UNIVERSIT\W Policy Briefing
E

 CAMBRIDGE /" Europe /

SUSTAINABILITY LEADERSHIP

Fit for 55?

A progressive business
perspective on the EU’s
transformative climate

package

ACHIEVING
ZERO

funded by

WE MEAN
BUSlNEss»
COALITION




Fit for 55?: g
A progressive business perspective on the EU’s transformative climate package

- "//

The University of Cambridge Institute
for Sustainability Leadership

The University of Cambridge Institute for Sustainability Leadership (CISL) is a
globally influential Institute developing leadership and solutions for a
sustainable economy. We believe the economy can be ‘rewired’, through
focused collaboration between business, government and finance institutions,
to deliver positive outcomes for people and environment. For over three
decades we have built the leadership capacity and capabilities of individuals and
organisations, and created industry-leading collaborations, to catalyse change
and accelerate the path to a sustainable economy. Our interdisciplinary
research engagement builds the evidence base for practical action.

CLG Europe

CLG Europe develops credible, ambitious positions amongst its
membership and deploys effective strategic communications to engage
with the highest levels of policy audiences. CLG Europe is diverse in its
membership and representative of Europe in both geography and sector,
welcoming the innovative talent of SMEs as well as leading established
companies. The group works closely with policymakers — particularly the
Green Growth Group of EU climate and environment ministers, and
supportive Members of the European Parliament through its Green
Growth Partnership. The group also maintains a network of sister groups
across the EU and works in partnership with some of the largest business-
focused organisations in support of climate action as one of the founders
of the We Mean Business Coalition, for which it provides the EU policy
lead.

We Mean Business Coalition

We Mean Business Coalition is a nonprofit coalition working with the
world’s most influential businesses to take action on climate change. The
Coalition is a group of seven nonprofit organisations: BSR, CDP, Ceres, CLG
Europe, Climate Group, The B Team and WBCSD. Together, The Coalition
catalyses business and policy action to halve emissions by 2030 and
accelerate an inclusive transition to a net zero economy.
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Executive summary

In releasing the ‘Fit for 55’ Package of policies, core to the EU’s Green Deal, the EU has created a
global precedent by proposing a thorough policy framework to achieve the 55 per cent net reduction
in greenhouse gas emissions by 2030 and climate neutrality by 2050. This is a first clear example from
a major economy where a package of legislation underlines the economic benefits of increased climate
action, demonstrating that climate ambition, economic prosperity and sustainable growth can go hand
in hand — stressing that the Green Deal is the EU’s growth strategy.

The Fit for 55 Package presents a once in a generation opportunity to map out how the EU will
contribute to addressing the climate challenge, in the context of the global paradigm shift towards
climate neutrality. This shift will transform economies and lead to the development of huge new
markets for clean technologies and products, providing an abundance of opportunities for economic
growth and job creation. The package aims to support a green economic recovery, increase investor
certainty and solidify the EU’s global leadership through action and leading by example. Within the EU,
it sends a strong signal that Europe’s economic recovery will be achieved through climate action.
Business will be at the forefront of this process.

Successful implementation and delivery of the policies detailed in the package should support the
transformation of the European economy. However, there will be disruption for certain communities,
sectors and business models. The challenge of implementing this raft of policies across diverse
Member States, with varying levels of resources, and supporting businesses and communities through
the transition, should not be underestimated. It will be critical that the package facilitates an economic
transformation that is just and fair, improving the health, wellbeing and prosperity of all EU residents.

Determination from the EU and Member State governments to maintain the overall ambition of this
package while agreeing and delivering on these policies will be key to its success, alongside
engagement from businesses, communities and consumers. It will be essential to demonstrate the
benefits of early and aggressive climate action — not only in terms of cost savings and economic
growth, but also health and wellbeing. A case in point is the energy price changes in recent months,
which have highlighted the adverse economic effects of volatile fossil fuel prices. The EU should not
miss the opportunity to develop a more resilient decarbonised energy sector, with reduced reliance on
fossil fuel imports.

It is clear that the package is a major step towards achieving the EU’s climate goals. However, there
are certain areas where more clarity and consideration are needed. These include:

e Balancing the use of regulatory measures with an ambitious approach to carbon pricing and
revising the Emissions Trading System in a way that will send a strong, incentivising signal to
carbon intensive industries.

e How the new energy efficiency first principle, the increased Effort Sharing Regulation targets
and the revisions to the Energy Efficiency Directive will be implemented in practice and
financed across all sectors. For example, additional policies are needed to incentivise
households and communities to improve the energy efficiency of the housing stock. Although
these technologies have existed for a long time and could unlock large energy savings and
employment opportunities, their take up has remained extremely low.

e How to increase Renewable Energy Directive targets in a manner that can accelerate demand,
provide greater penetration across industry sectors and ensure stability of electricity supply.
This will require additional policies to support faster deployment of associated infrastructure,
in addition to revisions to the remuneration mechanisms in the power sector to incentivise
investment in ancillary services.

e How to implement the Land Use, Land-Use Change, and Forestry proposal, which contains
revisions that prepare to integrate non-CO; emissions from agriculture beyond 2030. In


https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal_en
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particular, there is a need to balance the potential for carbon removals to increase mitigation
and achieve neutrality by 2050 against the need to ensure they are not used to compensate for
a lack of decarbonisation efforts in other sectors.

How best to identify major skills gaps and support workers who will need reskilling or upskilling
in the near future and deliver on targeted and well-resourced skills development and creation of
decent jobs.

Ensuring that the energy transition and industrial transformation are adequately supported by
policies that incentivise the use of circular and innovative low carbon materials. This can be done
through sector-specific industry roadmaps, with interim targets and milestones, combined
standardised reporting and accounting practices for embodied emissions.

Ensuring that the alignment of energy and climate policies, through the proposed changes to
the Emissions Trading System and the Energy Taxation Directive, will not lead to negative
distributional impacts. While the proposed ranking system to accelerate electrification and the
take-up of low carbon fuels has great potential, changes that will affect household heating and
transport fuel costs need to be accompanied with decisive action to protect households against
rising energy costs.

How to accelerate the deployment of existing alternatives to carbon-intensive transport
modes, through R&D, supporting public transport systems and the new revisions to CO2
emission performance standards and on infrastructure. It will be key to address non-cost
barriers to Electric Vehicle take up as well as linking subsidies to scrappage schemes to ensure
that old petrol and diesel vehicles will not end up being used elsewhere.

How to ensure that the new proposal for the Carbon Border Adjustment Mechanism does not
lead to market distortions or cause political and diplomatic fallout. Engagement and support
for least developed countries will be essential to protect Europe’s reputation and to facilitate
decarbonisation in countries with very limited financial resources.

Key recommendations

There remains much work to do but, overall, the package provides a framework to deliver a strategy to
achieve a robust future EU and global economy and create new industries and markets in the
transition to a net zero economy.

Based on our analysis we have identified the following key recommendations for policymakers and
business.

Key gaps to be taken into account by policymakers include:

the links between the circular economy and climate action that are not yet being fully deployed
in the EU’s climate policy;

a need for further impact assessment of the proposals in a way that allows policy synergies to
be identified and acted upon;

ambitions to deliver more energy-efficient buildings and electric road transport, and policy
measures that would make adopting these solutions more affordable and attractive.

Businesses have a role to play in supporting policymakers on climate ambition by ensuring that:

the package is implemented as a whole and is not undermined by being treated as a set of
unconnected elements;

the benefits are seen as key to future growth and global competitiveness, and are championed
within their own markets;

there is transparency over how, alongside new employment opportunities, disrupted industries
will require support for upskilling, training and redeployment.
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1. Introduction

In December 2019, the European Green Deal* was introduced as the key linchpin of the European
Commission and as a new economic strategy for Europe, aiming to drive growth while also putting the
continent on track for a climate neutral future. To deliver on this strategy a new 2030 climate target
was introduced, requiring the EU to achieve a net 55 per cent reduction in greenhouse gas (GHG)
emissions by 2030 (compared to 1990 levels) — a target well above the 36 per cent reduction that
current policies are projected to achieve.? A major policy package has now been unveiled to achieve
the new targets and deliver on the Green Deal’s blueprint for transformational change across the
economy and society. The ‘Fit for 55’ Package of policy proposals® has the potential to provide the
engine for Europe’s growth strategy as well as a ‘green recovery’ from the Covid-19 pandemic.

On 14 July 2021, the European Commission published the largest part of the package, with the second
half due in December 2021. This is the first action plan for how to achieve an updated climate target
(internationally known as a Nationally Determined Contribution or NDC) by a major economy. The
costs and benefits, and potential policy pathways to achieving this target, were assessed in the
European Commission’s impact assessment.* This assessment, which was published in September
2020, demonstrated that greater climate ambition could also result in economic gains — a finding that
has since been reiterated by a recent study by the European Central Bank in specific reference to
banks and private sector businesses.”

The timing of the Fit for 55 launch coincided with a period of extreme weather events across the globe
—including severe flooding, heatwaves and forest fires across Europe. While these events and their
aftermath still dominated headlines, the Intergovernmental Panel on Climate Change (IPCC) 2021
report on the physical science basis of climate change® revealed that we are fast approaching 1.5°C
global warming, and called for urgent action to reduce GHG emissions. In this context, the EU’s
ground-breaking (if still preliminary) package of legislation is timely and can support EU leadership at
COP26 in Glasgow. However, the IPCC report’s emphasis on the potentially catastrophic consequences
of delayed, or insufficient, emissions reductions shows how essential it is that all countries take steps
to keep warming levels below 1.5°C. Achieving this will require further action by the EU as well as
other Paris Agreement signatories. The EU’s current plans should provide a floor for ambition, not a
ceiling.

