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Executive Summary

In November 2019, the European Investment Bank (EIB) Board of Directors agreed on a new level of
commitment towards climate action and environmental sustainability. The share of EIB finance
dedicated to climate action and environmental sustainability will rise to 50% by 2025 and beyond. This
increase in the share of EIB Group finance aims to support over €1 trillion of environmentally
sustainable investments in these sectors over the critical decade ahead (2021-2030), in support of the
European Union's Green Deal. Although agreed prior to the outbreak of the COVID-19 crisis, this
increase in support will help reinforce wider EU plans to stimulate a green recovery, including, if duly
adopted, those proposed within the Next Generation EU.

The EIB Group will nevertheless continue to support investments under a wide range of public policy
goals during this period, including cohesion, innovation, infrastructure and small and medium-sized
enterprise (SME) financing. The new commitment will therefore also ensure that all EIB Group
financing activity, regardless of the policy goal, is aligned with the Paris Agreement by the end of
2020. The final element of the new commitment is a strong willingness to support a just transition for
those regions or countries more affected by the transition to a low-carbon economy.

The EIB Group is working hard to put this commitment into practice. A Climate Bank Roadmap is being
developed to provide a detailed operational framework for its activities on climate action and
environmental sustainability over the first five years of its commitment, from 2021 to 2025.

In line with the EIB’s Transparency Policy, the EIB Group engaged with stakeholders in mid-March 2020
on a wide range of topics of relevance to the Roadmap. The EIB Group would like to thank the
numerous stakeholders who took the time to contribute. Having reviewed the contributions received,
the EIB Group wishes to engage in a second round, in particular on two specific topics:

e the alignment of new projects® with the low greenhouse gas (GHG) emissions and climate-
resilient development goals of the Paris Agreement; and
e the definitions to be used to track the climate action and environmental sustainability target.

These issues raised particular interest in the first round of stakeholder engagement. They are also
critical to ensuring that the EIB Group delivers on its commitment from January 2021 onwards.

Chapter 1 introduces the Roadmap, placing it in the wider context of recent economic developments,
including the response to COVID-19; and climate policy developments, including with particular regard
to sustainable finance flows. The chapter also takes the opportunity to present a longer time series
(2012-2019) of EIB support for climate action and environmental sustainability, highlighting the
volume of finance provided by the EIB Group in different regions of the world.

Chapter 2 explains the scope of this second round of engagement. It highlights the need for further
engagement on two key topics: the alignment of new projects with the Paris Agreement and the
definitions of climate action and environmental sustainability activities. It stresses that, important as
these topics are, they represent only a portion of the full scope of the Roadmap. The Roadmap will,
indeed, cover other topics that support the EIB Group’s approach to Paris alignment and to climate
action and environmental sustainability finance tracking, including climate risk management, strategic
business development and the expansion of the scope of the EIB Group’s green bonds.

1 n this context, “new projects” is understood in a broad sense and refers to lending, blending and advising activities
approved from 1 January 2021 onwards.
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2.7. In this context, the EIB Group has committed to aligning its financing activities, including
advisory services, with the principles and goals of the Paris Agreement from the beginning
of 2021. The EIB needs to develop a framework to ensure that it screens out new projects
that are not consistent with the temperature targets of the Paris Agreement, or which do
not adequately manage physical climate risks. This is the subject of Chapters 3 and 4.

2.8. Supporting the Paris Agreement, especially for the EIB in its leadership role as the climate
bank of the European Union, goes far beyond such a project screening approach. Numerous
studies demonstrate that meeting the goals of the Paris Agreement, and hence having
financial flows aligned with these goals, will require a substantial increase in investments
that purposefully aim to reduce GHG emissions, as well as investments that deliberately
enhance the resilience of communities and assets to climate impacts. Moreover, to move all
financial flows in this direction will require, among other things, significant changes in the
policy environment, further integration of climate considerations into risk management
processes, the development of new financial products, and changes in the information that
is disclosed to investors and regulators. These changes will need to be achieved in a way that
retains social and political consent from those that might otherwise be threatened by this
transition. The Climate Bank Roadmap will need to address all these dimensions of the
challenge.

