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REPORT & RECOMMENDATIONS 
 

Following the High Level Group meeting on 20 October 2021 

 

 

During its virtual meeting on 20 October 2021, the tripartite, independent High Level Group on 

Financing Sustainability Transition continued to ‘think outside-the-box’ on the financial aspects of the 

sustainability transition in the EU. These temporary think tanks were set up following an initiative in 

the Competitiveness Council.1 The High Level Groups are an ‘open innovation’ approach between 

governments, business and academia, to inject innovative policy ideas into the EU system. 2 

Recommendations are outlined for the attention of the European Commission, the European Council 

and the Council of the EU for their ongoing and future policy initiatives. 

 

Summary 

 

On 6 July 2021, the European Commission published the renewed EU Sustainable Finance Strategy,3 

which includes a number of measures aiming at further enabling transition finance (i.e., effective 

decarbonization efforts regardless of the starting point), such as an extended taxonomy framework 

and specific financial regulation measures. 

 

On 14 July 2021, the European Commission published the first batch of the Fit for 55 package,4 which 

puts a strong emphasis on carbon pricing as a driver to encourage decarbonization. It includes in 

particular a proposed revision of the EU Emissions Trading System (EU-ETS) and an interlinked proposal 

for a Carbon Border Adjustment Mechanism (CBAM). These proposals will be adopted by the European 

Parliament and the Council acting as co-legislators. 

 

On 20 October 2021, the HLG took stock of the new EU initiatives. Comments and recommendations 

have been made regarding carbon pricing, transition finance, as well as the socio-economic impacts 

in the current context of increasing energy prices. 

 

The proposed EU measures have rightly put a stronger emphasis on the gradual decarbonization 

efforts of industry, rather than simply rewarding assets and activities that are already sustainable. Yet, 

given the complexity and interdependences of the recently proposed package, attention should be 

paid to the potentially harmful effects that may arise with other important EU political objectives. 

Preserving a high level of European competitiveness and socio-economic cohesion is crucial to ensure 

a smooth progression of all sectors on the pathway towards sustainability. 

 
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.  
3 European Commission, Strategy for Financing the Transition to a Sustainable Economy, COM(2021) 390. 
4 Referring to the -55% objective of greenhouse gas emissions in the EU by 2030 as defined in the European Climate Law. 
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I. Carbon pricing 

 

As part of the Fit for 55 package, the European Commission has proposed a revision of the EU-ETS 

which will include in particular a higher emissions reduction target, a higher Linear Reduction Factor 

and a strengthened Market Stability Reserve. The share of free ETS allowances will gradually be 

reduced as of 2026 and fully phased out for the raw material (CBAM covered) sectors by 2035. The 

purpose of the reform is to bring the EU-ETS in line with the new EU objective of reducing greenhouse 

gas emissions by -55% net in 2030. 

 

In this context, CBAM is a necessary measure to level the playing field between European industries 

and their international competitors, by providing incentives to improve carbon efficiency. However, a 

number of concerns have been raised within the HLG regarding the potentially harmful effects of 

CBAM (and of the strengthened EU-ETS) on European competitiveness, employment and carbon 

leakage. The HLG has made the following observations: 

 

I.1 Deterioration of export competitiveness under CBAM/ETS 

 

Firstly, industries which mostly trade within the EU market will likely benefit more from CBAM, 

compared to those with an important exporting activity towards non-EU markets which will suffer a 

higher deterioration in competitiveness. Indeed, their share of exported goods towards non-EU 

countries will compete on global markets with non-EU producers which have access to cheaper (and 

less sustainable) raw materials and energy, due to less stringent climate policy measures. This is 

particularly the case with European raw material industries which have invested to improve their own 

carbon efficiency and climate footprint in Europe, whereas many of their non-EU competitors do not 

face similar regulatory constraints and carbon costs. 