Building on the European Green Deal and the 2030 Impact Assessment, the purpose of the Fit for 55
Package is to establish a cross-sectoral and integrated policy framework to ensure EU policies are in
line with the climate goals agreed by the Council and the European Parliament, and that the EU can
achieve the 2030 and 2050 targets in a fair, cost-efficient and competitive way. It outlines a set of
interconnected revisions to eight existing EU regulations and directives including fuel taxation, energy
efficiency, renewable energy and nature and land use. These effectively map how the EU can deliver
the Green Deal. It also introduces five new policy measures, including the controversial Carbon Border
Adjustment Mechanism (CBAM),” designed to prevent carbon leakage as the EU strengthens its
Emissions Trading System (ETS)® and phases out the existing system of free allowances by 2036.
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The communication® on the EU’s Fit for 55 Package emphasises the importance and legally binding
nature of the EU’s 2030 target under the European Climate Law, as well as the multiple benefits that
fast, ambitious climate action can have on households, communities and businesses. Setting a pathway
to deliver the Green Deal in a manner that improves the health, wellbeing and prosperity of EU
residents is one of the package’s key objectives. EU residents will benefit from new employment
opportunities, cost-saving smart technologies, cleaner air, increasingly comfortable living standards
and an infrastructure that supports healthier lifestyles.’® More green space and enriched biodiversity
will help communities adapt to climate change and improve access to nature. For businesses,! the
incentives to support investment in more efficient and less emission-intensive assets and production
technologies — together with low-cost renewables, investment in new battery technologies and the
‘smart’ revolution in the power sector — can lower the running costs and improve future
competitiveness!? as the markets for low carbon products!? and technologies grow.

Previous analysis underpinning the EU’s strategic ‘Clean Planet for All''3 long-term vision suggested
that a trajectory compatible with net zero GHG emissions, together with a coherent enabling
framework, could have a moderate positive impact on the EU economy. Even without taking into
account the (expectedly high) economic costs of climate change, the transition to climate neutrality is
also expected to have a positive impact of around 2 per cent of gross domestic product (GDP) by 2050
(compared to not adopting this approach), and result in a net gain of around two million jobs in
addition to the four million green jobs that already exist in Europe. ** Moreover, the EU’s position as
one of the largest economies in the world means that co-ordinated policies at EU level can drive
transformation that leads to climate neutrality both at home and abroad. The size of the EU single
market enables it to act as global rule maker and a strong driver for cost-efficient change by
stimulating the deployment of more stringent standards, new technologies and other climate-friendly
solutions. These can support decarbonisation across global supply chains and make low carbon
products and production technologies more widely available to global businesses and consumers.

However, the Commission’s official communication around the package acknowledges that the
transition to a climate neutral economy will be disruptive: some sectors will decline in size or
disappear, while others must adapt and potentially amend their existing business models. Sectors that
remain, but need to adapt, may be at different stages in the decarbonisation process. In some sectors,
such as those linked to power generation or private car use, the bulk of technologies needed to
support full decarbonisation exist but the main policy challenge is to increase the adoption rate and
supporting infrastructure. In other sectors, such as air travel or parts of heavy industry, the required
technologies are mostly at the very early stages of development or not yet commercially available,
highlighting the need for basic research, support to facilitate market entry, and demand-side
measures*? to develop the business case for low carbon material production and products to support
these processes.

Innovation and economic restructuring will necessitate some sectorial reallocation of productive capital,
and the upskilling and reskilling of parts of the EU workforce. However, key elements crucial to the
delivery of the transition, such as finance, technological innovation and deployment, development of
new infrastructure, building renovation and a more circular economy approach will create new
employment and economic growth opportunities across the EU.


https://ec.europa.eu/clima/sites/default/files/docs/pages/com_2018_733_analysis_in_support_en_0.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52018DC0773
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Together, the broad range of proposals in the Fit for 55 Package set a pathway to a climate neutral
economy by 2050. However, action by the EU and various Member State governments is not enough:
all sectors of society, including the public sector, the private sector and civil society, will need to
contribute. The role of businesses in the EU — as emitters but also as scalers of climate solutions, and
as employers and drivers of economic growth and prosperity — makes their contribution to effective
climate action a key to success. In order to take ambitious action on climate, businesses must be
supported by an enabling policy framework.

\

Ahead of the release of the package, in a letter co-ordinated by CLG Europe,® business leaders
outlined ten principles of an effective and coherent Fit for 55 Package that delivers EU leadership on
climate and the net zero transition, calling for the EU policy to:

e “Provide policy certainty for business through governance and regulatory frameworks and
transparent stakeholder engagement.”

e “Send a strong signal that Europe’s economic recovery will be achieved through climate
action.”

e “Plan for potential ambition increases beyond 55 per cent as changes in technology and
circumstances enable more rapid action.”

e “Ensure coherence across European policy — from finance to industrial, circular, digital,
employment and nature.”

e “Accelerate the transition of our energy systems, and push towards 100 per cent clean power
by 2040.”

e “Deliver on energy efficiency and the decarbonisation of sectors such as the built environment
[..].”

e “Balance increasing carbon pricing signals with focused regulatory action to drive investments
in key areas like building renovation and electric vehicle (EV) charging infrastructure.”

e “Align fiscal levers to support the net zero transition.”

e “Develop and deliver an effective strategy to ensure competitiveness for current and future
industries in a net zero world.”

e “Support demand as well as supply, by stimulating and enlarging markets for climate neutral
goods and services.”

- /

In this briefing, we explore how well the key policy proposals in the Fit for 55 Package respond to the
agenda that CLG Europe (alongside our progressive business partners) has put forward as a champion
of climate action in relation to EU policy on energy, transport, buildings, industry and nature, and land
use, land-use change, and forestry (LULUCF). The purpose of this briefing is to provide a progressive
business perspective on the Fit for 55 Package and what needs to be done to achieve the targets
outlined in the policy proposals.
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2. Ambition across the economy h

Some of the challenges associated with GHG emissions reductions are general, affecting various
aspects of people’s lives and businesses in different economic sectors. In this section, we explore how
proposals in the Fit for 55 Package tackle issues that cut across the economy.

@ 2.1 Assessment of the package
A leadership vision for change

Overall, the Fit for 55 Package is remarkable for many reasons. Firstly, it is strongly grounded in the
concept that ambitious climate action is a precondition for sustainable economic growth. Secondly, it
seeks to put forward a people-centred approach, while considering the impact that growing levels of
ambition and a higher carbon price may have on business and how potentially adverse impacts could
best be mitigated. Thirdly, it is the first time a major economy has published a concrete action plan
towards climate neutrality and how to meet stretching climate targets. Placing the EU in a leadership
position ahead of COP26, it could also incentivise other countries to follow suit® by showing what is
possible, and how the transition can be financed while increasing social spending, residents’ wellbeing
and competitiveness.

However, designing and delivering as complex and transformative a package of policies as Fit for 55 is
not going to be straightforward. There will be a major need for political leadership to drive forward an
effective agreement, and for businesses to support the adoption of an ambitious package, as well as
communications and technical support for businesses, local authorities and residents on the
requirements and the possible funding opportunities. The package has already attracted some
negative coverage from various interest groups, ranging from the adequacy of the scale and pace of its
ambition to potentially adverse distributional impacts.t”181° The possibility of a diplomatic fallout with
trade partners and market distortions, arising from the more controversial elements of the proposed
policies, such as the CBAM, have also attracted criticism.?%2?

There will be a major need for political leadership to drive forward an effective agreement, and for
businesses to support the adoption of an ambitious package, as well as communications and technical
support for businesses, local authorities and residents on the requirements and the possible funding
opportunities.

‘ ‘ The EU Fit for 55 Package is the first policy framework of its kind to outline how a
developed economy can decarbonise sector by sector to be net zero by 2050.
Removing coal from EU operations, going all-in on electric vehicles, mandatory
climate disclosure and meaningful carbon pricing need to become the new norm. This
can be done best through an ambition loop of strong policy ambition enabling
businesses to drive further emissions reductions, which in turn allows the further
raising of policy ambition. This is what the Fit for 55 Package must deliver in the EU
and along with action from other major economies can help keep global warming to
a maximum of 1.5°C. , ,

Maria Mendiluce
CEO, We Mean Business Coalition
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Investment certainty and policy coherence

The comprehensive nature of the package, detailed timelines, the links between the various policy
elements and the identification of intermediary benchmarks all aim at providing certainty for
businesses. The increased targets set a clear direction of travel across the economy, balancing the use
of regulatory measures and carbon pricing. Proposed revisions to the ETS send a strong signal to
carbon intensive industries, incentivising them to prepare for increased carbon prices. These signals
are also intended to increase investor certainty and reduce the risk of locking in investments in carbon
intensive industries. For example, the power sector can now start preparing for the phasing out of coal
and unabated gas.

The breadth of the package and focus across the different sectors demonstrates a major effort to
ensure coherence and balance the overall package. Proposed increases to the EU-wide Effort Sharing
Regulation (ESR)?? target to 40 per cent and the final and primary energy consumption targets to 36
and 39 per cent by 2030 under the revised Energy Efficiency Directive (EED)?® cut across various
sectors of the economy. The introduction of a new energy efficiency first principle in the EED provides
the legal basis for the requirement to consider energy efficiency solutions as the first option in
planning and investment decisions in all sectors, but will only be effective if widely implemented. The
retention of buildings and transport in the ESR, in addition to their coverage in the EED’s economy-
wide targets and the new ETS for buildings and transport, aims to provide the policy framework for an
integrated approach. Renewable energy targets also create strong interlinkages with the sector-
specific policies and the Renewable Energy Directive (RED).?*

Mobilising public resources

A core test of the package’s ability to drive growth and achieve results is the extent to which EU
economic recovery spending and support for innovation are aligned with its goals. Alongside the EU’s
long-term budget priorities and the post-pandemic economic recovery plan, NextGenerationEU,?’ the
Recovery and Resilience Facility?® and the anticipated additional funding to deliver a just transition, the
proposed policy revisions in the package aim to ensure that EU economic recovery spending supports
the transition to net zero. NextGenerationEU will allocate at least 37 per cent to the green transition,
while 30 per cent of programmes under the 2021-27 Multiannual Financial Framework?’ are
dedicated to supporting climate action, through elements including cohesion policy, agriculture, and
the LIFE (L'Instrument Financier pour I'Environnement) programme for climate and environment.
There is strong evidence to suggest that investments made as part of the recovery spending can boost
both economic growth and jobs while also accelerating the clean energy transition.?® These ‘green’
recovery measures can help meet many of the 2030 targets while the negotiations around specific
elements of the package continue.

