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Brexit – Energy and Carbon Implications 

 

Introduction 

Every sector of the Irish economy is beginning to get to grips with the consequences of a Brexit. The 

known knowns are that negotiations will not start until the end of September at the very earliest and 

they will last at least two years. All agree that the UK Government needs time to work through what 

it wants and how best to achieve its strategic objectives. Member States accept they too need a 

period of reflection.   

In this briefing note we set out some initial issues that merit more detailed analysis over the coming 

months. 

In the energy sector, the Brexit negotiations will go well beyond conventional internal market/free 

trade issues.   They will cover wider strategic issues such as security of  energy supply, climate 

change, and energy infrastructure.    

There is  also  the  added  complication  that some of the key  building blocks of  Irish energy policy -  

the Single Electricity Market (SEM) and the natural gas interconnector  with Scotland - are  

essentially  the products of historical Inter Governmental  Agreements  between  Ireland and  the 

UK. Whether these issues are included in the post-Brexit negotiations between the EU and the UK 

remains to be seen. 

The Norway Precedent 

One of the major unknowns is whether the UK will accept some or all of the European Single Market 

legislation and if so on what terms.  In this regard Norway‘s policy on energy as a member of the 

European Economic Area (EEA) is instructive. Under the EEA Agreement, Norway has implemented 

all the most significant EU energy legislation related to the internal market, not least because the 

Norwegian electricity grid is physically connected to its Nordic (EU) partners and to the Netherlands 

and Germany. Norway also participates as an active partner in EU energy research programmes. On 

the other hand, Norway does not implement the EU Directives on energy efficiency or renewables. 

Norway plays a proactive role in seeking to shape the EU’s Energy Roadmap 2050 and the EU’s 2030 

energy and climate change targets and reflects emerging EU policy in its national energy and climate 

change frameworks. In summary, Norway has adopted the EU energy acquis where the legislation 

affects the internal market and its vital strategic interests. 

Energy Union 



2 
 

The EU’s strategy comprises five closely related and mutually reinforcing dimensions. As the UK’s 

opening stance seem to be that it wants a trade deal only with the EU, arguably all of the following 

areas will be settled by UK national legislation without reference to EU legislation. In such a scenario 

there are multiple and complex implications for Ireland and Northern Ireland. 

Security of Supply: That part of Ireland’s strategic oil reserve physically held in the UK might have to 

be moved if the UK opted out of the Oil Stocks Directive (2009/119). As it does not have an internal 

market dimension, it could also be assumed that the UK (and NI) will no longer be a party to the EU’s 

energy security strategy, including the (revised) Security of Gas Supply Regulation. Ireland sources 

most of its gas  from one of the most  liquid  gas hubs in  the  world (the North Sea) and  transports  

it  through two 100% Irish-owned  gas  pipelines that  happen  to be located mainly in the UK but  

which are  covered  by an inter-Governmental Treaty.  Northern Ireland relies heavily on  a  gas  

pipeline  that  runs  through Ireland and  which  is part of  the NI system. The risk to the UK is much 

less as they have a diversified source of supply and surplus gas storage capacity. 

Internal Market: If the UK opted out of the third energy package and applied equivalent national 

measures (on unbundling and wholesale energy trading for example), this could have a negative 

impact on the operation of its electricity and gas interconnectors with France, the Netherlands and 

Ireland.  The future post-Brexit  commercial  and legal  arrangements for interconnector  trading  

between an EU and  a non-EU State are  far  from  clear  at  this stage and  will have  to be worked 

out. An alternative regime would have to be negotiated to provide regulatory certainty. The UK 

could be offered observer status at ACER, ENTSO-E and ENTSOG in the interests of maintaining 

transparency. As there is a voluntary SEM on the island of Ireland – going beyond any EU  

requirements – arrangements  to preserve the status quo would also have to be negotiated,  

assuming  that  the UK  and Irish authorities would  wish  to continue  with  the SEM in the  first 

place. Vivid Economics has assessed the impact of the UK being excluded from the SEM on the UK 

economy at £500m per annum in the medium term. 

Energy Efficiency: Again, it is a working assumption that the revised EU Energy Efficiency Directive 

will not be adopted in the UK as it is not an internal market issue. UK national targets would be set in 

the forthcoming Carbon Reduction Plan. 

