®, published today, sets
out how our transport networks will give people and business more low carbon
choices about when, where and how to travel or transport goods.

In Part 1, this document sets out how the Government is enabling the ultra-low
carbon vehicles market to develop, including through investment in the necessary
recharging infrastructure to enable motorists to charge their vehicles when away
from their homes and offices®.

The Government is working closely with the freight and logistics sector to help
industry maximise the opportunity to transport goods using lower carbon modes
and to improve fuel efficiency through lower carbon technologies for HGVs and
vans. The Government is also providing targeted capital and revenue support to
enable companies to transfer their activities from road to rail or water.

On our railway network, the Government is supporting industry initiatives to
improve the energy efficiency of rail operations, including through rolling out
regenerative braking on electric trains; the trialling of biofuels; examining the
potential for onboard and trackside energy storage; and rolling out the electric,
diesel and hybrid Super Express Trains within the next five years. The franchising
process will be used to encourage train operators to embed energy efficiency in
their business and the Government intends to specify an environmental target for
the rail industry in the next ‘High Level Output’ specification covering the period
2014-197".

Currently, about 40% of the rail network is electrified accounting for about 60%
of passenger travel. Electric trains are more reliable and more carbon efficient.
They can carry more passengers and are better for air quality than their diesel
equivalents. The Government will soon be setting out plans for a major
programme of rail electrification.

Rail may provide further opportunities for improving efficiency and reducing
emissions from journeys between cities. A new company, High Speed Two®%, is
advising the Government on the case for high speed rail services from London to
Scotland. The company will report by the end of 2009 on the prospects for a new
line between London and the West Midlands and will provide advice on potential
development beyond the West Midlands, at the level of broad ‘corridors’. This work
will consider in particular the potential for extending this further to Greater
Manchester, West Yorkshire, the North East and Scotland.

5 DfT (2009) The Carbon Reduction Strategy for Transport, www.dft.gov.uk/carbonreduction

% Further details on these measures are highlighted in DfT (2009) The Carbon Reduction Strategy
for Transport, www.dft.gov.uk/carbonreduction

97 DfT (2007) Delivering a Sustainable Railway —White Paper,
www.dft.gov.uk/about/strategy/whitepapers/whitepapercm7176/hitepapersustainablerailway 1.pdf

% DfT (2009) Britain's Transport Infrastructure: High Speed Two,
www.dft.gov.uk/pgr/rail/pi/highspeedtwo/highspeedtwo.pdf
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IT and digital infrastructure
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As set out in Part 1, as an enabler to the whole economy, IT has the ability to
increase energy efficiency by improving monitoring procedures and providing the
tools to fine tune the control of business processes and activities. For example,
logistics technologies reduce vehicle miles and fleet sizes; remote monitoring and
analysis has the potential to reduce travel; energy management tools or sensors
turn off computers and lights automatically; and advances such as technological
convergence and broadband enable the creation of new business models.

The Digital Britain®® report published in June sets out the economic importance of
digital infrastructure. It describes the key obstacles facing those that are currently
offline — availability, affordability, capability and relevance.

Of particular relevance to the future of a low carbon economy is the availability of
broadband, both now and in the future. To ensure all can access and benefit from
the network of today, Digital Britain confirms the Government'’s intention to
deliver the Universal Service Broadband Commitment at 2 Mbps by 2012.

Equipping Britain with low carbon skills
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Britain's low carbon skills base will be a determining factor in our ability to attract
low carbon investment, successfully commercialise low carbon technologies, and
innovate within companies. Increasingly every job in the British economy will
require some understanding of energy or resource efficiency, or low carbon
technologies and processes.

In May 2009 the Government tasked a Strategic Advisory Group of leading
employers, including some of the country’s largest companies as well as smaller
companies, with suggesting how Government can boost demand for the skills
required for the transition to a low carbon economy. A key recommendation was
that there is significant potential for collaboration among employers within supply
chains, supported by Sector Skills Councils.

Members of this group, reflecting on the experience of their companies, identified
two key sets of skills:

e First, the core skills required by industry to produce the low carbon goods and
services increasingly demanded by the market. While not all of the skills needed
in this category can be currently known, we can identify a significant shortage
in many essential skill areas related to Science, Technology, Engineering and
Mathematics (STEM). This shortage is holding back business development,
particularly where skills need to be transferred to new contexts. These skill
shortages have been reported widely across the British economy, but are
particularly acute in their application to specific low carbon technologies;

e Second, the more general skills that help a company or other organisation make
and maintain the transition to low carbon operation. These skills include the
communication, leadership and management skills to drive culture change, or

9 BIS and the Department for Culture, Media and Sport (2009) Digital Britain: The Final Report,
www.culture.gov.uk/images/publications/digitalbritain-finalreport-jun09.pdf
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overhaul existing business practices. Other necessary skills include sustainable
procurement, environmental management systems, risk management,
monitoring and measuring.

