NATIONAL ENERGY AND ENERGY POLICY OVERVIEW

Almost 60% of Italy’s energy comes from oil, most of which isimported. Gas accounts for another 30% of
energy use. Coal, hydro and renewables provide for most of the rest, as shown in Figure 4. Most
electricity is generated with oil, though natural gas and, to alesser extent, renewables are increasingly
important sources of power. Table 2 provides information on Italy’ s dependence on imports, its energy
intensity and its greenhouse gas emissions.

Figure 4: Total Primary Energy Use by Fuel Type'
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Table 2: 1997 Energy Snapshot”

Dependence on Energy Imports: 80% Energy-Related Carbon Emissions: 116 million
metric tons (1.86% of world carbon emissions)

Energy Consumption per Capita: 130.7 million Btu | Carbon Emissions per Capita: 1.98 metric tons

Energy Consumption per $1 of GDP: 5,658 Btu Carbon Emissions per $1 GDP: 85.6 metric tons

“Kyoto Commitment”: 6.5% reduction in GHG
emissions by 2008-2012"

Italy is one of the least energy intensive countriesin the world." Nonetheless, its energy
policies are very complex, which is partly aresult of the complex energy pressures facing
Italy and partly aresult of the Italian political process. There are more than 300 energy
lawsin Italy at the national level. A compendium prepared for the National Conference
on Energy and Environment in 1998 sums up the evolution of energy legislation and
planning in Italy with this statement: “Too many laws, some well done, others less so,
often in contradiction with one another: what is needed are simplification, coherence,
flexibility and separation between the legislation and the technical regulations.”” The
Ministry of Industry, Commerce and Handicraft (MICA) is the main body responsible for
implementing Italian energy policy.

Italian energy policy has changed dramatically since 1988, the year in which the last National Energy Plan
(PEN) wasissued. Theissuesthat are in the forefront of Italian energy policy today include energy

! Under the Kyoto Protocol, the European Union as awhole committed itself to an 8% reduction in
greenhouse gas emissions between 2008-2012. Under a separate EU agreement, the Community Strategy
on Climate Change, however, individual member states committed themselves to different greenhouse gas
emission reduction trajectories in support of the EU’s overall commitment.




deregulation, environmental protection, energy security, taxation and economic growth. Before each of
these issuesis discussed individually, however, it is worth highlighting a few unique aspects of Italian

energy policy.

Italy is one of the few countries in the world to have closed down operating nuclear power plants
following a moratorium on nuclear power generation. Italy took this decision by referendum in 1987
in the wake of Chernobyl. Prior to the ban, 3.8% of Italy’s domestic power was nuclear and Italy had
1.15 GW of nuclear capacity. The moratorium was in effect through 1992; however, the Italian
government has extended it indefinitely.”

Italian energy taxes are quite high, even by European standards. This has helped Italy achieveits low
energy intensity. The taxes are aresult of severa policy driversincluding the 1973 oil shock,
continued energy security concerns, and a desire to protect the environment.

While European integration has encouraged Italy to make its energy industry more competitive, at the
same time Italy has taken several steps to make its energy use more efficient and less carbon-intensive.
Thisincludes progressive electricity tariffs in which households must pay higher tariffs when they
consume more electricity, and requirements that electricity producers sell a certain volume of
electricity from renewable sources to the grid. Electricity producers aso reap benefits when they sell
cogenerated electricity to the grid.

Energy Deregulation: Competition in Italy’s energy industry has been very limited. Until recently, most
of Italy’s energy sector was in the hands of state corporations, most notably ENEL and ENI (the state
electricity and hydrocarbon companies, respectively). Both companies were transformed into joint stock
companies in the early 1990s, and major share blocks were sold in the mid 1990s. Both firms are now
primarily privately held. ENEL and ENI were privatized in anticipation of retail competition in the
European Union.

European integration has meant that European Union members must open their electricity and energy
markets to other member states. In February 1997 and March 1999, the Italian parliament passed new
decrees regarding the domestic el ectricity market. The 1999 decree breaks the state electricity monopoly,
ENEL, into generation and distribution companies and introduces competition between providers. In
addition to ENEL, there are al'so municipal el ectric companies and self-producers in industry; ENEL
accounts for over 80% of total power production in Italy.



Before 1999, there was no retail competition although there were laws favoring
cogeneration in industry. In fact, until 1991, even companies in the same group could not
exchange electricity.” “Law 9/91" enacted in 1991 allowed industrial companies and
municipal utilities to produce power for their own needs and sell any excess to the
national grid.”"" The March 1999 |egidative decree regarding the power market opened
the way for retail competition. Under thislaw, no single company will be allowed to
produce or import more than 50% of Italy’s electricity production or imports. Large
consumers will be able to purchase electricity from distributors or wholesalersin Italy or
abroad, though smaller consumers will be tied to a single distributor. Entities throughout
Europe will have equal accessto sell power to the grid or serve aswholesalers. The
government will still maintain control of the power grid, though it may sign concessions
for operation of it."" The 1999 decree also encourages cogeneration and production of
renewable energy.?

In addition, Italy has been introducing competition into its natural gas and oil sectors. It
has sold off |arge packets of ENI shares, so that now less than 40% of the company is
state-owned.”™ The Italian government has also established an Authority for Electricity
and Gas that will ensure fair competition and access to the grid in these energy markets.”
Thisisasignificant innovation because it breaks the energy monopolies hold on the
market.

