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RECOMMENDATIONS 
 

 

The tripartite, independent High Level Group on Financing Sustainability Transition continued to 

‘think outside-the-box’ on energy and financial aspects of the sustainability transition in the EU. This 

task was given to these temporary think tanks, set up following an initiative in the Competitiveness 

Council1. The High Level Groups are an ‘open innovation’ approach between governments, business 

and academia, to inject innovative policy ideas into the EU system2. 

 

The third meeting took place on 7 February 2020 in Brussels. Members discussed the need for more 

efficient and diversified carbon pricing instruments under a fair, comprehensive and coherent 

European carbon price regime, and the phasing out of Environmentally Harmful Subsidies (EHS).  

Recommendations were concluded on four clusters: (1) the design and instruments of the European 

carbon price regime; (2) accompanying measures to finance large-scale infrastructure investments; 

(3) improving the market regulatory framework; (4) enabling R&D investments in sustainable 

technologies.  

 

1. Reshaping the European carbon price regime 

 

1.1. The European carbon price regime should be based on a set of various pricing 

instruments, developed in a coherent manner. The carbon price burden needs to be fairly 

shared across value-chains, so as to effectively decarbonise all emission sources and to 

provide demand incentives for sustainable products to final consumers. The system should 

be fully dynamic (i.e. incentives/disincentives to apply immediately on current or N+1 fiscal 

year), evidence-based, constantly reviewed and calibrated (on an annual or biannual basis), 

and adequately equipped to achieve the objectives of the Paris Agreement and the EU 2050 

climate-neutrality objectives. 

 

1.2. One size does not fit all: a distinction should be made between general measures (e.g. EU-

ETS), sector-specific measures (e.g. carbon border adjustments), and product-specific 

measures (e.g. VAT, energy taxes). Particular attention should be paid to the overall 

effectiveness and coherence of all instruments, to the competitiveness, regional and social 

effects of each measure, as well as their interlinked reactions (e.g. potential ETS price 

variations in reaction to other taxes). An appropriate balance should be struck between 

internalising the climate cost of basic products (e.g. food, aggregates, chemicals, etc.), while 

ensuring security of supply of these products within the EU.  

 
1 Council of the EU, 5-6 December 2011, Presidency Note.  
2 Members participate in their personal capacity. All recommendations for action and all ideas for further consideration 
have not always been agreed on by all members, but advice is based on a very wide consensus. The final version is written 
under responsibility of the chairman and the secretary general.  
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1.3. The EU-ETS is an important pricing instrument, which has proven its efficiency in reducing 

GHG emissions. However, its effects are often located on specific emission points of value-

chains with limited cost pass-through and demand incentives to consumers, especially in a 

context of high international competition. Moreover, the ETS costs have an undermining 

effect on EBITDA and company valuations (often calculated on the basis of EBITDA), which 

cannot be recovered through subsidies. Although the EU-ETS should not constitute the main 

and only carbon pricing instrument, it could be improved with several technical adjustments 

related to price level and macroeconomic stability, e.g. by adding a carbon price floor (as a 

minimum auction price or an additional charge on allowances), a lower emission cap aligned 

with the Paris Agreement, and a strengthened Market Stability Reserve with a higher 

reduction rate. 

 

1.4. The revision of the Energy Taxation Directive should allow a preferential treatment for 

sustainable energy products by applying lower taxation rates (e.g. for green hydrogen, e-

fuels, advanced sustainable biofuels, renewable electricity). The volume-based taxation 

approach could be replaced by a GHG-based approach. As the demand for electricity will 

significantly increase with the transition, incentivising price signals should be made in favour 

of decarbonised and/or renewable electricity production and use, in particular for energy-

intensive industries, buildings and construction, and transports. 

 

1.5. The VAT instrument may be an appropriate option to regulate carbon pricing, assuming that 

different VAT rates would apply to specific categories of products, based on standardised 

carbon footprint criteria. The carbon VAT component would be incorporated within the 

existing VAT system, either as a reduced rate for sustainable products (VAT-) or as an 

increased rate (VAT+). It could be gradually implemented, starting with a limited range of 

basic products (e.g. raw materials, commodities) and extended to finished goods at a later 

stage. As VAT rates are defined by Member States, this option offers greater 

implementation flexibility depending on national ambitions and capabilities. Carbon VAT 

would provide strong demand-driven incentives for sustainable products to producers and 

consumers; it would also cover imported goods without harming international trade and 

WTO rules.  