There are also some newer activities specific to the transition to a low carbon
economy which will require new skills from the workforce. These activities cover
all sectors of the economy and include energy efficiency, full product life-cycle
analysis, carbon auditing, carbon trading, resource efficiency and some additional
IT skills to deliver sophisticated resource management systems. A major cross-
sector effort will be needed to deliver these skills.

There are some key challenges to ensuring that Britain's workforce has the right
skills in the right place in time to fully exploit the benefits from the move to a
global low carbon economy. The first is the current lack of visible demand for such
skills from employers, and the second, as a direct consequence, is the lack of
supply of such skills.

Earlier this year, a Review of Evidence commissioned by Defra'® concluded that
there was latent demand for low carbon skills, but that this was not being
articulated by employers and, as a result, the skills system was ill-equipped to
respond. Recent surveys of firms in the traditional environmental industries sector
suggest almost one in three has skills gaps, particularly in renewable and low
carbon energy generation.

However, across the wider economy, there is still a low level of demand for low
carbon skills from many businesses. This may stem from the low business priority
given to the need to move to a low carbon economy. A key message from leading
employers is that low carbon skills are synonymous with good business skills:
businesses cannot deal effectively with low carbon skills issues until they have
understood the business benefits arising from resource efficient ways of working.
Once that link has been made, the demand for skills will follow. Surprising
productivity gains can then be made, further strengthening demand.
Understanding low carbon in terms of resource efficiency is seen by many
leading employers as an important first step on the much longer ‘carbon
reduction’ journey.

The broader low carbon ‘sector’ is not a sector as such, more an emerging ‘cross-
sector market’. This makes it much more difficult to identify future skills needs
reliably. In 2007 CEMEP emphasised the ‘whole economy’ relevance of
environmental markets. The Commission found that no single Sector Skills Council
(SSC), or even small group of SSCs, could take on the strategic overview required
across all sectors to build the evidence base from which to identify future skills
needs, boost employer demand for those skills, and develop the necessary national
occupational standards and qualifications.

An added complication is that a high proportion of the 2020 workforce is already
in work, meaning that much of the higher level skills delivery will need to take
place at work.

100 Defra (2009) Skills for a Low Carbon Resource Efficient Economy; a review of evidence,
www.defra.gov.uk/environment/business/scp/pdf/LCREE-final-report.pdf
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The Defra Review of Evidence also found that the low carbon skills evidence base
is incomplete. Reports had tended to focus on high level analysis rather than on
specific job and skill requirements. Additionally, the research had been conducted
mainly around sustainable development and the traditional environmental
industries, rather than around resource efficiency and carbon reduction. As a result
we have an evidence base covering aspects of low carbon jobs and skills but we do
not have the complete picture. This confirms the CEMEP 2007 conclusion that
reliable forecasts of future job prospects in low carbon markets were not available.

These uncertainties about the nature and scale of the jobs and skills challenge, and
its implications for specific sectors, means the Government needs to take an
‘activist’ approach, working with employers and our skills partners to ensure we
can deliver the low carbon skills we will need over the coming years.

Addressing barriers to developing low carbon skills

4.54

4.55

4.56

4.57

4.58

80

In Building a Better Britain: New Industry, New Jobs, the Government set out a
commitment to this new activism from Government, working strategically to
complement the market and position the UK to take full advantage of its
competitive strengths. The policy framework described how Government must
work with industry to develop strategies for ensuring that skills gaps are filled
before they become a barrier to job creation or business growth.

The Higher Education Framework to be published in the autumn will set out how
this activist approach will be applied in the HE sector. It will provide a
comprehensive overview of the future role of HE, ensuring that Government
supports the HE sector and employers to work together to address sectoral skills
needs, including in the low carbon sector.

The Government will also publish a National Skills Strategy later in the year to put
in place an approach to skills policy which prepares Britain for the upturn. Low
carbon skills will be a critical component of this approach. The Government will
sharpen its focus on supporting skills development in those low carbon industries,
occupations and technologies that will drive economic growth.