 

For example, it has been discussed (and supported by recent research5) that the harmful impacts of 

higher ETS prices (combined with the phasing out of free allowances) on EU exports competitiveness 

may be more important in Central and Eastern European economies, as well as in economies with a 

high relative share of exports towards non-EU countries (i.e., typically those located at the external 

borders of the EU or in the Mediterranean region). Deterioration of export competitiveness occurs 

both for EU-made raw materials and finished goods that contain such raw materials. It will likely affect 

some specific industry sectors more than others, such as metals, chemicals and finished goods which 

contain such materials, due to higher international competition and value-chain integration. 

 

 
5 De Nederlandsche Bank, The impact of carbon pricing and CBAM on EU competitiveness, 2021. 
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Solutions should be put in place to counter the differentiated adverse effects of carbon pricing on 

export competitiveness. One solution could be to ensure that a substantial share of carbon pricing 

revenues will be used to support the hardest hit sectors and regions through highly targeted 

subsidies for transition investments. Support should be designed in a way that the incentives for 

decarbonization are not harmed. For example, it should target in priority the unprofitable parts of 

transition investments in sectors and regions that experience strong deterioration in competitiveness, 

with temporary financial compensation and co-financing. It should be accessible both for raw material 

industries and finished goods which contain such raw materials. Coordinated support could be 

channeled at EU level, for example via the EIB. The mechanism should be designed in full respect of 

the WTO obligations, in particular the Agreement on Subsidies and Countervailing Measures, by 

focusing on transition investments rather than production. 

 

I.2 Absence of coverage for imported finished goods under CBAM 

 

It has been discussed that CBAM does not effectively level the playing field between imported 

finished goods (which may be produced in countries with less stringent climate policies and therefore 

access to cheaper carbon-intensive raw materials), and EU-made finished goods (which are produced 

in the EU and are therefore indirectly subject to carbon pricing measures, either via the EU-ETS for 

domestic raw materials or via CBAM for imported raw materials). Finished goods produced outside the 

EU, which contain raw materials such as steel and aluminum, do not face similar environmental costs 

on raw materials. If imported finished goods containing such raw materials are not covered by CBAM, 

they will have a competitive advantage over finished goods produced in the EU. This will deteriorate 

the competitiveness of the EU manufacturing industry and improve the business case for imported 

finished goods. In its current form, the CBAM proposal would therefore increase the risk of carbon 

leakage for the EU manufacturing industry. 

 

Adding imported finished goods into the scope of CBAM would lead to a number of practical 

challenges that need to be carefully reviewed and overcome. Firstly, the carbon footprint 

measurability for complex technological products is hard to determine as data would need to be 

aggregated between many different suppliers in many different regions. A possible solution could be 

to apply default values, as mentioned in the Explanatory Memorandum of the CBAM proposal, when 

importers are not able to determine the actual emissions data for complex products. Importers would 

be given the opportunity to demonstrate that they perform better than such value based on their 

actual emissions.  

 

Another technical challenge comes from the legal nature of CBAM and its compatibility with WTO 

commitments. As such, CBAM is an emanation of the EU-ETS which mirrors its weekly average 

allowance prices in some of its directly covered sectors. Consequently, some believe that finished 

goods could not be covered by CBAM because they are not directly covered by the EU-ETS. Yet, as the 

EU-ETS costs for raw materials and energy are passed through the value chain towards finished goods 

manufacturers, EU-made finished goods will also be affected (indirectly) by carbon pricing. A solution 

needs to be found to ensure that imported finished goods are included into the scope of CBAM. 
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I.3 Carbon VAT as a complementary system? 

 

For some members, the VAT instrument may be an appropriate option to complement the already 

existing (or pending adoption) carbon pricing measures. It could also solve or attenuate some of the 

issues mentioned above regarding export competitiveness and imported finished goods. 

 

The HLG already recommended to explore the feasibility of a carbon VAT component, which could be 

incorporated within the existing VAT system, either as a reduced rate for sustainable products (VAT-) 

or as an increased rate for carbon-intensive products (VAT+).6 It would regulate carbon pricing on the 

basis of different VAT rates for specific categories of products, depending on their respective carbon 

footprint. As VAT rates are defined by Member States, only the framework would be set at EU level 

and would leave greater implementation flexibility depending on national socio-economic situations 

and capabilities. 