Decarbonisation: UK national emissions reductions targets have been determined in the Fifth 

Carbon Budget (published on 30 June 2016).The EEA members are covered by the EU’s Emission 

Trading System so a major strategic issue for the UK is whether it wishes to remain in the EU ETS via 

the EEA. If the UK decides to opt out of the ETS what happens to the valuable carbon permits held by 

UK operators? Outside the EEA it would have to submit its COP Nationally Determined Contribution 

under the UNFCCC process. The UK’s Climate Change Act 1998 sets tougher emissions reduction 

targets than those applied at EU level so in that respect the UK has a national policy on 

decarbonisation which  is more ambitious than what has been agreed to date at EU level. 

Furthermore, the UK’s Carbon Price Floor is higher than the EU carbon price. The UK is unlikely to 

apply the (revised) EU Burden Sharing Directive that will allocate non-ETS emission reduction targets 

among Member States. In such a scenario, the UK will not be subject to potential EU fines or EU 

reporting requirements. On the other hand, the UK would not be able to trade valuable surplus 

carbon credits. The implications of  Brexit  for  the EU-wide  commitments  entered into at  the Paris 

COP 21 Agreement  will  also have  to considered  as  part of  the Article 50 negotiations.   



3 
 

Renewable Energy: If the UK decided not to adopt the revised Renewable Energy Directive and to 

apply national measures instead, it would not be able to trade renewable credits with other Member 

States. Such a scenario might make some investments less attractive. In the EEA, EU State aid rules 

apply to RES schemes in order to prevent distortions to competition. Outside the EEA, equally strict 

WTO State aid rules would have to be respected. If the UK sought to export bioenergy it could only 

do so if the products complied with EU standards and sustainability criteria over which the UK would 

have limited influence. 

Energy Investments: The European Investment Bank has supported some €3.5 billion in UK energy 

projects (2014). Will the EIB continue to support energy projects in a Brexit scenario? With a forecast 

annual spend in the short term of some £15 billion per annum, Vivid Economics has concluded that 

(due to the higher cost of finance) higher costs of investment in energy infrastructure is the most 

significant Brexit risk to the energy sector. It will be interesting to see if the Viking Link, IFA2 and FB 

Link projects are progressed within the time periods currently envisaged. If the UK decided to 

disengage from EU market integration initiatives this could affect the business case for further 

investment in interconnectors. 

Other Impacts: If the UK does not apply the provisions of the Industrial Emissions Directive this 

would give their industrial plants a competitive advantage over similar plants in Ireland. 

Ireland’s White Paper 

The policy frameworks set out in the December 2015 White Paper are predicted on Ireland taking 

account of EU and international energy and climate change objectives, legislation (where 

appropriate) and agreements.  

The impact of a Brexit on energy policy was not addressed in any detail.  

Following the result of the UK referendum, Denis Naughten, the Minister for Communications, 

Energy and Natural Resources, has agreed that a full assessment will be undertaken of those issues 

that may arise for energy supply, including security of supply issues, taking account of current 

interconnection arrangements, and cooperation with the UK generally with regard to stocks of fuel. 

The review will also include cost implications and preferences for any new, post-Brexit arrangements 

between Ireland and the UK, recognising that this will form part of any market access discussions in 

the EU context. The issue of the single electricity market will be discussed bilaterally with the UK, 

while also forming part of Ireland’s priority issues for negotiation in Brussels. The Minister said that 

given the existing energy interconnection and trading arrangements between Ireland and the UK, 

ensuring the continuity of mutually dependent energy arrangements and maintaining our long-

standing history of beneficial cooperation in this sphere will remain of central importance to both 

Ireland and Northern Ireland. 

Preliminary Conclusions 

The least disruptive scenario for Irish business is that the UK continues to implement the EU rules 

underpinning the SEM.  

Irish business should assume that energy imports from the UK will be more expensive in the medium 

term if the cost of finance rises as has been predicted 
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It may be that Ireland will come under pressure to remove its strategic oil reserve from the UK.   

The business case for a France-Ireland electricity interconnector on the lines currently being 

examined by EirGrid and their French counterparts is probably enhanced by the Brexit outcome.    

The future of the all-island SEM will depend in part on the wishes of the authorities in London, 

Belfast and Dublin.  Assuming  they decide it should   remain in place,  some  adaptation to meet  EU  

requirements  will probably be  required if only because  the European Commission has  held  that  

trade  between Ireland and Member States (other  than  the UK) is, in  fact,  affected by  the SEM.   

Arguably energy may emerge as one of the less contentious issues in the Article 50 negotiations 

because major strategic issues of national importance are at play. Enlightened self-interest may 

prevail over political ideology. 

 

5 July 2016 

Prepared on behalf of the Public Policy Advisors Network 

Dr. Peter Brennan 

(in collaboration with Denis Cagney) 

pbrennan@epsconsult.ie                                                                                087 2412001 

 

 

mailto:pbrennan@epsconsult.ie