Proposed revisions to the size and acceptable uses of the Innovation Fund?® and Modernisation Fund3°
aim to make sure that ETS revenue will be directed primarily at activities that support the transition.
The Innovation Fund supports business and small and medium-sized enterprise (SME) investment in
clean energy with specific attention to projects in sectors covered by the CBAM, with its extended
scope allowing these funds to be used for carbon contracts for difference to trigger industry emission
reductions. The Modernisation Fund is also being increased in size and extended to two additional
Member States (Greece and Portugal), with all fossil fuels excluded from its scope. The recent
Sustainable Finance Strategy,3! published only shortly before the Fit for 55 Package, outlines a
substantial set of measures to help the private sector finance the transition to a sustainable economy.


https://ec.europa.eu/clima/policies/budget/modernisation-fund_en

Fit for 55?:
A progressive business perspective on the EU’s transformative climate package

Jobs, skills and the just transition

The European Commission’s communication® on the Fit for 55 Package has acknowledged the importance of
an appropriately skilled workforce to deliver the Green Deal and the 2030 interim goal. The skills profile of
European workers will need to change to avoid mismatches between currently available skills and those
required in a changed economy. In the package’s various directives and regulations, the skills gap is
particularly emphasised in relation to the circular economy and sectors expected to create large numbers of
new jobs. These include energy-efficient building renovation, renewable energy, EVs and the associated
infrastructure. Skills development and capacity building will also be needed to deliver on the proposed
amendments to the LULUCF and the implementation of the CBAM.

Attention to creating decent jobs, as well as upskilling and reskilling workers, is also required to ensure
the package supports the transition towards a climate neutral economy in a fair way. ldentifying skills
gaps, development needs and retraining options is particularly important in sectors that are likely to
contract rapidly, such as fossil fuels, or change radically, such as car manufacturing. Education and
vocational training systems will play a key role in regions that are severely impacted by the closure of
fossil fuel operations to capitalise on new opportunities in sustainable technology development,
creating new opportunities. As such, a comprehensive and well-resourced skills development agenda
can support economic growth and regeneration in regions that would otherwise experience large-
scale job losses.' The European Social Fund Plus®? (ESF+), InvestEU?? and the European Skills Agenda3*
for sustainable competitiveness, social fairness and resilience will support these processes, in addition
to supporting economic recovery from the pandemic. In territories identified as being ‘at risk” in the
territorial just transition plans, investments from the Just Transition Mechanism3 will provide further
financial support to mitigate the negative impacts on workers and communities.

The principles of ‘fairness’ and just transition are mentioned frequently in the various documents
outlining the proposed policy revisions. To retain public support for more ambitious climate action, the
policy measures must be fair and cost-efficient, improve the health and wellbeing of European
households and communities, creating new employment opportunities, as well as advancing the
competitiveness of European business. According to the proposed plans, negative distributional effects
that may arise as a result of certain proposed policy measures, such as extension of carbon pricing to
buildings and transport, are to be mitigated by revenue recycling mechanisms and energy efficiency
improvements to EU housing stock. The communication makes it clear that creating a context in which
businesses and society can benefit from the implementation of the package is a key success factor.

11 At IKEA we believe in taking climate action to reach our ambition to become climate
positive by 2030. Together, let’s ensure we deliver to the new EU targets for
greenhouse gas emission reduction by 2030 and the Fit for 55 Package. That is the
only way we can turn commitments into action and make a real difference in the
transition to a net-zero future . Only by working together between companies,
sectors, governments and across borders, can we create a better future for the many. , ,

Jesper Brodin
CEO, Ingka Group | IKEA
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@ 2.2 Strengthening the package

In order to maximise the benefits of the Green Deal and the Fit for 55 Package for the EU’s residents,
businesses and communities, the EU should:

Maintain the overall ambition level of the package as the negotiations over its individual elements
take place. While strong synergies between the various elements of the package could and should
achieve greater ambition, or lower costs than expected, these cannot be relied upon or even be
comprehensively assessed until all elements of the package have been put in place. If any
proposed policy measures are withdrawn, as a minimum, other measures must be tightened to
retain ambition.

Ensure that the package supports decarbonisation in all sectors, including the development of
enabling infrastructure needed for sector-specific innovative technologies. Differentiated impacts
across sectors of the economy will need to be carefully considered in relation to specific policy
proposals, including CBAM, to avoid market distortions and ensure a level playing field for
European industry as free allowances under the ETS are phased out.

Ensure that carbon pricing is supported by regulatory measures in all sectors. Even with the
strengthened ETS and the extension of carbon pricing to buildings and transport, carbon pricing
alone will not provide a sufficient incentive for systemic shifts such as electrification of buildings
and transport, large-scale adoption of circular economy practices, or the breakthrough of low
carbon technologies. Regulation and demand-side policy measures are also needed.!?

Put the principles of the circular economy at the heart of the package, by ensuring its policies are
aligned with the EU’s Circular Economy Action Plan3® and its objectives, including reducing demand
for new materials, promoting circular economy processes and encouraging sustainable
consumption by households and businesses. Regulations that set content requirements for
recycled materials can be useful to create market demand for them, while supportive policies and
resources can improve the EU’s recycling infrastructure (including collection and sorting) and
incentivise product designs that enhance recyclability.?

Support the development of a harmonised methodology for measuring and reporting embodied
emissions in key materials. For materials widely used across all sectors of the economy, including
steel, cement, aluminium and plastic, EU regulations on acceptable embodied carbon content
could be used to incentivise uptake and create demand for low carbon, circular and innovative
materials.?

Identify major skills gaps and workers who will likely need reskilling or upskilling in the near future
and deliver targeted and well-resourced skills development. The EU should ensure that skills
development programmes are implemented and adequately resourced in all Member States. EU-
wide certification schemes could incentivise Member States to synchronise their upskilling and
reskilling programmes and improve labour mobility.

Explore how to strengthen the level of ambition for emissions reductions. This should involve a
cross-sectoral approach exploring the contribution of sustainably sourced carbon removals from
land use, agriculture and forestry, as well as technology-based solutions such as electrification,
carbon capture and storage (CCS) and the extension of the ETS to the maritime sector. Mixtures of
these measures could enable the EU to go beyond its current ambition of a net 55 per cent
reduction and further reduce climate risks. Opportunities to drive further ambition, especially in
the renewables and energy efficiency sectors, should also be grasped.
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Maintain and develop broad support for the package and its goals. The EU should foster
widespread support for the package and its policies through a programme of measures including
using the climate pact and other systems of engagement and communication to explain the
package and its goals; ensuring that EU recovery funds are effectively spent on actions that
support the Green Deal; supporting local capacity to roll out new measures; and demonstrating
clear commitment to identify and mitigate any adverse impacts of climate policies on local
economies, communities and households.

Support states in the implementation of the fiscal reforms proposed in the Energy Taxation
Directive (ETD)? to give priority to decarbonised fuels, especially zero carbon electricity, which is
critical to decarbonise the economy.

‘ ‘ The ground-breaking European Fit for 55 Package of climate policies provides a unique
framework to enable businesses to help deliver a robust and climate neutral economy
by 2050. But while the package provides clear signals to business on the direction of
travel, to ensure the economic transformation creates opportunities for growth and job
creation, while also improving the health, wellbeing and prosperity for EU citizens,
greater clarity is needed on how future disruptions across economic sectors will be
addressed, in particular in relation to skills and measures to ensure the just transition. , ,

Eliot Whittington
Director, CLG Europe
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3. The energy transition

Generation and consumption of different forms of energy account for around 75 per cent of the EU’s
GHG emissions,? placing the sector at the forefront of also facilitating the decarbonisation of other
sectors of the economy. The challenge here is threefold: first, to reduce demand for energy through
improved energy efficiency; second, to electrify operations that can feasibly be powered this way and;
finally, to decarbonise the electricity supply.

As a subcategory of the energy sector, the electricity (power) sector is responsible for nearly a quarter
of the EU’s GHG emissions. Although the share of renewable electricity doubled between 2005 and
2019 to 34 per cent, it remains below the electricity generated from fossil fuel sources (38 per cent).
The increased level of climate ambition and the net zero 2050 target requires the EU’s power sector to
decarbonise much faster.? The expansion of renewable electricity generation could provide multiple
benefits to human health and the environment, in addition to creating new jobs.

EQ 3.1 Assessment of the package

The Fit for 55 Package proposes several revisions to the regulations and directives that support the
energy transition. These include a new union-wide target of 40 per cent for renewable energy
generation in the amended Renewable Energy Directive?*, pledged public investments, a focus on
creating a regulatory framework for energy efficiency and taxation, support for low carbon technology
development and plans to improve the alternative fuels infrastructure. These proposals, in particular
the new renewable energy target, are a major step towards accelerating the transition of the EU’s
energy system towards zero emissions power. However, the adverse impacts of the energy transition
on certain businesses, communities and employees are also acknowledged, as is the need for their
careful management. This includes ensuring suitable protection and that redeployment support is in
place for employees in sectors that will shrink, such as fossil fuels.

The revised RED sets an increased target for Member States to produce 40 per cent of energy from
renewable sources by 2030. The amended legislation lays out the necessary steps to achieve this new
target and strategies to encourage Member States to harness local renewable energy supplies for
heating and cooling. The proposed revisions to the RED also identify the need for Member States to
remove barriers and establish frameworks to facilitate the uptake of corporate renewable power
purchase agreements (PPAs). Revisions to rules around Guarantees of Origin (GO) seek to facilitate
traceability, obliging GOs to be transferred to renewable electricity buyers under corporate renewable
PPAs. These revisions would prevent Member States from retaining GOs from assets receiving state
financial support, making it easier for businesses to green their energy supply. However, further
strengthening of the GO system could reduce the opportunities for companies to use this channel for
‘ereenwashing’ and thus improve credibility.