As part of the Skills Strategy, Government will develop an active approach to
addressing the labour market ‘information gap’ that has been identified. The
Government will do more to forecast and identify skills needs in areas such as
low carbon by developing with employers, Sector Skills councils and the UK
Commission for Employment and Skills (UKCES) the practical and analytical
capability to collect, process and deploy intelligence on skills needs in key sectors
and markets quickly and effectively.

The Government will also ask the UKCES to produce a national strategic skills
assessment every year. The assessment will focus on the medium to longer term
priorities for skills that are critical to the sustainability and development of key
industries and public services supporting economic growth and employment.
The Government will act appropriately in response to advice on these priorities
from the UKCES, and look to the new Skills Funding Agency and the Higher
Education Funding Council for England (HEFCE) to take full account of these



A low carbon transition for the whole economy

4.59

4.60

4.61

4.62

4.63

4.64

strategically important areas in their work. The Government is currently exploring
options for how this could be achieved.

From its inception in 2010 the Skills Funding Agency’s remit will include ensuring
that the skills system has the capacity to support development in areas of
strategic economic importance, such as low carbon. The Skills Funding Agency will
have the ability to make funds available to move the skills system in the required
strategic direction, whilst also ensuring there are sufficient funds available to
respond to emerging ‘here and now’ demand.

Alongside this work, the Government will seek to evolve the current higher
education funding model to ensure our universities also have clear incentives
to respond quickly to support emerging areas of potential growth.

The Government is committed to using the unique leverage of public procurement
to promote skills training and apprenticeships. The Office for Government
Commerce (OGC) recently published a new guide which provides public procurers
right across Government with practical advice on how they can embed skills
requirements throughout their procurement processes — both in letting new
contracts, and working with existing contractors. More widely, the OGC is working
with a range of partners and stakeholders to develop a clear framework for
promoting Government policy objectives, including innovation and skills, through
public procurement.

Economic regulators also have a vital role in shaping and supporting their
respective markets. This role can include determining the level of investment
in skills and training and addressing longer-term skills needs. In New Industry,
New Jobs, Government committed to ensuring that regulators and regulatory
frameworks all make a full contribution to raising skills levels.

Unions are also working increasingly with employers to help improve skill levels.
The TUC, for example, has worked with some major employers to help train
employees and TUC members in managing an organisation’s resource costs.

The benefits have been seen by companies in terms of increasing their resource
efficiency and lowering costs, and workers in terms of increasing motivation and
involvement in the business, and seeing how skills learned at work can be applied
to domestic situations.

To ensure a better functioning skills market, the Government will seek to work
with the market to ensure supply and demand are more in line with strategic
priorities. It will also work with sectors to set out a roadmap of likely skills needs
in key areas. Much of this can be achieved by shaping learner demand through
better information, advice and guidance about course content, graduate
destinations, links with employers, and what opportunities there are in the low
carbon sector and what skills are needed to take them there. Closer working
between employers and universities will be particularly important here, to agree
what specialised course content employers need, and what they would be
prepared to contribute to the cost of such provision (for example through
employer co-funded foundation degrees).
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To accelerate progress the Government will broker low carbon coalitions of leading
employers, representing different parts of the economy, bringing them together
with key representatives from the FE and HE system. These coalitions will be
tasked with tackling particular skills gaps and shortages arising from the transition
to a low carbon economy.

Such coalitions may also be particularly useful in supporting sector specific skills
in Low Carbon Economic Areas. This could involve agreeing what specialised
content employers need in FE and HE programmes and the rapid development of
real time skills solutions. The Government, in collaboration with local partners,
would discuss with the Skills Funding Agency and HEFCE options for incentivising
the development of new provision, and how this could be demonstrated in a LCEA
and then scaled up across the wider skills system.

This active approach to developing our skills base will be particularly important
where skills capabilities determine Britain’s ability to secure jobs at the top end
of global value chains. Many higher level skills needs in low carbon industry are
already met successfully by the market for skilled graduates which exists between
individual universities and employers. The Government wants this model to
continue, and will not seek to erode university autonomy or move towards

a system of workforce planning.

The Government sees a strengthened role for Further Education colleges and adult
education services alongside the fundamental role played in this area by Higher
Education. There is clear potential for colleges and universities to work more
closely with employers by exchanging knowledge through collaborative projects,
knowledge transfer partnerships and the provision of vocational training courses.
Employers will need help in establishing what their actual needs will be in terms
of forecasting the type of jobs and skills that will emerge. Colleges and universities
will need help in formulating their response, including in terms of infrastructure
and workforce development.