 

1.6. Carbon border adjustments should be developed with a sector-specific approach, taking 

into account the impacts on international trade, WTO rules and potential retaliation risks. 

The two most feasible options appear to be the inclusion of imports in the EU-ETS while 

phasing out free allocation, and a carbon VAT rate on specific products, which would de 

facto stand as a border tax as VAT also covers imports (→ see Recommendation 1.5). 

Attention should be paid to sectors where carbon-dependent EU industries may be 

penalised to the benefit of more sustainable non-EU industries, hence requiring 

accompanying policies to support their transition efforts. 
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1.7. The risk of carbon leakage for finished goods should be adequately tackled in the design of 

carbon pricing instruments. By integrating climate externalities into the price of raw 

materials and energy, EU-based manufacturing industries of finished goods may be 

indirectly penalised compared to competing finished goods produced outside the EU. This 

could be corrected with a carbon border adjustment (or a carbon VAT) taking into account 

climate externalities of raw materials contained within imported finished goods. 

 

2. Financing large-scale transition investments 

 

2.1. In parallel to carbon pricing instruments, other supporting measures are required to 

facilitate transition investments when there is no (or low) first-mover advantage, typically 

for innovation investments (e.g. public loans, public guarantees) and modernisation 

investments (e.g. co-financed public-private investments, fixed-rate and long-term loans). 

This is needed in particular for sectors with high infrastructure transformation costs and 

long-term returns, i.e. typically energy producers and energy-intensive industry users. The 

development of accelerated depreciation schemes could be considered to facilitate specific 

transition investments while also reflecting the early depreciation of stranded assets.  

 

2.2. Three types of large-scale transition investments should be addressed in priority: energy 

production investments (i.e. related to the sustainable production of electricity and 

industrial heat); energy use investments (i.e. related to energy performance and 

consumption management); network modernisation and integration investments (i.e. 

related to the transformation of electricity and gas networks so as to better integrate clean 

energy sources, energy storage, and cross-border interconnectors). 

 

2.3. It should be explored whether transition-related public investments contribute to 

macroeconomic resiliency and how this could be reflected in EU fiscal rules. For example, 

more flexibility could be granted to governments by adjusting the costs of transition-related 

public investments into Member States’ fiscal requirements: the net amount of certain 

investments could be excluded; only interest charges and capital depreciation could be 

maintained. As the costs of non-action are higher than the costs of action, public and co-

financed investments should be encouraged as long as they improve macroeconomic 

resiliency to climate-related financial risks, in particular country-level physical risks.     

 

2.4. To allow such fiscal flexibility, the EU needs a specific taxonomy for public investments, in 

order to identify what qualifies as a green public investment and what does not. The public 

investment taxonomy should be coherent with the EU sustainable finance taxonomy, 

though in a simplified format, i.e. with a stronger focus on Level 1 and a more flexible 

approach on Level 2. The three categories of large-scale transition investments mentioned 

above (→ see Recommendation 2.2) could be used as a reference framework. The public 

investment taxonomy could be announced in the renewed EU Sustainable Finance Strategy 

(to be adopted in 2020), which needs to include a stronger focus on public finance. 
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2.5. A ‘brown taxonomy’ should be developed, with a strong focus on the gradual progression 

from brown to green (no ‘brown-listing’). It is important to identify which assets will be 

impacted by the Paris Agreement and to better assess their various risk profiles and 

evolution over time, hence to better price them and to avoid the pile-up of stranded assets 

in investment portfolios and banks3. This gradual taxonomy could support the integration of 

climate-related financial risks into capital requirements for banks, should we observe 

intrinsic risk differences between browner and greener assets.  

 

3. Improving the market regulatory framework 

 

3.1. Regulatory reforms are required on a sector-specific basis, so as to remove barriers to 

decarbonisation and innovation in EU and national legislation, technical standardisation 

and public procurement. This requires several REFIT evaluations of sectorial legislation to 

check whether the rules are aligned with the EU 2030 and 2050 climate objectives, then 

followed by sector-specific ‘Clean Industry packages’. There is a need for more granularity 

and complexity acceptance in the various policy options, taking into account the specificities 

of each industry sector and regional context: what is desirable in one sector or region might 

not be adequate to another. 