The proposed revisions to the RED extend its scope in an attempt to ensure greater penetration of
renewables across the entire energy system, including industry, buildings and transport. To prepare for
an increased deployment of intermittent renewables, such as solar and wind in the power system,
targeted investments are needed to support and enhance the grid infrastructure. To ensure a reliable
power supply, there is a need to develop storage technologies and invest in others that provide
ancillary services, such as frequency response, voltage management and inertia.
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Although the EU has a strategic action plan*! in place to support the development and upscaled
production of battery technologies, the proposed revisions to both the RED and the Alternative Fuels
Infrastructure Directive (AFID)* largely ignore the importance of ensuring investment in ancillary
services provision. Beyond introducing new rules requiring EU countries to jointly plan the
development of offshore wind resources in each sea basin and exploring the potential role that EVs
can play in balancing the grid, ancillary services and smarter, digitally enhanced, grid operations
receive limited attention. Well-established technologies capable of providing these services, such as
hydropower and pumped storage hydropower (PSH), are noticeable by their absence.

The 40 per cent RED target has also been criticised by industry stakeholders and environmental
organisations for lacking ambition. Moreover, the new rules do not enter into force until 2024, making
it imperative in the meantime for EU Member States to fully implement policies to achieve the current
Renewable Energy Directive target (REDII), and ensure that Covid-19 economic recovery spending for
the energy sector is directed at low carbon technologies rather than the fossil fuel industry.

The proposed revisions to the ETD seek to fix the misalignment between energy and climate policies
by introducing a new ranking system based on fuels’ energy content and environmental performance
to accelerate electrification and the take-up of low carbon alternative fuels. Although taxation is a
Member State competency and the EU cannot enforce the proposed approach, they are ‘expected to
respect’?® it in their national systems to ensure that the most polluting fuels are taxed more heavily
than cleaner fuels across the EU. Removal of fossil fuels exemptions and higher minimum tax rates for
fossil fuels and lower minimum tax rates for renewables, also proposed in the revised ETD, could
incentivise households and businesses to switch to cleaner energy. This early action could protect
households against rising energy costs as the proposed ETS for buildings and transport is introduced,
while also reducing the risk of stranded assets as fossil fuels are phased out.

The review of the Energy Performance of Buildings Directive (EPBD)*3, which is expected to be
published in December 2021, should also contribute to incentivise the energy renovation of buildings
and set a framework to unlock a large energy savings potential, as well as other benefits including the
protection of households from higher energy costs.

Altogether, the proposed policy revisions under the Fit for 55 Package justify optimism over the
transformation prospects of the EU’s energy systems. If the proposed revisions were implemented, we
would likely see faster deployment of renewable energy, accelerated phasing out of fossil fuels and
better integration of renewable energy resources into the grid.** The strong synergies between the
EED, RED, ETD and the ESR deliver the message that the European Commission is committed to
improving energy efficiency, a decrease in energy demand, electrification and rapidly increasing the
supply of low carbon electricity.

To deliver on the ambitions set out in the package, continued scrutiny will be needed to ensure that
the ambitions of National Energy and Climate Plans*> and National Recovery and Resilience Plans®® are
aligned with the new targets. Fossil fuel lock-in remains a real risk to robust climate action.

Energy price changes in recent months have shown how volatile fossil fuel prices can create challenges
for European economies and consumers. The EU should not miss the opportunity to accelerate the
transition of the energy sector and maximise the societal benefits of a strong renewable energy
industry, including reduced reliance on fuel imports.'® Further ambition should be explored, with
particular focus on the potential for feedback loops to maximise future opportunities to scale up
ambition, especially in light of continued technological shifts and learning.
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3.2 Strengthening the package

In order to maximise the benefits of the Green Deal and the Fit for 55 Package for the EU’s residents,
businesses and communities, EU policies should:

Ensure that the EU is on track for clean, net zero carbon energy and power systems by 2040.
This includes phasing out coal and rapidly downsizing the gas sector. A shadow carbon price*®
should be applied at the planning approval stage of all new gas infrastructure projects.
Accelerate demand for renewable energy, including through greater use of public sector
procurement rules and by stimulating corporate sourcing for renewables.** Key steps towards
this would include:

o targets at Member State level;

o ensuring that the proposed revisions to the RED are sufficient to remove barriers to
corporate renewable PPAs, including following through on establishing Member State
frameworks to support their uptake;*

o expanding GO to include a requirement for additional information capture to evidence
the consumption of renewable electricity.

Support the faster deployment of associated infrastructure through EU economic recovery
funding and other EU funds, specifically smarter, digitally enhanced, grid operations.'?8
Reinforce the permitting process to more rapidly develop the deployment of renewable energy
technologies to meet the 2030 objectives. Simplifying and accelerating the permitting
processes for new renewable energy projects and extensions to existing ones, and removing
unnecessary red tape are also of importance.

Assess opportunities to go beyond the proposed 40 per cent target by 2030 as the deployment
of renewable energy technologies accelerates, leading to declining costs.

Ensure that all Covid-19 economic recovery spending is aligned with the Green Deal and no
economic stimulus spending is allocated to supporting fossil fuels, including the public
financing of new gas infrastructure projects.

Ensure the EU’s renewable energy strategy and Member States’ national energy plans prepare
for greater penetration of intermittent renewables. They should include regulatory frameworks
and financial incentives to support low carbon technologies that provide ancillary services
including inertia, voltage and frequency control, such as pumped storage and other forms of
hydropower, flexible nuclear or demand response.

Support Member States in achieving a zero carbon electricity mix in ways that respect national
policy priorities, considering that energy is a Member State competence.

‘ ‘ Europe’s leadership on climate action will be enhanced with a robust and coherent ‘Fit

for 55%’ policy package, which can create optimism for the whole world. The correct
policy signals will give investors the certainty needed to accelerate the transition
towards a net zero economy, by unlocking significant investment in renewable energy,
networks, storage and forward looking industries, such as green hydrogen. Ambitious
climate policies will also drive the economic recovery. , ,

Ignacio S. Galdn
Chairman & CEO, Iberdrola
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4. Transforming industry M

Industry accounts for around 28 per cent of the EU’s GHG emissions,*” with the majority coming from
industrial processes. There is abundant evidence that technically and economically viable solutions to
achieve net zero emissions from industry exist, through decarbonisation as well as other processes
including business model innovation. These often involve greater material circularity and demand
reductions through material efficiency.

The transition to climate neutrality will necessitate a shift in energy sources used by industry, moving
from high carbon to clean, climate neutral sources. New process technologies and cleaner feedstocks
will also need to be developed and brought to market. The industrial companies’ ability to adapt to the
new competitive sustainability paradigm will determine both their survival and ability to thrive in
changing global markets.

@ 4.1 Assessment of the package

The Fit for 55 Package contains many of the necessary elements to put EU industry on track to deliver
on the Paris Agreement. It provides specific instruments that complement the strong narrative
displayed in the EU’s updated Industrial Strategy*® on the first-mover advantages derived from the
transition to a net zero economy. As outlined in the Strategy, in the medium term, all business activity
will need to become competitively sustainable and the disruption of many traditional patterns caused
by the Covid-19 crisis will accelerate that transition.

The Fit for 55 Package introduces new requirements for industry to decarbonise production processes,
as well as support mechanisms to enable innovation, put EU industries on track to climate neutrality
by 2050 and increase the EU’s competitive sustainability. The package sets out a framework to
increase business certainty and supports the supply of current and future EU innovations. Accelerating
innovation cycles is key to industrial decarbonisation and requires significant research and innovation
investment plus access to a skilled workforce to advance and deploy, at scale, decarbonisation
technologies across key industries.

In addition to various EU funds that have earmarked a share of their budget to support climate action
more generally, the Innovation Fund?® will support business and SME investment in clean energy, with
specific attention to heavy industry projects. The extended scope of the fund, under proposed
revisions to the ETS, would enable it to be used to support carbon contracts for difference and
emission reductions. Revenue from the new ETS covering buildings and transport is due to be directed
to supported industrial decarbonisation efforts.

The measures designed to support innovation on the supply side need to be complemented with
demand-side mechanisms. The policy proposals in the Fit for 55 Package introduce various restrictions
and requirements that would directly affect industry and accelerate the industrial transition to clean
energy sources, such as sector-specific renewable energy targets proposed under the revisions to the
RED. This process could be further incentivised by the proposed revisions to the ETD, which would
entail higher minimum tax rates for fossil fuels and lower minimum tax rates for renewables as well as
the removal of fossil fuel exemptions.
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Some of the proposed revisions to both the RED and EED are designed to generate growing demand
for new digital technologies, creating markets for new products and incentivising innovation and
demand for energy-efficient technologies. These technologies could be instrumental in accelerating
industrial decarbonisation. When revised, the Industrial Emissions Directive (IED)*° will likely become a
significant industrial transformation tool, covering environmental and climate issues beyond CO;
emissions, presenting new opportunities for industrial frontrunners.

Availability of low carbon electricity and enabling infrastructure are key elements to realise industrial
decarbonisation. A large-scale clean energy roll-out, coupled with ambitious energy saving targets to
lower overall demand, is one necessary precondition, but insufficient on its own. System infrastructure
for CCS in specific sectors, and the production and distribution of green and fossil-free hydrogen, must
be deployed at scale and aimed at meeting the demand from hard-to-abate sectors. A well-planned
and integrated energy infrastructure is essential to achieve a reliable zero emissions energy system
that allows for industrial transformation to take place.

One specific policy proposal directly and exclusively aimed at supporting the decarbonisation of
energy- and material-intensive EU industries is CBAM’, which would be applied to imports from
countries that do not use equivalent carbon pricing mechanisms. The strengthening of the ETS,
extensions to its scope and the timetable for the phasing out of free allowances for the sectors that
will be subject to the CBAM could incentivise improved energy efficiency and drive investment in the
development and uptake of low carbon solutions in these sectors.