2.9. The MDBs’ building block approach provides a useful framework for thinking about
alignment with the Paris Agreement. This approach identifies six building blocks (see Figure
3) around which strategies for Paris alignment can be developed?®. This framework goes
beyond new financing commitments to look at all aspects of the operations of the MDBs; it
also recognises the crucial role that MDBs, as public banks, play in setting norms and good
practice. In particular, this approach has been referred to by the G20 and the European
Council in the lead-up to the recent COP25 in Madrid.

Figure 3 — The MDBs’ six building blocks for Paris alignment

12 For more details, please see the MDB announcement on joint framework for aligning their activities with the goals of the
Paris Agreement made at COP24 in Katowice, in December 2018.
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2.10.

In this framework, Chapter 3 considers one dimension of building block 1; Chapter 4
considers one dimension of building block 2. In defining what constitutes support for climate
action, Chapter 5 considers one dimension of building block 3. The Roadmap will consider all
six building blocks.

Leaving no one behind

2.11.

2.12.

2.13.

2.14.
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The preamble to the Paris Agreement takes into account the need for a “just transition” with
the creation of “decent work” and “quality jobs”. This may be a challenge given the deep
structural change —and the speed of change — required to meet the temperature and climate
resilience goals of the Paris Agreement.

A just and socially fair transition involves securing the livelihoods of those disproportionately
affected by the transition to a low-emission economy, addressing any injustices that could
result from — or be aggravated through — that transition. The Paris Agreement also
emphasises the point that climate action needs to respect, promote and consider a range of
human rights, including but not limited to the rights of indigenous peoples, local
communities, migrants and children, as well as gender equality.

Depending on how the EIB’s climate and environment actions are designed, they may
promote synergies or incur trade-offs on social development. In the context of the Climate
Bank Roadmap, an operational approach to invest more systematically in climate and
environment actions that entail high social benefits and contribute to social development
will be pursued. The approach will look at the EIB’s investment choices, project design,
project development approaches as well as access to and benefit from employment
opportunities, goods or services generated by the investments for various parts of the
population. Due attention will be paid to the need to leave no-one behind and to the
application of a human rights based approach, stakeholder engagement and meeting the
minimum social safeguards of the EU Taxonomy for sustainable activities through the
revision of EIB’s Environment and Social Statement and standards.

The topic of just transition and synergies with social development was addressed during the
first round of stakeholder engagement.
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Chapter 3: Consistency with a low-carbon pathway

3.1. To meet a 1.5°C temperature target, global carbon emissions need to fall quickly. As stressed
by the IPCC, the next decade is crucial. If the world does not manage to “bend the curve” on
global GHG emissions, the prospects for remaining within the 1.5°C target are bleak.

3.2. EU leaders have agreed to a target of net zero emissions by 2050. As part of its Green Deal,
the European Union has made a proposal to enshrine this goal into a Climate Law. In
addition, the European Commission will come forward with a proposal in September 2020
to strengthen the existing 2030 target to reduce emissions by 40% compared to 1990 levels.

3.3. This chapter begins by presenting the EU pathway to a net zero economy, highlighting the
fall in emissions from key emitting sectors. This serves two purposes. Firstly, it helps focus
the finance community, including the EIB Group, on the very significant investment challenge
required to decarbonise the economy within 30 years. As part of its new commitment, the
EIB Group will reinforce its support for this long-term transition. Secondly, the clear target
and time frame — net zero by 2050 — is helpful to assess whether new assets being created
today are consistent with this pathway. This is important. The EIB will continue to support
investments supporting a wide range of public policy goals — not just GHG mitigation. It
needs relatively simple criteria to ensure that all projects — regardless of the policy goal —
are consistent with the low-carbon pathway.