Environmental Protection: While European competition has been driving Italy’s efforts
to reform its energy sector, Italy has taken advantage of this situation to introduce
environmentally friendly energy policies. Italy’s commitment to reduce carbon
emissions by at least 6.5% of its 1990 level is helping to crystallize this policy. Italy is
committed to increasing its use of renewable energy and natural gas and improving
energy efficiency to meet its Kyoto commitments. Table 3 below summarizes Italy’s
greenhouse gas emission goals.

Table 3: National Actions to Achieve Greenhouse Gas Emission Goals and Associated Emission
Reductions (in Mt CO,)"

Action 2002 2006 2008-2012
Increased Efficiency of Electricity Generation 4105 10to 12 20to 23
Reduction of Energy Consumption in the Transport Sector 4t06 9to11 18t0 21
Energy Production from Renewables 4t05 7t09 1810 20
Reduction of Energy Consumption in the Industrial, 6to7 12t0 14 24t029
Residential and Service Sectors

Emission Reductions from Non-Energy Sectors 2 7109 151019
CO, Absorption by Forests 0.7
Tota 20t0 25 451055 9510 112

Because Italy’ s energy intensity is already quite low, the task of reducing emissionsis
even more challenging. Most of the itemslisted in Table 3 have implementation plans

2 The renewable energy clauses of thislaw are particularly interesting. All companies producing or
importing non-renewable power in one year must introduce into the grid in the next year new renewable
power equivaent to 2% of the non-renewable power sold in the first year.



that spell out how Italy will reduce emissions in that area. Renewable energy strategies
and goals, for example, are described in the Italian “White Book” on renewable energy.™"
The Ministry of Environment has also signed a voluntary agreement with FIAT on
reducing greenhouse gas emissions from cars, an agreement that supports the second
action item listed. Thiswas the first voluntary agreement in Italy relating to greenhouse
gas emissions. According to the agreement, FIAT carsin 2010 will emit 23% less carbon
dioxide per kilometer than the average 1990 models.""

Italy has also introduced a series of laws, decrees and regulations in recent years to
reduce local atmospheric pollution from fossil fuel combustion. The Italian government
first signed a Clean Air Act in 1966, which set guidelines for controlling pollution.
Additional regulations and decrees in 1983 and 1988 established the maximum allowable
concentrations of certain air pollutants. Italy has made great gainsin reducing sulfur
dioxide emissions primarily by substituting natural gas for coal. The Ministry of
Environment in Italy was established only in 1986; in 1994 Italy established the
Environmental Protection Agency, which co-exists with the Ministry. Environmental
organizations have grown in strength in Italy over the past decade. The largest of theseis
Legambiente (Environmental League), a former leader of which is now a prominent
parliamentarian."

Environmental laws have actually prompted much of ENEL and ENI’ s research in recent years. ENEL’s
research program in 1995, for example, was geared primarily toward reducing emissions or environmental
impact and improving conversion efficiency.™

Energy Security: Like most OECD nations, Italy faced major energy shortages during
the 1970s ail crisis. Since then, Italy has improved its efficiency, reducing import
requirements, although it still imports a high percentage of its total energy consumed.
Thisis particularly true for oil and coal (93% and 84% imported, respectively). Italy also
imports the majority of its gas" Thirty-one percent of Italy’s oil imports comes from
Libya, 41% from various countries in the Middle East, 11% from the former Soviet
Union and 17% from other countries. Its natural gas imports come from a similar mix of
countries, with adightly higher reliance on the North Sea™ Its coal comes primarily
from the U.S,, Australia and South Africa™"™"

Because of its heavy reliance on energy from the Mediterranean basin, Italy has tried to
promote regiona cooperation and development with most of its Southern neighbors.
This cooperation is through bilateral technical assistance, assistance under the
Mediterranean regional sea convention, and commercial contracts for devel oping regional
hydrocarbon resources. While more comprehensive and integrated energy networks in
the European Union could help Italy weather short-term supply disruptions, such
integration is unlikely to help Italy in long-term supply disruptions; the government has
not highlighted this integration as a key component of its long-term energy security
policy. ™

The government and domestic energy companies have also tried to increase domestic
energy production. Large gas and oil fields, however, are not aways in the most
environmentally benign locations. One of Italy’s largest domestic natural gas reservesis
located in the Northern Adriatic, but because of environmental concerns and the potential



subsidence of Venice, the government has decided not to allow gas prospecting in that
area. Italy is aso promoting renewable energy, cogeneration and energy efficiency to
reduce energy imports and the risks these imports entail.

Energy Taxes: Italy’s energy taxes are high compared to most other nations. 1n 1995,
Italy levied taxes of up to 76% on gasoline and up to 74% on fuel oil, for example.™
Taxes are, thus, akey element of Italy’s energy policy. High energy taxes promote
energy efficiency. Thisin turn can help reduce energy imports (improving energy
security) and reduce energy-related pollution.

Economic Growth: One of the goals of Italy’s energy policy isto promote economic
growth and create new jobs. Italy’s policy for promoting renewable energy, for example,
specifically outlines how this policy will improve employment.” Job and economic
growth are also some of the factors motivating Italy’s efforts to reduce energy imports.
Likewise, the move toward energy competition is an effort to stimulate economic growth
in industry and other sectors.
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