The reporting requirements for embedded emissions through CBAM and some specific provisions in
the RED could facilitate the design and adoption of standardised carbon accounting methodologies
and reporting, supporting the development of global markets for climate-friendly materials and
products. Although CBAM is subject to intense geopolitical debates, a well-designed model could
support decarbonisation beyond the EU and stimulate the transition of global industry towards climate
neutrality. However, alternative routes to this should also be considered.

The EU’s ability to build its competitive sustainability through setting world-leading standards and
regulations in its single market should be further reinforced in order to stimulate European industries
to meet them and for developing competitive advantages that enable them to become global market
leaders. The upcoming Sustainable Products Initiative® and review of the Ecodesign Directive>! will
provide good opportunities to bridge this gap.

“ We need a Fit for 55% policy framework that acknowledges technological shifts, and
rewards companies that are frontrunners and make investments to achieve the
transition to a fossil-free society. ,,

Andreas Regnell
Chairman of HYBRIT Development AB
and Senior Vice President, Strategic Development, Vattenfall
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@ 4.2 Strengthening the package

The transition to climate neutrality presents an enormous opportunity for EU industry in the context of
the global paradigm shift that will reshape industrial competitiveness and develop huge new markets
for clean technologies and products. The EU is beginning to prove its performance and potential in
decarbonising some of the main industrial ecosystems, but it will be critical to develop an effective
strategy to ensure competitiveness'® for current and future industries in a net zero world. Elements
required for this strategy and efforts to foster industrial transformation could include:

e More efficient use of circular materials. This is the first and most critical step towards
decarbonising industry. Mandatory purchasing quotas would contribute to demand creation
for zero emissions materials and technologies.? Likewise, the development of high recycling
standards and materials pathways would ensure quality recycled materials and increase
industries’ recycling rates.

e The development and implementation of industry roadmaps, with interim targets and
milestones to net zero emissions by at least 2050. These roadmaps should be designed in
collaboration with relevant industry stakeholders, address the most polluting sectors of the
economy and align with the transition pathways for industrial ecosystems being developed
under the EU industrial strategy.

e The design and implementation of life cycle carbon accounting, reporting methods and CO»
performance benchmarks?!?, harmonised at EU level to reduce the risk of different national
regulations hindering market scale-up of low carbon innovations.

e More efficient use of public administration and local authorities’ procurement rules to create
demand for low carbon materials, production technologies and manufactured goods.? Public
spending through procurement amounts to 14 per cent of EU GDP each year.>? As suggested in
the updated industrial strategy, the European public procurement framework could help
strengthen companies’ competitiveness and increase demand for low carbon solutions. These
could include the use of strategic criteria, notably for green and innovation procurement, while
ensuring transparency and competition. Such an approach should be applied in a way that
ensures fair competition between public and private providers.

e Development of CO; performance rating labels, data collection and transparency tools.?? The
current absence of widely available data on embedded CO; emissions from many suppliers
across the value chain makes it impossible for intermediate and final product purchasers to
select and market either climate neutral or more climate friendly products. A harmonised and
digital process for the assessment and verification of embodied carbon in imported materials
would be important to reduce costs for companies and Member States in the implementation
of any future CBAM.

e Wider adoption of CCS technology will be needed to deliver a sustainable transition in specific
industries such as cement and where the captured carbon can be stored or used in a way that
enables emissions to be permanently avoided. However, its current maturity level is not yet
competitive. Stronger incentives for this technology and its infrastructure would accelerate its
development and stimulate market uptake.
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Implementing a gradually increasing carbon floor price to reduce price volatility and give more
predictability for companies, thus supporting their uptake of clean innovation processes.
Introducing additional financial instruments and funding aimed at improving market readiness
and ability to scale up innovative clean technologies and solutions.>® This would prevent the
exportation of promising EU innovations. Such approaches could support the creation of new
jobs in the EU in addition to protecting the competitiveness of EU industries in international
markets.

Implementing CBAM in a way that is compatible with healthy trade relations and the World
Trade Organization rules. The potentially adverse impacts on diplomatic relations, industries in
the least developed countries and some EU industries must be carefully managed to avoid
damaging trade relationships, market distortions and the EU’s reputation globally as a
champion of just transition.

Aligning energy and other enabling infrastructure plans to support the transition to net zero
industry. Decarbonisation of the industrial sector has significant implications beyond industrial
policy — most notably on energy policy. System infrastructure is an essential piece of the puzzle
and having a synchronised plan for its deployment is key to enabling industry transformation.>
One core element will be to accelerate industrial electrification and address how best to
provide incentives and policy certainty to drive this forward, given that it is a promising and
low-cost route for reducing the use of fossil fuels, allowing the use of clean electricity for
production processes. Electrification also opens a range of innovative and digital solutions for
the future energy system, better balancing supply and demand of electricity.
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5. Improving the EU’s building stock

Construction, usage, renovation and demolition of buildings account for around 36 per cent of the
EU’s GHG emissions.>> With roughly 75 per cent of building stock being classed as ‘inefficient’, deep
renovation (improving energy efficiency by at least 60 per cent) of a very large share of the EU’s
building stock will be required to achieve climate neutrality. Retrofitting buildings to improve their
energy efficiency, combined with large-scale installation of energy-efficient lighting, heating and
cooling systems using renewable electricity, will help save energy, improve living conditions and
health, reduce the risk of energy poverty and create local, decent jobs. Placing the ‘Renovation Wave’
at the heart of economic recovery provides a key opportunity for rapid job creation and restored
spending power to households and small businesses.**

FB% 5.1 Assessment of the package

The buildings sector is subject to national emissions reductions targets under the EU’s ESR, as well as
national energy taxation, regulations and incentives. The buildings sector is affected by proposed
revisions to various regulations and directives in the Fit for 55 Package as well as the upcoming
revisions to the EPBD due in late 2021.

Buildings have so far been predominantly covered by regulatory measures relating to the operational
emissions of new builds and existing stock. Embodied emissions of building materials and the price of
heating fuels (beyond electricity) have received limited attention at the EU level, although some
Member States have implemented their own regulations to put a carbon price on all buildings’
energy use.

In this context, the most significant revision proposed in the Fit for 55 Package, in relation to the
buildings sector, is the plan to establish a new, separate ETS for road transport and buildings.
However, both sectors will also remain under the remit of the ESR, thus ensuring that the new carbon
pricing signals are supported by focused regulatory action — notably the Commission’s plan to
introduce minimum energy performance standards in the upcoming revisions to the EPBD.

The proposed increase of the EU-wide ESR target to 40 per cent and an upward revision of the
Member State emissions reduction targets to 10-50 per cent below 2005 levels would extend the
responsibility (and rewards) for contributing the overall ESR target to all Member States, including
those with the lowest GDP. In some of these Member States, emissions reductions in the buildings
sector through improved energy efficiency, especially deep renovation, are key to meeting these
targets, while also improving housing and living standards.

Proposed revisions to the EED would incentivise energy efficiency retrofits, especially in public sector
buildings, by extending the renovation obligation from central government buildings (less than 0.5 per
cent of the EU’s building stock>®) to all public sector buildings (approximately 10-12 per cent of the
EU’s building stock®’). Stricter standards over what qualifies as a retrofit would require 3 per cent of
the public sector stock (including hospitals, government buildings, schools and social housing) in each
Member State to be transformed into ‘nearly zero energy buildings’ every year. This revision, if passed,
could generate a stable pipeline of large retrofit projects from the public sector, supporting the
development of economies of scale in energy efficiency retrofit solutions. Over time, greater demand
would bring down the cost of the materials, technologies and processes, making them available to
consumers and accelerating their take-up in the private, as well as public, sector. The strengthened
obligation on Member States to achieve annual energy savings in end use consumption, raising the
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annual target from 0.8 per cent to 1.5 per cent from 2024 through to 2030, could also incentivise
energy efficiency improvements in buildings.

The proposed revisions to the EED have high relevance for businesses in this sector as they reduce
uncertainty over future market conditions and the risk of investing in the upscaling of existing
operations, recruitment and training programmes. They are also well aligned with the Renovation
Wave>® programme, which seeks to double annual energy renovation rates in the coming decade,
creating an additional 160,000 jobs®® in the construction sector, addressing energy poverty and
empowering consumers. Energy efficiency retrofit programmes to support economic recovery?® from
Covid-19 could further accelerate the greening of Europe’s domestic building stock while also
providing new employment opportunities in the recovery period.

In addition to the above, the European Commission communication?® detailing the proposed revisions
to the EED mentions various other key issues, without providing a clear roadmap for how these issues
might be delivered. These include the need to encourage material efficiency'#*4, low carbon material
production and circularity through measures such as public sector procurement rules? and building
codes. Moreover, the communication misses the opportunity to further incentivise the uptake of
smart and efficient lighting and decarbonised heating and cooling solutions, such as renewable
electricity powered heat pumps, by excluding fossil fuel technologies, such as gas boilers, from
counting towards the efficiency targets. The lack of adequately skilled workers is acknowledged in the
EU’s communication on the proposed revisions to the EED as a major barrier to effective
implementation of energy efficiency improvements, but not discussed in detail beyond a reference to
the role of the Renovation Wave in boosting skills and technical competence within the renovation
sector.

The package proposes revisions to the RED designed to incentivise the development of modern district
heating and cooling systems to harness local renewable energy and to cost effectively integrate
renewable energy supplies in buildings. A specific 2030 target is proposed requiring 49 per cent of
energy used in buildings>® to come from renewables, increasing at a minimum rate of 1.1 percentage
points every year. Additional proposed changes would include various modifications to existing
requirements and criteria in heating and cooling to stimulate the use of waste heat from places
including data centres and to improve the efficiency of heating and cooling technologies, such as
district-based systems.