3.4. The pathway presented below is largely focused on the European Union, and, by extension,
the developed world. In line with the Paris Agreement, the EIB recognises the specific needs
and circumstances of the developing world and vulnerable communities, balancing the
response to the threat of climate change with sustainable development and poverty
reduction priorities. As part of its wider support for the UN Sustainable Development Goals,
the EIB will seek to reinforce its support for countries to enable them to develop and deliver
on more ambitious NDCs.
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Technology pathways

3.5.

Figure 4 presents the well-known EU decarbonisation pathway from the 2018 Clean Planet
for all communication, with emissions falling to around 95% of 2005 levels by 2050.
Emissions of GHG in 2020 are forecast to be around 4 200 million tonnes of CO; equivalent,
equal to around 10% of global emissions.

Figure 4 — EU pathways to net zero emissions by 2050
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Source: European Commission (2018) Clean Planet for all. Note this assumes a 40% reduction in GHG emissions by 2030;
under its new Climate Law, the European Commission will propose by September a revised 2030 target of 50-55%. If
adopted, this will sharply increase the rate of decarbonisation required over the decade ahead.

3.6.

3.7.

3.8.
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Carbon dioxide emissions are relatively evenly split in the European Union between power
generation, transport, industry and buildings. More precisely, in 2020, around 28% of CO,
emissions are forecast to be associated with burning coal and natural gas to generate
electricity (shown in yellow in Figure 4), with another 29% from burning oil distillates in the
transport sector (shown in brown). A further 25% stems from the industrial sector (in blue),
either from burning fossil fuels for process heat or steam, or emitting CO, as a by-product
from chemical reactions. The final 18% is associated with buildings (heating, hot water) —
either in the residential sector (pink) or tertiary (purple).

Land and agriculture act both as a natural sink for carbon and as a source of GHG emissions.
In Europe, the overall balance of land use, land use change and forestry (LULUCF) sequesters
emissions (dark green). The agriculture sector is a major source of non-CO, emissions,
notably nitrous oxide from soil management, as well as enteric fermentation of methane
from animal farming (green).

Figure 4 shows emissions falling to close to zero by 2050. Although the target is given, it is
important to stress that the precise pathway depicted is the result of one particular
modelling exercise. Different modelling exercises show different results, depending on key
assumptions made about cost and technological development. However, the following
paragraphs stress some of the key features that tend to be common across all net zero
modelling exercises in the context of the developed world.
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Key themes towards decarbonisation

3.9.

3.10.

3.11.

3.12.

3.13.

3.14.

First, cost effective improvements in energy efficiency are a cornerstone of the
transformation, with final energy demand falling by up to 40% by 2050 in comparison with
2005 levels. Primary energy demand falls to a lesser degree, in part reflecting the efficiency
of some alternative energy carriers. Within the European Union, this requires massive
investment in the renovation of buildings, with almost 75% of today’s stock built prior to the
adoption of energy performance standards. Today’s renovation rate needs to double.

Second, all decarbonisation pathways assume the abundance of relatively cheap renewable
electricity. As a result, in most models, the share of renewables in the primary energy mix is
forecast to rise to around 75% by 2050, up from around 10% today. Tremendous progress
to reduce costs has been made over the last decade, with auctions for a 2 GW solar project
in Abu Dhabi clearing at a new global record of $13.50/MWh. To place this in context, the
EIB financed solar projects at over €400/MWh less than a decade ago.

Third, the abundance of low-carbon power is used to increase the direct electrification of
the economy. Nearly all models show increased electrification of mobility (especially private
transport in urban environments), industrial processes and the heating and cooling of
buildings. The cost of electric vehicles has fallen sharply over the last decade, and is widely
expected to mature at a level competitive with conventional internal-combustion engine
models.