Driving demand for low carbon products

The influence of consumer and business demand
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Public understanding of the urgent need to address climate change is increasing.
This includes an increasing awareness of the term ‘carbon footprint''®'. The raised
profile and acceptance of climate change has a huge potential to shape market
demand for low carbon goods and services through consumer and business
preferences.

There is a clear opportunity for forward looking businesses to benefit from this
emerging trend in the way they position their products and brands. Embedding
sustainability within brands can set a product apart from a competitor, encourage
consumer loyalty, reduce the risk of reputational damage and help recruit and
retain staff. As a result, many high profile companies are rethinking their external
and internal environmental strategies, and developing more sustainable products

101 Defra (2008) A Framework for Pro-Enviornmental Behaviours,
www.defra.gov.uk/evidence/social/behaviour/pdf/behaviours-jan08-report.pdf
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and services. Environmental responsibility is moving beyond niche markets and
into the mainstream. This emerging trend is also increasingly affecting the terms
for business to business transactions, with larger companies in particular requiring
stringent sustainability criteria of their suppliers.

Despite the encouraging shifts we are already seeing in consumer attitudes and
awareness, there are complexities preventing these from being translated into
substantial shifts in purchasing choices, especially at the individual consumer level.
The main issues are around information and price.

Recent research shows that consumers currently find it difficult to know which
products are better for the environment®2 They want business and Government
to make it easier to buy low carbon products and believe that sustainable
purchasing choices should be clearer. Consumers also expect that business and
Government should ‘lead by example’ by behaving in a more sustainable way —
with many claiming that if business and Government did more, they would too.

The Government's role is to support the development of standards that give
confidence to environmental claims made by businesses. For example, carbon
footprinting of products helps businesses to better understand how their products
and supply chains create carbon emissions and use resources, and helps consumers
to compare products. PAS 2050, the first standard method in the world for
calculating greenhouse gas emissions for individual products, was published in
October 2008 by the British Standards Institution (BSI), co-sponsored by the
Carbon Trust and Defra'. This will help businesses quantify the monetary and CO,
benefits that cutting life-cycle greenhouse gas emissions can bring and give
consumers the ability to differentiate between products. The United Kingdom
Accreditation Service is also accrediting certification bodies to certify products
and services to PAS 2050, to give consumers confidence in the declarations made
by organisations using the new specification.

At the company level, forthcoming guidance for businesses on how to measure
and report greenhouse gas emissions will help organisations to clearly and credibly
report publicly on their emissions to customers and investors. The Government is
also currently working with advertising and marketing practitioners to update and
supplement its guidance on how to communicate responsibly on the
environmental performance of products and services. As well as updating the
general principles contained in the existing Green Claims Code, this work with
industry professionals and other stakeholders should lead to more detailed
guidance to help with the practical delivery of responsible marketing — for
example, on how particular environmental issues can be handled in advertising
and on challenges which arise for particular sectors. The aim is to support
businesses in making good environmental claims and gaining market recognition
for genuinely higher performance.

192 Defra (2008) A Framework for Pro-Enviornmental Behaviours

193 See www.bsigroup.com/en/Standards-and-Publications/How-we-can-help-you/Professional-Standards-
Service/PAS-2050/
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The other key issue hampering large shifts in consumer demand is price, with the
majority of consumers either unwilling or unable to pay a price premium for lower
carbon or generally more sustainable goods'. This barrier is most effectively
tackled by measures that drive up the cost of high carbon goods and decrease the
cost of low carbon alternatives. Although effective carbon markets can play a role,
these are not enough to create sufficient differentiation in the cost to end-users
in many sectors especially less carbon intensive ones. Targeted sector-specific
initiatives, such as the introduction of product standards and end-user incentives,
therefore have an important part to play. For example, in the case of lighting,

the EU has agreed to a ban on the sale of all low efficiency lightbulbs by 2012
and some UK retailers are already no longer selling the least efficient bulbs.

For business, Enhanced Capital Allowances provide tax relief for investment in

a range of more efficient equipment including some high efficiency lighting units
and controls.

Using public procurement to stimulate demand.
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Government is committed to using its £175 billion annual procurement budget
to show leadership and stimulate demand for lower carbon goods and services.
We will do this by making appropriate revisions to the technical specifications
mandated for use by Government procurement professionals and by stimulating
supply in those areas where public sector demand is of sufficient scale to send
signals to influence the market.