Adjustments to the ETD would also impact the buildings sector, incentivising the take-up of low carbon
solutions for forms of heating in existing and new-build properties. The first revisions to the ETD since
2003 would introduce higher minimum tax rates for fossil fuels and lower minimum tax rates for
renewables, to be adjusted to inflation on an annual basis. The proposed revisions would also remove
existing tax exemptions to fossil fuels, which could accelerate the transition to the use of cleaner
energy in heating homes but potentially exacerbate energy poverty if the distributional effects are not
addressed.
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To mitigate potentially adverse distributional impacts of the proposed policy revisions, revisions to the
ETD would allow Member States to exempt vulnerable and energy-poor households from taxation on
heating fuels and electricity for a period of ten years. The newly established Social Climate Fund,
utilising revenue from the ETS for buildings and transport, is also expected to provide EUR 72.2 billion
over seven years to help finance the renovation of buildings and to alleviate the effects of higher fuel
prices for those most exposed to changes. However, there is a risk that the resources that are made
available for the mitigation of adverse distributional impacts of the ETD revisions and the ETS for the
buildings sector are insufficient to protect the most vulnerable households from cost of living
increases. Moreover, some Member States may be reluctant, or unable, to take advantage of this
funding because of the equal share co-financing requirement from their national budget.

fﬁ The Fit for 55 package will succeed or fail depending on our collective capacity to deliver
real-world change. Ambitious energy efficiency legislation is essential —and the
Commission is moving in the right direction. But more and more, this is a delivery
challenge: matching up the billions of euros which are becoming available for renovation
with millions of buildings across the EU. 5!

Mirella Vitale
Senior Vice President, ROCKWOOL Group

5.2 Strengthening the package

In order to maximise the benefits of the Green Deal and the Fit for 55 Package for the EU’s residents,
businesses and communities, we have highlighted the following areas where further action is needed:

e The EU should develop a set of mandatory energy performance standards for existing buildings
that align with net zero goals and assist Member States in implementing and enforcing them.
This must go hand in hand with proposals to harmonise Energy Performance Certificates to
make it easier to measure progress in energy efficiency across EU building stock.

e The EU and other organisations should provide technical assistance to enable Member States,
regions, cities and local authorities to design, finance and staff bigger and more effective
renovation programmes.** There are enormous opportunities in the economic recovery but
capacity needs to be increased. Although skills development and vocational education are the
responsibility of the Member States and regional and local authorities, synchronised training
programmes and certification schemes across the EU should be stimulated.

e The EU should facilitate information sharing between Member States to help design effective
policies to increase the uptake of energy efficiency improvements and low-carbon heating and
cooling technologies. Although these technologies have been commercially available for well
over a decade, their uptake remains low in most Member States. Cross-national information
sharing of policies that have worked — or failed — could facilitate faster progress and prevent
resources from being wasted on ineffective policies.
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e The focus of the EED on energy efficiency renovation should be accompanied by a set of
policies to incentivise the switch to efficient lighting and appliances and efficient low carbon
heating and cooling technologies, such as heat pumps and solar thermal. The RED refers to this
area, but the specific policy measures to incentivise greater uptake may need to be further
developed.

e The potentially adverse distributional impacts resulting from the revisions to the ETD and the
extension of the ETS to the buildings sector should be thoroughly assessed and addressed.
There are ongoing concerns over the adequacy of the newly established Social Climate Fund
alone to prevent or mitigate any negative social impacts. These centre primarily on whether
current plans to direct 25 per cent of ETS revenue to low-income households will be sufficient.
Other factors include the co-financing requirement for Social Climate Fund resources and the
capacity of the Member States to direct the proceeds from this fund to those in greatest need.

e Public sector procurement rules should be tightened further to create demand for low carbon
and circular materials, energy-efficient buildings and climate neutral construction
technologies.*? These would help facilitate the decarbonisation of the built environment and
infrastructure beyond buildings. Such an approach should be applied in a way that ensures fair
competition between public and private providers.

e The EU should co-ordinate the development of a harmonised methodology for the calculation
of embedded CO2 emissions in building materials to support labelling schemes that provide
easily comparable information on their embodied carbon across all Member States. These are
essential prerequisites for future implementation of lifecycle emissions limits on materials and
consumer products made from these materials, such as buildings, required to create markets
for low emission and recycled materials.** Approaches that reduce the carbon footprint of the
construction of buildings, through more widespread use of low carbon technologies and
materials and design choices that minimise emissions in construction, as well as the use of
buildings, will be key.

fﬁ As leaders in the lighting sector, we have a firm commitment to transformative
climate action. We realise the urgency and offer innovative solutions and services
that help the agenda. To accelerate the pace of action in the EU, increasing energy
efficiency, including by switching to smart LED lighting can offer huge energy savings
and support climate targets. This move could play a key role in ensuring the success
of COP 26 goals and the Fit for 55 package, as it provides an opportunity to reduce
emissions, create jobs and stimulate economies. y g

Stephen Rouatt
CEOQ, Signify UK & Ireland
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Transport of people and goods is essential to the smooth running of EU economies. However, the
transport sector is also a major source of GHG emissions, accounting for just over 20 per cent of the
EU’s total emissions,® with nearly three-quarters of this coming from road transport. Without
substantial reductions in emissions by 2030, the EU will struggle to meet its emissions reductions
targets. The technologies to decarbonise certain transport modes, such as rail and private car use, are
already commercially available. Accelerating uptake will release more carbon budget for difficult-to-
decarbonise transport modes.

The transport sector is subject to national emissions reductions targets stipulated under the EU’s ESR
and the EU regulations on vehicle emissions standards, as well as national energy taxation, regulations
and incentives. Certain transport modes, such as aviation and shipping, are also covered by various
international and EU-level regulations.

The Fit for 55 Package takes several important steps towards supporting the transport sector to fulfil
climate objectives. The revision of the regulation setting CO, emission performance standards for new
passenger cars and for new light commercial vehicles®® aims to replace highly polluting vehicles with
clean fleets. The ultimate aim is for only clean cars and light vehicles to be on the market after 2035.
This target would send a clear signal to European consumers and industry that the future of road
transport in the EU is electric and, if achieved, would substantially reduce many environmental
impacts of private car use beyond CO; emissions, including noise and air pollution.

The process of transitioning the EU’s car fleet to EVs could be accelerated by subsidy schemes that
make the financial assistance conditional on the recipient scrapping their existing petrol or diesel
vehicle. Some such schemes?® have already been proposed and implemented in various EU countries
in 2020 and 2021 to stimulate economic recovery from the Covid-19 pandemic. In addition to
supporting a faster uptake rate of EVs, these schemes can create new jobs and help boost demand for
EV-related services, decreasing the cost barriers to uptake.

Emissions reductions achieved through increased adoption of EVs at Member State level depend on
the technology mix in the power sector, while global-level emissions reductions are conditional on
obligatory scrappage schemes that prevent old vehicles and vehicle parts from being sold in second-
hand markets, in the EU or abroad. Worryingly, this scrappage requirement is not mentioned in the
document®! outlining the proposed revisions to the vehicle emissions standards as part of the Fit for
55 Package, suggesting that Member States are expected to put in place their own scrappage
schemes, which may result in requirements not being uniformly applied across all Member States.

The proposed revisions to the RED introduce new incentives for the deployment of EV infrastructure.
A credit mechanism that would allow charging point operators to contribute towards RED targets is
proposed to encourage investment that supports the decarbonisation of private car use. Additional
revisions to the RED propose specific targets on the use of renewable energy in transport to reduce
the GHG intensity of transport fuels and extended support schemes to ensure that EVs are not simply
charged with fossil-fuel-generated electricity.
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Revisions are also proposed to the directive on deployment of alternative fuels infrastructure to
address the non-cost barriers to the uptake of EVs, such as range anxiety and hydrogen fuel cell
vehicles by improving the charging/refuelling infrastructure. Another policy proposal designed to
improve sustainability in the transport sector includes the revisions to the ETD which would remove
fossil fuel subsidies, increase the tax burden of more polluting fuels, and extend the scope of the ETD
to energy products in intra-EU aviation (except cargo-only flights) and maritime transportation. As a
result, kerosene and marine bunker fuel would both be taxed for the first time.

Two sector-specific pieces of legislation also propose a set of measures to incentivise the use of less
carbon intensive fuels in aviation and shipping. The ReFuelEU Regulation® mandates a growing share
of sustainable advanced fuels to be used by aircraft operators, while the FuelEU Maritime Initiative®3
focuses on breaking down market obstacles that prevent the uptake of cleaner fuels for shipping.
Several of these proposals would also contribute to reduced pollution and associated health benefits.

The proposed ETS for buildings and transport could provide an additional economic incentive to
reduce the direct consumption of fossil fuels in the transport sector. However, one potential downside
of this proposal, together with the proposed revisions to the ETD, could be an increased cost burden
on low-income households who rely on car use but lack financial resources to take advantage of the EV
subsidy schemes. To ensure just transition, financial impacts on low-income households need to be
carefully managed and mitigated.'° The newly proposed Social Climate Fund® is expected to direct a
certain proportion of the expected revenue to alleviate the burden of the cost increase on vulnerable
groups. The exact size of the fund, prioritised uses, potential co-financing requirements and allocation
mechanisms are yet to be agreed. In particular, it is questionable whether the resources available from
the fund would be sufficient to meaningfully improve low-income households’ access to low carbon
technologies such as EVs, or whether it would simply provide partial support to mitigate the adverse
distributional impacts of higher fuel costs.

One potential use for the revenue from various tax increases could be to support public transport and
active transport infrastructure in Member States. In spite of the lower demand during the Covid-19
pandemic, public transport has continued to be referred to as an essential service for which Member
States can apply for tax rebates, giving it an important role in the future of sustainable mobility. Public
transport is also undergoing a shift to alternative fuel sources, which is likely to increase over the
coming years.

The Social Climate Fund is expected to provide financial resources to support better infrastructure to
facilitate active transport modes, such as walking and cycling, as a viable solution to private car use,
especially in cities. However, the Sustainable and Smart Mobility Strategy,® which brings together 82
initiatives that work towards green and digital transformation for transport, is not included in the Fit
for 55 Package, although it has strong interlinkages to the various policy proposals affecting the
transport sector.