This requires the integration of large volumes of intermittent renewable power into
electricity grids, which remains challenging. As discussed in the EIB’s new Energy Lending
Policy, further investment is needed in grids, including interconnectors, to improve flexibility
and storage, directed by stronger market price signals (intraday, balancing markets). A
glimpse of this trend has been seen in recent weeks during midday periods, with low power
demand during the COVID-19 lockdown, combined with high solar infeed, leading to electric
vehicle drivers being paid in some countries to charge their batteries.

The increased role of chemical storage is a fourth major theme of most modelling results.
Models typically project an increasing share of electrical storage, through mobile batteries,
behind-the-meter home systems, large grid-scale batteries and pump storage solutions.
Climate conditions, however, imply frequent lengthy periods — weeks, even months — with
relatively low production from solar and wind parks. As the marginal cost of electrical storage
becomes increasingly expensive, chemical storage options develop at scale.

In technical terms, it is possible to store green power in a variety of energy carriers —i.e. an
indirect electrification of the economy. These technologies exist today, centred around the
electrolysis of low-carbon power into “green’” hydrogen and oxygen. Green hydrogen can
then either be used directly (as a low-carbon gas) or chemically combined — typically
synthesised either with nitrogen into ammonia, or with carbon dioxide into methanol and
hydrocarbons (Power-to-X). Figure 5 illustrates this. Existing gas distribution infrastructure
can be used in general to transport low-carbon gases, though additional investment may be
required.
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Figure 5 — Sector coupling and Power-to-X
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3.15. A fifth major theme is that, as fossil fuel inputs become more expensive over time,

accompanied by a tightening of environmental standards, there is a growth in the use of zero
fossil carbon and recycled materials, and the circular economy more broadly. These types of
investments are emerging. The use of recycled products, including secondary steel (an area
where recycling rates are very high), the use of zero fossil carbon feedstock (either bio-
feedstock or synthetic feedstock) or demand reduction (e.g. increased material efficiency or
substitution) significantly reduce the carbon intensity of production. It eliminates embedded
emissions from new virgin feedstock, and in some cases requires less energy for processing.

3.16. A further common theme is the preservation of the bioeconomy as a carbon sink. As shown
in the dark green in Figure 5, forestry, agriculture and land use (LULUCF) have a key role in
compensating residual emissions in other sectors. There are also strong co-benefits in terms
of boosting the productivity of the natural capital stock®3, including increased biodiversity.

3.17. A final theme concerns carbon removal techniques. Under current technologies, and with
current standards of living, emissions cannot be reduced to zero. This is the case, for
instance, with certain agricultural based non-CO, emissions. Carbon removal techniques
(shown in red in Figure 5) require further research and development, as well as deployment.
In addition to enhancing the natural carbon sink, options include the use of biomass for
energy coupled with carbon capture and underground storage technology (BECCS), direct air
CO; capture and subsequent underground storage (DACCS), as well as other early stage
techniques®.

13 See the Dasgupta Review Interim Report on the The Economics of Biodiversity.

14 For instance, the European Commission’s in-depth analysis of the Clean Planet for all (2018) refers to Biochar, produced
from biomass, which when added to soil can increase the amount of carbon stored; enhanced weathering and ocean
alkalinisation, with aims to speed up the transfer of CO, from the atmosphere into carbonate minerals; and ocean
fertilisation, based on increasing the production of phytoplankton in the oceans.
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Increasing investment needs

3.18.

3.19.

This transition requires sustained increased investment. As presented in Figure 6, the
Commission modelling suggests that current investment in power supply, electricity
networks, buildings, energy efficiency in industry and transport vehicles will need to increase
over the coming decade by an extra €260 billion per year®. This increase over the period
2021-2030 amounts to an additional 30% compared to the current decade (2011-2020).

These estimates should be considered as a lower bound. Firstly, the European Commission's
models do not include figures for investment in the bioeconomy or innovation. Secondly,
these estimates are likely to increase if the European Union adopts a more ambitious GHG
target for 2030. Whilst this type of modelling exercise is very far from an investment
programme, let alone a bankable operation, it does strongly indicate that low-carbon
financing needs will rise over the decade ahead.