Government will also continue to use procurement to encourage development of
innovative low carbon and resource efficient solutions through programmes such
as the Small Business Research Initiative and Forward Commitment Procurement,
as outlined in Part 3.

Central Government and its agencies have adopted challenging targets for
resource efficiency and carbon emissions. Procurement decisions are aligned with
these objectives, with minimum, mandatory environmental specifications —
referred to as ‘Buy Sustainable — Quick Wins' — in place for a wide range of priority
product groups commonly purchased across government bodies, from energy using
products and textiles to paper and food.

The Government's Sustainable Procurement Action Plan provides the framework
for sustainable procurement across government departments, including on low
carbon goods and services. Support for delivery and compliance with the
framework by central government departments is overseen by the Centre of
Expertise in Sustainable Procurement (CESP) in the Office of Government
Commerce.

For high carbon impact products, more stringent best practice specifications have
also been developed, both for those able to go beyond the minimum, mandatory
standard, and to provide a signal to procurers and suppliers on the future direction
of public procurement standards. For example, Government aims to purchase

104 A survey carried out by Pricewaterhouse Coopers found that 48% of consumers were either unwilling or
unable to pay the premium associated with more sustainable goods. Source: Pricewaterhouse Coopers
(2008) Sustainability: Are consumers buying it?
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Energy Star compliant (or above) ICT, including computing and imaging
equipment, and is investigating solutions to ensure that the power management
of products is optimised by suppliers. Government is also working to increase the
average data server capacity use to a minimum of 50% where possible for
improved efficiency and to ensure that all ICT consumables are either recycled or
remanufactured at end of life.

To make it easier for procurement professionals to identify more environmentally
sustainable choices, Buying Solutions, the national procurement partner for UK
public services, has introduced a ‘Greentick’ facility'®. A ‘Greentick’ next to a
product, on the list of those available under Buying Solutions’ Framework
contracts, is the supplier’s assurance that this product meets the ‘Buy Sustainable
— Quick Wins' specification. Products available through the Buying Solutions’
frameworks can be searched by specification to identify those which suppliers
confirm meet the ‘Buy Sustainable — Quick Wins' standards. To date, eight suppliers
have uploaded ‘Greentick’ product information covering eleven manufacturers and
370 products, including laptops, PCs, monitors, refrigerators and dishwashers.

The Access for All programme, implementing the recommendations in the Glover
committee report, Accelerating the SME economic engine®, will help lower the
barriers to SME participation in public procurement, both as main contractors and
in supply chains in low carbon activities.

Creating a climate resilient economy
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Even with concerted efforts to reduce greenhouse gas emissions in the coming
years, due to our historic and current activities and resulting greenhouse gas
emissions, some climate change is inevitable for at least the next 30 years.

Climate change is already happening. The ten hottest years on record globally have
occurred since 1990. In Britain, we have experienced water shortages in the south
of England and we have seen increased incidents of flooding.

Climate change poses threats to business across the economy, from direct damage
to assets to disruption across the supply chain. The future prosperity of Britain in

a global low carbon economy will, to a large extent, depend on the ability of
businesses to effectively mitigate these risks. This requires building climate change
risks into decision making. This means, for example, changing the way we build our
houses and infrastructure, better managing our water, and adjusting farming
practices.

The need to create a climate resilient economy should also be considered an
opportunity. Britain is already leading the world in many of the analytical tools
necessary for effective planning for the impacts of climate change, as
demonstrated by the new UK Climate Projections'®”. We now need to ensure that

195 www.buyingsolutions.gov.uk/products

196 HMT (2008) Accelerating the SME economic engine,
www.hm-treasury.gov.uk/d/pbr08_economicengine_2390.pdf

107 Defra (2009) Adapting to Climate Change: UK Climate Change Projections,
www.defra.gov.uk/environment/climatechange/adapt/pdf/uk-climate-projections.pdf
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we build the infrastructure necessary for a climate resilient economy. We also
need to take advantage of the new markets and jobs that climate change may
offer, such as in tourism, or from making new products to help us better adapt to
climate change.