The ‘Fit for 55’ package is the sort of ambition we’ve been waiting to see from the EU.
We need to halve emissions by 2030, and the proposals to bring forward the date to
end sales of new petrol and diesel vehicles in the EU by no later than 2035 is a positive
step. Members of the EV100 initiative have committed to adopting zero emission fleets
by 2030, and positive action from the EU like this ensures they can invest with
confidence in zero emission vehicles.

Helen Clarkson
CEO, Climate Group
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In order to maximise the benefits of the Green Deal and the Fit for 55 Package for the EU’s residents,
businesses and communities, an acceleration in the deployment of existing alternatives to carbon
intensive transport modes will be essential®®, as will support for innovation in the sector. The EU
should:

e Ensure that only zero emissions light-duty vehicles are sold by 2035 by putting in place
ambitious, short and mid-term interim targets within the proposed vehicle CO; standards
revision to make sure that progress towards the 2035 target is monitored regularly.

e Support R&D investments in improving low carbon fuel for aviation and maritime transport,
including investments in growing the production capacity and the use of new sustainable
feedstock.

e Support the development of harmonised methodology for measuring and reporting embodied
emissions in materials such as steel and aluminium used in the manufacturing of vehicles
(including cars, buses, trains, planes and ships) and set incentivised and regulatory limits of
acceptable embodied carbon content. These limits should also be used to incentivise demand
for circular materials.

e Ensure that revisions to AFID are sufficient to address the non-cost barriers to EV take-up, such
as range anxiety, for both private cars and commercial vehicles. It will also be important to
ensure that all forms of EV charging infrastructure are supported to prevent a lack of access to
charging infrastructure in cities, disincentivising EV take-up among households that do not
have their own parking space. The proposed crediting mechanism in the RED should be
extended to cover both private and public infrastructure.

e Ensure that EV subsidy schemes and other measures to encourage and incentivise uptake are
accompanied with an obligatory scrappage scheme to remove old petrol and diesel cars and
vans and their parts from circulation and support the development of second-hand markets for
EVs. Similar scrappage schemes could be used to incentivise a switch to electric scooters,
motorbikes, vans and other vehicles used for personal and commercial transport. These
scrappage schemes should only support the purchase of zero carbon vehicles.?® 44

e Putin place measures to manage the wider social impacts of this transition. This should
include:

o ensuring that the inclusion of transport in the ETS does not place unfair fuel costs on
households and communities;

o directing adequate resources from the Social Climate Fund and other budgets to
mitigate any adverse distributional impacts that may emerge;

o putting in place policy measures and subsidy schemes to support access to second-
hand EVs to ensure fair access to private car use among low-income and lower middle-
income households.

e Ensure that transport sector decarbonisation does not focus only on EV uptake but also the
development of public transport services, including in currently underserved areas, and
improved access to active transport.
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7. Working with nature

Integrating climate with agriculture, forestry, land use and biodiversity goals — in short, working with
nature —can help us move towards a cleaner, greener and healthier environment. Protecting forests
and other key ecosystems is essential because of their ability to go further in mitigating climate change
but also because of the need for urgent action to turn around the collapse in biodiversity the world is
experiencing. Moreover, nature provides essential ecosystem services, like the provision of food and
water, and opportunities to replace fossil fuel materials with bio-based ones.

The cumulative nature of GHG emissions and the goal to achieve climate neutrality by 2050 and
negative emissions after that, heightens the need to harness the power of nature to remove carbon
from the atmosphere. It is essential that carbon sinks are not considered as a tool to make up for the
lack of decarbonisation efforts in other sectors, including agriculture, which accounts for around 10
per cent?’ of the EU’s total GHG emissions. As such, LULUCF should be mainly used as a means to
overshoot the EU’s current emissions reduction target of 55 per cent by 2030.%” And businesses should
respect the carbon reduction hierarchy and avoid, reduce, replace, sequester and as a final option,
offset.

Beyond this, it will be critical to treat the goal of preventing nature loss by 2030 as a key part of the
transition to a climate neutral economy and acknowledge that any transition needs to deliver a nature
positive economy.*?

o 7.1 Assessment of the package

=

The EU will need to remove a substantial amount of GHGs from the atmosphere to achieve its
objective of climate neutrality by 2050, while ensuring that removals do not make up for the lack of
emissions reductions in other economic sectors.

The European Climate Law,% which enshrines the climate neutrality objective by 2050 into EU
legislation, indicates the need to strengthen removals. It clearly states that priority should be given to
emissions reductions over removals. As such, the law introduced a limit of 225 million tonnes (Mt) of
CO; equivalent to the contribution of removals to the net target of at least 55 per cent.

The revisions to the LULUCF Regulation,®” published as part of the Fit for 55 Package, propose a more
stringent contribution from the LULUCF sector towards the 55 per cent target. In particular a new
carbon removal target of 310 Mt of CO; emissions by 2030, an increase from the predicted 225 Mt
level, has been included. This target would be distributed between Member States as binding annual
targets for the period 2026—30 and based on the emissions and removals reported in GHG inventories
and the areas of managed land. This will be accompanied by a reinforced obligation for Member States
to submit integrated mitigation plans for the land use sector and enhanced monitoring requirements
using digital technologies. From 2031 onwards, the agriculture, non-CO,; GHG emissions, currently
covered by the ESR, would be covered under the broader land use category known as agriculture,
forestry and other land use (AFOLU), which would cover all emissions and removals from agriculture,
forestry and other land use, and be subject to new regulations.

The ESR then allows Member States to use LULUCF credits to compensate for unmet targets under the
ESR. Some amendments, in the revision, are proposed to include acceptable uses of credits generated
in the land sector by removals of GHGs. Excessive flexibilities are controlled by the ‘no debit rule’,

which sets a binding requirement for all Member States to ensure that accounted emissions from land
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use are entirely compensated for by an equivalent accounted removal of CO; from the atmosphere. In
addition, a cap has been established for how much ESR—LULUCF flexibility Member States can use. In
total, the cap for all EU Member States is 262 Mt of CO; equivalent for the 2021-30 period, with a
maximum of 26.2 Mt per year for the entire EU.

Despite those safeguards, the link between the ESR and LULUCF could be potentially problematic.
While this might alleviate the burden placed on Member States, it also foregoes the potential for
further emission reductions by using carbon removal as a compensation mechanism. As such, this
mechanism risks making carbon removal offsets, through tree planting or forest protection, a more
enticing option than cutting emissions at source. This would significantly reduce the speed and extent
of the green transition in sectors such as the built environment, where the take-up of existing low
carbon technologies is already slow.

The package does aim to improve the opportunities for businesses to work with nature by indexing
new categories of carbon storage products, including harvested wood products, which have a carbon
sequestration effect, based on IPCC guidelines. This could help develop pathways towards new
sustainable products and materials.

Proposed revisions to the RED amend the existing sustainability criteria for the use of bioenergy and
set up a prohibition on sourcing of biomass for energy production from primary forests, peatlands and
wetlands. The latter will be included from 2026 onwards.

The proposed revisions to the LULUCF Regulation simplify and upgrade the current accounting
methodology. These include plans to establish a new EU governance process for monitoring how
Member States calculate emissions and removals within their forests. The scope of the accounting will
be broadened with full accounting of reported emissions and removals for the sum of all land use
categories against a national target. Improved geospatial monitoring and the remote sensing, including
from the Copernicus Sentinel satellites or other services, have the potential to help distinguish
different types of land area and assign them appropriate purposes.

One of the key features of the LULUCF proposal is the set of revisions that prepare the ground for a
move to integrate non-CO, emissions from agriculture in the LULUCF Regulation beyond 2030 under
one framework: AFOLU. The intention is for the land sector to be climate neutral by 2035, balancing all
GHG emissions from land use, forestry and agriculture, including fertilisers and livestock, with
removals. This deserves very careful consideration as it carries the potential risk of removing
incentives for the agricultural sector to decarbonise should too much emphasis be placed on removals.
It remains unclear which policies will be used to achieve these targets.

In order for the LULUCF sector to play a key role in the achievement of environmental and climate
objectives, it is important for the LULUCF Regulation to be well aligned with existing frameworks®® and
related policy initiatives that touch on nature, biodiversity, agriculture, food and consumption. This
includes the biodiversity strategy for 20308°, which aims to restore degraded ecosystems and
increases the protected nature reserves to reach 30 per cent of the EU; the EU Nature Restoration
Plan®, which seeks to reverse nature degradation; the Farm to Fork Strategy’®, which aims to make
the food system more environmentally sustainable by reducing the use of environmentally damaging
agricultural practices and addressing consumption; and the new forest strategy, which contributes to
the development of carbon sinks, building on the biodiversity strategy. The Common Agricultural
Policy (CAP)”* must also be considered.
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The next CAP for 2023—27 will allocate 25 per cent of direct payments to eco-schemes to farmers who
manage their land in an environmental and climate-friendly way. However, Member States will benefit
from a great deal of flexibility in how they implement them. As such, the allocation of CAP-related
funds by Member States, including in their upcoming CAP strategic plans due to be submitted by 2022,
should be closely monitored by the EU to ensure they lead to significant decarbonisation of the
agriculture sector.

The Nature Restoration Plan is particularly important for the LULUCF (and later AFOLU) regulations as
it puts in place adaptation measures to help forests overcome extreme weather conditions and
strengthens forest protection, restoration and resilience through the promotion of best practice.