 

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

consumers. As it would be based on the already existing VAT regime and principles, carbon VAT would 

apply to imported goods (including imported finished goods) in full respect of the WTO 

commitments, as it would not discriminate between domestic (EU) and foreign (non-EU) production. 

Deterioration of export competitiveness (from the EU to non-EU markets) should be marginal or 

inexistent, given that VAT typically does not apply to exported goods. 

 

Carbon VAT could be used as a complementary system, but it cannot fully substitute other carbon 

pricing measures. As VAT is relative to the selling price of a given product, the additional charge will 

greatly vary depending on the price and could not always be sufficiently dissuasive (for carbon-

intensive goods) or incentivizing (for low-carbon or carbon-neutral goods). It could therefore be limited 

to certain specific categories of goods. An excise duty based on the carbon content of a product 

(limited to specific categories) could also be considered. 

 

I.4 Other aspects 

 

It is expected that the strengthening of the EU-ETS will foster innovation, as new technologies will have 

to be developed and implemented. However, as the benefits of climate policy are not systematically 

internalized in R&D, further R&D support will be required. The European Modernisation Fund may 

be one vehicle to do so. The EU-ETS might not sufficiently incentivize investments in renewable 

technologies, still because the investor cannot appropriate all the benefits in its R&D output. 

Therefore, without additional support, it is likely that investments in green R&D will be lower than the 

social optimal level. 

 

 
6 HLG Recommendations, 6-7 February 2020. 
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For some members, the issues mentioned above regarding the deterioration of export 

competitiveness and the lack of level playing field for imported finished goods should ideally be 

addressed in the core design of the EU-ETS and of the CBAM, rather than through ex post 

compensatory measures that will impact on public finances. Some members have argued that the 

fundamental challenge of climate change should now motivate a reflection on a potential adjustment 

of the WTO rules at international level. 

 

As the EU-ETS constitutes one of the central pieces the European carbon pricing framework, further 

attention should be paid to its operational functioning. The question of due diligence, proper 

functioning, and regularity of financial exchanges on carbon markets has been introduced during the 

meeting and will be further discussed in future HLG meetings.  

 

 

II. Sustainable & transition finance 

 

The HLG discussed the renewed EU Sustainable Finance Strategy adopted on 6 July 2021. Attention 

was paid in particular to the extension of the scope of the EU Taxonomy, as well as the reforms relative 

to issuers, financers and banks to better match capital supply with transition investment demand. 

The new strategy includes many relevant proposals in this regard. Yet, prioritization should be made 

to ensure that the EU delivers in due time the work already started.  

 

II.1 Extension of the scope of the EU Taxonomy 

 

The HLG has already recommended an extension of the scope of the EU Taxonomy to further cover 

transition activities that are currently not eligible. A multi-shaded, gradual taxonomy is needed to 

measure and incentivize progress on the pathway towards sustainability. As part of the renewed EU 

Sustainable Finance Strategy (and as required in Art. 26(2) of the EU Taxonomy Regulation), the 

European Commission will publish a report describing the provisions necessary to extend the scope of 

the taxonomy beyond sustainable economic activities. 

 

In this perspective, the HLG has discussed the pending preparatory work of the EU Platform on 

Sustainable Finance, which describes a ‘traffic light’ system for economic activities: 

 

➢ ‘Green’ activities which Substantially Contribute (SC) to the environmental objectives; 

➢ ‘Yellow/orange’ or intermediary activities with No Significant Impacts (NSI); 

➢ ‘Red’ activities with Significantly Harmful (SH) environmental impacts.7 

 

 
7 EU Platform on Sustainable Finance, Report on Taxonomy Extension Options linked to environmental objectives, July 2021. 
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The HLG welcomes the development of a multi-shaded classification system. It would further support 

banks and the financial system to better measure risk exposure. It would also support industries to 

demonstrate their own transition pathway and decarbonization progress. A gradual taxonomy should 

be conceived and used as a dynamic system to measure sustainability progress over time; it should 

encourage rather than discourage transition investments for non-sustainable sectors, including 

carbon-intensive sectors, which need urgent transition away from significantly harmful activities. 