 

3.2. A green regulatory level-playing field is required between goods produced within the EU, 

and imported goods. This could include an extension of EU policies on energy efficiency and 

energy labelling to further categories of goods, as these policies apply equally to intra-EU 

production and imported goods. It could also be considered to introduce mandatory public 

procurement rules for sustainable products and services, taking into account the current 

voluntary GPP criteria. 

 

3.3. Public authorities, financial supervisors, banks and investors need better corporate 

reporting and non-financial disclosures on climate-related information (i.e. climate 

footprint, GHG emissions and physical risks), at all stages of the value-chain. This is crucial 

to adequately price climate-related financial risks and to set fair and efficient carbon taxes. 

Minimum reporting requirements should be defined in the NFR Directive (2014/95), to be 

aligned with the EU Guidelines on disclosures of non-financial information (2019/C 209/01) 

and the TCFD recommendations. The Commission should particularly investigate how 

digitalisation and trust technologies (e.g. blockchain) could further simplify and improve 

quality corporate reporting with low compliance costs, especially for SMEs. 

 

3.4. The regulatory framework should be adjusted at the pace of technological development 

and change. This is required to ensure that all policy instruments (e.g. carbon pricing and 

taxation instruments, taxonomies) effectively contribute to decarbonisation efforts and do 

not hinder market adoption of climate-neutral technologies. In particular, the taxonomies 

should be reviewed and updated on a frequent basis, i.e. every 2-3 years. 

 
3 Network for Greening the Financial System, A call for action, First comprehensive report, April 2019. 
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4. Enabling R&D investments in sustainable technologies 

 

4.1. Urgent R&D investments are required in low carbon and carbon-neutral technologies so as 

to meet the 2030 and 2050 EU climate objectives. However, European R&D efforts are still 

too fragmentised between various governance levels (EU, national, regional) and different 

policy objectives, hence failing to link fundamental research investments with concrete 

innovation and market applications4. The rationalisation of European and national R&D 

programmes will be a critical success factor in the transition towards a climate-neutral 

economy. 

 

4.2. It should be explored how EU state aid and competition rules could be improved and 

simplified so as to facilitate transition-related investments, in particular through the 

Environmental and Energy State Aid Guidelines (EEAG), the General Block Exemption 

Regulation (GBER) and the Important Projects of Common European Interest framework 

(IPCEI). In particular, IPCEIs provide a flexible regime for state aid and competition, hence 

facilitating public-private and transnational investments for large-scale R&D projects. In 

November 2019, the Report of the Strategic Forum on IPCEIs concluded that “although the 

concept of IPCEI is not new, it has only recently been applied (…). Many stakeholders are not 

yet sufficiently familiar with the concept (…). More transparency, clarity, simplification and 

hands-on guidance is needed about the IPCEI framework and the notification process, both 

for industry and Member States” (p. 20-23). 

 
4.3. Efforts should be made to phase out environmentally harmful subsidies (EHS), and among 

them fossil fuel subsidies. The EU needs a comprehensive, unified and shared definition and 

methodology on EHS reporting, covering both direct subsidies (e.g. public financial support) 

and indirect subsidies (e.g. tax rebates and exemptions), and their perverse effects on 

consumption and innovation such as technological lock-in. While phasing-out EHS, attention 

should be paid to potentially damaging effects on vulnerable groups and regions, for 

example lower incomes, remote areas and carbon-dependent sectors. EU Member States 

are already required to report on their phasing-out efforts in the National Energy and 

Climate Plans (NECPs); scrutiny could also be included into the European Semester 

evaluation and discussed at the ECOFIN Council. EHS could also be reduced or eliminated 

directly through EU regulatory measures, such as the Energy Taxation Directive (tax 

exemptions for air transports and maritime fuels), state aid rules, and all EU-funded policies. 

 

 

6 March 2020 

 
4 High Level Group on Innovation Policy, The five Herculean Works of the European Commission, Blueprint August 2019, 
Chapter IV. 