In order to maximise the benefits of the Green Deal and the Fit for 55 Package for climate, businesses,
communities and the environment, the EU should:

e Establish the right balance between using carbon removals from the LULUCF sector to increase
climate mitigation and achieve climate neutrality by 2050, while also ensuring that removals
are not used as a tool to compensate for the lack of decarbonisation efforts in other sectors. As
such, flexibilities between LULUCF and ESR should not be used by Member States to decrease
or delay decarbonisation efforts in other sectors, such as transport and buildings. Removing
incentives to decarbonise the agricultural sector must also be properly assessed.

e Provide a framework which encourages businesses to respect the carbon reduction hierarchy
where carbon should be avoided, reduced, replaced, sequestered and offset.

e Ensure that removals are considered part of the option to overshoot the current net 55 per
cent target!” rather than a means to achieve it.

e Design and implement a stronger set of policies to end nature loss and degradation and help
ensure forests and other land uses can transition to a global net carbon sink by 2030.

e Eliminate commodity-driven deforestation by 2025 through trade policies developed in
collaboration with producers and user countries.

e Develop a more co-ordinated and integrated approach to nature-based solutions in order to
provide clarity, as well as actively encourage businesses to invest in these solutions.

e Encourage and support the use of additional geospatial datasets to identify high carbon stock
lands, areas under protection and areas at risk of climate change to enable Member States to
maximise their natural carbon removal solutions and better protect existing stocks.

e Set ambitious GHG emissions reduction targets for agriculture, including methane and nitrous
oxide.

e Ensure that funds disbursed through the CAP support the decarbonisation of the agricultural
sector.
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8. Concluding comments

Achieving the 2030 target and ensuring the EU is fit for a climate neutral future will require systemic
transformation across the economy, society and industry. Chapter 1 of the IPCC’s Sixth Assessment
Report® shows that the 1.5 degree goal is still scientifically feasible, although transformative leadership
from governments and companies is urgently needed to put us on a safe path to a net zero future. The
EU cannot and should not miss the opportunity of the Fit for 55 Package to drive towards this.

@ 8.1 Overall assessment

The Fit for 55 Package is a comprehensive, groundbreaking and ambitious set of legislation, bringing
together an expanded and increasingly ambitious approach to carbon pricing alongside a suite of
regulatory measures designed to affect all parts of the economy. As currently set out, it marks the end
of the internal combustion engine and the beginning of a dramatically scaled-up approach to energy
efficiency in buildings.

Progressive businesses and business groups, including CLG Europe, have been calling for policy
certainty for business, as well as a strong signal that Europe’s economic recovery will be achieved
through climate action.'® The package does provide clear signals to business on the direction of travel
and outlines the multiple economic, social and health benefits linked to an increase in climate
ambition. It also illustrates how many of the key elements crucial to delivering the Green Deal will
create new employment and economic growth opportunities across the EU.

Yet the task at hand remains enormous in terms of maintaining, or even increasing, the level of
ambition during the negotiations over the package, in implementing the policies across diverse
Member States with varying levels of resources, and in supporting communities and the most
vulnerable households through the transition. Certain sectors likely to be subject to substantial future
disruptions, such as heavy industry and automotive manufacturing, will need additional support, as will
their workers and the communities that rely on them for employment. Looking at the package with
these challenges in mind, it is clear that key areas could be improved and core gaps addressed,
particularly in relation to skills development and measures to ensure just transition.

@ 8.2 Areas for improvement

=

For this package to succeed, the EU will need to provide further clarity on how policy measures can be
rolled out without causing undue disruption or exacerbating existing inequalities. The mitigation of
adverse social impacts, including support for businesses and workers in contracting sectors, will need
to be carefully planned and resourced. The EU must provide support for Member States to accelerate
the take-up of existing solutions such as heat pumps, improved building energy efficiency and EVs.

EU resources must also be directed to the development of a comprehensive vision to build the skills
needed for the green economy,? including identifying the skills needed to fill climate neutral and
circular economy related jobs** in sectors such as energy, transport and the built environment. In
other sectors, including heavy industry, most technologies are at the very early stages of development,
highlighting the need for basic research, support to facilitate market entry and demand-side
measures’? to create markets for low carbon materials and products.
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Given the growing urgency to act against climate action, it may be necessary to assess how to
incentivise increases beyond 55 per cent as changes in technology and circumstances enable more
rapid action.'®> Through this lens, the revisions to the RED, for example, do not look ambitious enough
and more needs to be done to implement the infrastructure needed to support the growing share of
variable renewables.

The second half of the package is yet to be published. It will address the need to reduce methane
emissions in the energy sector, a revision of the EPBD and the third gas package alongside a number of
other initiatives on sustainable products. We have identified gaps that could be addressed to bolster it:

e The interlinkages between the circular economy and climate action are not yet being fully
deployed in the EU’s climate policy. There is scope to further develop policy measures to
improve energy efficiency, create demand for new low carbon materials?, promote circular
economy processes and encourage sustainable consumption by households and business.

e Thereis a need for further impact assessment of the proposals in a way that allows policy
synergies to be identified and acted upon. This assessment should also identify any potentially
negative distributional impacts and allow for the modelling to capture the effects of policy and
technology learning. In our previous work, we raised a question regarding the use of cost of
finance estimates in the European Commission modelling, specifically in relation to the 2030
impact assessment. An integrated impact assessment that addressed these shortcomings could
help foster greater levels of ambition, with more realistic cost and investment estimates.”?

e Building energy efficiency and electrification of road transport are low-hanging fruit that must
be urgently tackled, but while the current package sets out high ambitions for action in these
areas it does little to make adoption more affordable and attractive, instead focusing on
making high carbon incumbents more expensive. This needs to be addressed to ensure the
2030 target can be achieved. In addition, to avoid exacerbating existing inequalities, it will be
necessary to deliver adequate support for those who are most severely affected. This may
require substantial public sector investment in the structural changes of the building stock,
including private homes, public and active transport infrastructure.

‘ ‘ As the built environment contributes to around 35% of EU GHG emissions, tackling
both operational and embodied carbon needs to remain a central pillar of the Fit For
55 package. It will be crucial that carbon pricing is supported by regulation and
accompanied by incentives for circular economy and low carbon technologies. Progress
on decarbonisation is not advancing fast enough —we must turn pledges into action. , ,

Jon Khoo
Head of Sustainability (EAAA), Interface

8.3 International implications

The EU’s position as one of the largest economies in the world means that co-ordinated policies at this
level can drive transformation leading to climate neutrality both at home and abroad. This is due to
both the size of the EU single market, as well as the possibility of helping make low carbon products
and production technologies more widely available to businesses and consumers globally.

The EU’s experience of developing and implementing climate policies can also demonstrate potential
pathways for partners globally. If the package delivers economic, social and climate benefits, the EU’s
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experience can be invaluable in incentivising ambition in countries that are currently reluctant to
commit due to concerns over economic development. As such, it could work as a blueprint for cross-
sectoral climate policy providing a key source of inspiration for its international partners and
leadership at COP26.%°

Setting up high environmental and climate standards for industry could boost the EU industry’s
competitiveness while also facilitating the decarbonisation of global supply chains. Through Green Deal
diplomacy, the EU could work with other countries to converge domestic climate agendas, accelerate
electrification, phase out fossil fuels, and develop strategies that ensure that the transition to zero
carbon economies benefits people as well as the planet.

However, some of the more controversial elements of the package, such as the proposed CBAM, may
adversely affect developing economies. The ETS for buildings and transport, which is widely expected
to increase the cost of living for the lowest income groups, may also attract negative media coverage,
drawing attention away from the positive elements of the package. It is, therefore, crucial for the
integrity of the package and to secure the public’s backing, for the potentially adverse distributional
impacts and cost of living increases to be carefully managed and mitigated.

@ 8.4 Implications for business

Beyond the calls for action for policymakers, there remains a core role for business to support
policymakers on climate ambition. It is clear that business should:

Make sure the big picture remains in policymakers’ minds.

Ensure that it continues to be treated as a package, not a set of individual and unconnected
elements, as otherwise the overall ambition and urgency to deliver systemic change will be
undermined, risking both EU and international achievement of 1.5 degree targets.

e Underline the economic and business benefits for the EU in undertaking these changes in its
home market and for consumers — that this is a pioneering framework is key to performance in
a competitive global sustainability environment and without it the EU risks falling behind in the
race.

e Be upfront about the changes to employment in the context of other disruptions (Covid-19,
digital), and that while there should be a net benefit from new employment in climate neutral
business activity, there is critical need to support skills, training and re-deployment of existing
staff in the most disrupted industries and regions.

e Recognise the social responsibility of business to be active on such crucial issues, offering
strong EU leadership as a necessary precondition to global success in achieving the Paris
Agreement from a moral as well as an operational perspective.

‘ ‘ With the Fit for 55 Package, the EU has the opportunity to set the right framework
to meet ambitious climate targets, tap into the economic benefits of increased
climate action and create jobs in the process. To achieve this, policymakers must
maintain the highest level of ambition and create a cohesive package fit to
accelerate the decarbonisation of all sectors, sending the right signals to encourage
businesses and investors to step up their efforts to play a key role in this process and
supporting people who will be affected by the transition. , ,

Harry Verhaar
Chair, CLG Europe
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Glossary of terms used in the text

AFID Alternative Fuels Infrastructure Directive

AFOLU Agriculture, Forestry and Other Land Use

CAP Common Agricultural Policy

CBAM Carbon Border Adjustment Mechanism

CCS Carbon Capture and Storage

CLG Europe Corporate Leaders Group Europe

COP26 26th UNFCCC Conference of the Parties (Glasgow, 2021)

CcO; Carbon Dioxide

EED Energy Efficiency Directive

EPBD Energy Performance of Buildings Directive

ESF+ European Social Fund Plus

ESR Effort Sharing Regulation

ETD Energy Taxation Directive

ETS Emissions Trading System

EU European Union

EU-27 The 27 Member States of the EU — excluding the UK which
formally left the EU in 2020.

EV Electric Vehicle

GDP Gross Domestic Product

GHG Greenhouse Gas

GO Guarantees of Origin

IED Industrial Emissions Directive

IPCC Intergovernmental Panel on Climate Change

LIFE Programme L’Instrument Financier pour I'Environnement Programme

LULUCF Land Use, Land-Use Change, and Forestry

Mt million tonnes

NDC Nationally Determined Contribution

PPA Power Purchase Agreement

PSH Pumped Storage Hydropower

RED”® Renewable Energy Directive

SMEs Small and Medium-sized Enterprises
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