To help with this, last year, the Government set up an Adapting to Climate
Change Programme, a cross-Government programme coordinated by Defra. The
programme brings together the work already being led by Government and the
wider public sector on adapting to climate change and will coordinate and drive
forward the development of the Government'’s work on adaptation in the future.
The UK Climate Change Projections'® illustrate the extent of the changes the UK
might face from climate change over this century — warmer and wetter winters,
hotter and drier summers, an increased risk of coastal erosion and rising sea levels,
and more severe weather events. The projections underline the importance of
global action to reduce greenhouse gas emissions to prevent the most severe
impacts of climate change. The projections will also help businesses and the public
sector to plan and prepare for a future in a changing climate.

The Climate Change Act 2008 gave the Government a power — the Adaptation
Reporting Power — to ask public sector organisations, and statutory undertakers
(such as energy and water companies) to report on their assessment of climate
risks and their plans to respond to these. The Government is currently
consulting on the proposed use of this power. In addition, all Government
departments will be producing Adaptation Plans by spring 2010.

Recognising the importance of creating a climate change resilient economy,

the Government will be shortly initiating a joint study with business
representatives to look at the related climate change adaption opportunities
for British based business in both the domestic and global markets. This will
focus on: protecting areas of current competitive advantage from the
impacts of climate change, and; identifying new opportunities, such as
adaptation technologies and climate resilient infrastructure, where the UK is
well placed to take advantage of future growth.

A just transition to a low carbon economy
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As with previous structural changes to the economy, a shift to a low carbon
economy will affect each business, worker and family differently. This will depend
on the sector a person works in, the type of job they are doing and where they are
geographically located. Previous economic structural shifts have had huge social
impacts, with some workers and communities being left behind as industries are
restructured by change.

The low carbon economy represents a great opportunity for many people in
Britain. However, as the nature of work changes, there will inevitably be
transitional costs. These will impact on sectors of the workforce in different ways.
As new opportunities arise in new markets, and as consumer demand changes to

198 www.defra.gov.uk/adaptation
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become more attuned to the need to address the issue of climate change, some
existing products and services will change or may no longer be needed.

We will witness a shift in the nature of jobs in two ways. First, within existing
sectors, as they seek to become more energy and resource efficient, the nature of
jobs within those sectors will change. Second, the relative importance of sectors
will change as new products and services create opportunities in different sectors
of the economy.

Businesses will also need to adapt to the consequences of climate change itself —
even if mitigation action is taken urgently, we can expect higher temperatures and
increased incidences of flooding in the future, affecting different parts of the
country and different sectors disproportionately.

With this in mind, it is crucial that the Government does all it can to ensure that
there is a fair distribution of costs and benefits across the economy from the
transition. Parts 1 and 2 of this document described some of the opportunities in
Britain and across the different English regions. Moving forward, we must ensure
that government policies fully take into account national, regional and local
impacts. Furthermore, we must consider how our policies impact on the poorest
in society. Aside from addressing this issue through industrial policy, the
Government will encourage all households to make their homes more energy
efficient, helping to bring fuel bills down.

Equipping Britain to take advantage of the shift to low carbon is a social obligation
as well as an economic imperative. It requires policies that enable people to
respond to industrial change positively, through the acquisition of new skills and
access to new opportunities and new jobs.

In 2008, the TUC set out its views on a just transition to a low carbon economy.
In doing so, it described a set of ‘Just Transition principles’:

e A meaningful environmental transition and sustainable development.
All sections of society should work together to prevent further damage to the
planet’s ecosystems;

e Representation and employee involvement. All sections of society should
have the opportunity to have their perspectives voiced and considered;

e Stable employment and long-term planning. Long-term planning to preserve
job equity and ensuring work conditions do not suffer in the transition;

e Social justice and a fair distribution of costs. Ensuring the costs and benefits
of change fall proportionately on different sections of society;

e Government backing and a united purpose. A high level of commitment
from all relevant stakeholders, including the Government, trade unions and
business federations.

109TYC (2008) A Green and Fair Future For a Transition to a Low Carbon Economy,
www.tuc.org.uk/touchstone/Justtransition/greenfuture.pdf
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As part of this, the document suggested the establishment of a national
framework or mechanism to ensure long-term planning and representative
decision making on environmental transition. The Joseph Rowntree Foundation is
also about to undertake a programme of work examining the social justice impact
of climate change.

The Government is committed to doing all it can to ensure this just transition.

For this reason, we will create a forum for considering these issues and
advising government. The new Forum for a Just Transition will include
representatives from Central Government, national, regional and local bodies,
Trade Unions, business organisations, and third sector bodies.
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