 

Further efforts should be made to define and identify the intermediary (yellow/orange) category of 

activities. This could be done in relation to the current taxonomy criteria (green category) by exploring 

activities that are not covered on a sector-per-sector basis, in cooperation with industry stakeholders. 

 

It is said that the practical implementation of the current EU Taxonomy may require further guidance 

for non-financial industry and issuers, especially with regard to the geographic scope of application for 

activities taking place outside the EU (and thus subject to other rules related to e.g. chemicals in 

products, energy labelling, etc.), and on reporting. This will also ensure more accurate reporting and 

minimize the risk of greenwashing. 

 

II.2 A financial and banking system fit for transition investments  

 

As part of the renewed EU Sustainable Finance Strategy, and following the Transition Finance Report 

of the EU Platform on Sustainable Finance, the European Commission has put a stronger focus on 

transition finance, and how to adjust the financial and banking system in this regard. The HLG 

welcomes the new strategy which enlarges the focus from green finance (i.e., assets and activities 

already sustainable) to transition finance (i.e., transformation of assets and activities towards 

sustainability). 

 

At the macro level, it has been discussed that financial risk mitigation should remain the primary 

focus of the EU prudential framework for banks and insurers. In this regard, climate-related financial 

risks may be integrated into capital requirements, should we observe intrinsic risk differences between 

‘green’, ‘orange-yellow’ and ‘red’ assets. A similar risk-based approach should be followed for the 

development of green mortgages. Hence, the development of a multi-shaded taxonomy would 

support supervisors and regulators in getting a better insight on the exposure of financial institutions 

to the ‘red’ (SH) or ‘yellow’ (NSI) assets and the associated prudential risks, and to subsequently 

decide if calibration of the prudential framework is needed.  

 

At the micro level, several points have been discussed within the HLG. Clear reporting requirements 

and standards are needed to avoid greenwashing. This could take the form of regulatory guidance 

and baseline ESG standards to be then promoted at international level for convergence. The growing 

demand for sustainability-linked bonds and transition bonds should be addressed with a specific 

label, which could be defined in an overarching EU framework. A reflection should be launched on the 

balance sheet impacts of large-scale transition investments in industry, and how the accounting and 

amortization rules could be adjusted to further enable such transformations.  
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III. Social & economic impacts of the transition 

 

The HLG initiated a discussion on the socio-economic impacts of the transition, in particular in the 

context of the current increase in energy prices. 

 

In the short term, temporary reductions in energy taxation rates and special public support to low-

income households may contribute to soften the effects of rising prices. From a climate perspective, 

the latter compensation option is preferred, since this option does not directly harm incentives to 

reduce energy consumption. 

 

In the medium/long term, more investments in low carbon/decarbonized and renewable 

technologies will improve the European energy autonomy and resilience to global market fluctuations. 

Transformations of energy infrastructure and equipment, including household equipment, will help 

reduce carbon lock-in situations. 

 

Similarly to the industry transition, the transition of low-income households should be considered. 

A more generalized use of energy efficient technologies (e.g., energy efficient houses and buildings, 

low-carbon boilers, energy efficient home appliances) would help reduce the overall energy 

consumption and carbon emissions and would therefore facilitate the transition to a decarbonized 

European energy mix. This could be achieved with a variety of policy instruments both at EU and 

national level, such as taxation (e.g. variable VAT rates for more or less sustainable products), subsidies 

to replace old equipment with new, more efficient equipment (e.g. income-based compensation), co-

financing schemes (e.g. renovation), etc.  

 

 

12 November 2021 

 

 

 