Figure 6 — Aggregate investment in low-carbon energy systems (including transport vehicles) in EU-28. € billion per year.
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3.20.

3.21.

Moving to a global perspective, the low-carbon investment needs are clearly several times
those required in the European Union. One recent study® estimates investment needs of
around $110 trillion in the global energy system by 2050, equivalent to around 2% of average
annual global gross domestic product.

Question 2: Do you agree with the key themes of the decarbonisation pathway presented?
Are there additional areas of investment for mitigation that the EIB Group should be
considering?

15 See European Commission Communication on Energy Union and Climate Action COM(2019) 285 Section 2.3.3.
16 IRENA (2019) Global Energy Transformation: a roadmap to 2050. Available here.
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From pathways to projects: general approach

3.22.

3.23.

3.24.

3.25.

3.26.

3.27.

3.28.
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Sector-level decarbonisation pathways — such as those shown in Figure 4 — help focus
attention on how to best direct support from a public financial institution such as the EIB
Group for the long-term transition. It is therefore relevant in defining what counts towards
climate change mitigation for the purposes of tracking the EIB’s climate action and
environmental sustainability target, as discussed in Chapter 5.

The EIB supports projects for a wide range of public policy objectives, i.e. not only for climate
change mitigation. In supporting a project for a particular policy goal, it needs to ensure that
it does not undermine the long-term transition. This requires translating sector or economy-
wide pathways, such as those presented in the section above, into project-relevant criteria.

This section presents some of the initial thinking of the EIB Group in translating these
pathways into project-relevant criteria. Before examining key sectors in detail, however, it
is useful to present some general concepts that are helping to shape current internal EIB
Group thinking. Three points are highlighted.

Firstly, it is important to recall that the pathways set out above are simply modelling results.
Useful as they are in signalling a direction of travel, this should not distract from the
pervasive uncertainty surrounding the future development of any one particular technology,
cost function, consumer preferences or a detailed regulatory framework. As such, one way
to view consistency with a low-carbon pathway is as one of risk assessment. In helping today
to support the creation of a new asset, or rehabilitate an existing asset, which emits
greenhouse gases, what is the risk that — despite forecast policy measures and expected
technological progress — it continues to emit a high level of GHGs over the decades to come?
The proposals made later in this chapter can be seen as implicitly assessing this risk of non-
alignment over the lifetime of the asset, and proposing criteria to mitigate the residual risk
to an acceptable level for the EIB Group, as the EU climate bank. Other institutions may take
a different view on an acceptable residual risk.

Secondly, there is significant value for the EIB Group in applying relatively simple criteria to
ensure Paris alignment. These can be communicated easily with clients, particularly early in
the appraisal process.

Finally, in understanding the approach of the EIB Group, it is useful to highlight the link
between Paris alignment and the standard EIB assessment of the economic case of an
investment project. As set out in Chapter 4 of the EIB Guide to Economic Appraisal, this
assessment incorporates the wider social cost of carbon emissions, as well as other
environmental externalities, where possible. As set out in Annex V of the Energy Lending
Policy, the current carbon values applied by the EIB reflect a global warming target of 2°C. It
is therefore necessary to revise the values to reflect the European Union’s ambition to meet
a 1.5°C target, embodied through the net zero emission objective by 2050. The EIB will
therefore revise its current carbon prices as part of the roadmap.

The EIB will continue to apply an economic test for investment projects, including in due
course a revised carbon price. Where conducted in line with best practice, a positive
economic case is a strong indication that a project is aligned to a low-carbon pathway.
However, it may not be sufficient. Whereas the economic analysis focuses on the expected
net present value of the costs and benefits over the economic lifetime of the project, an
alignment test focuses more explicitly on the residual risk of GHG emissions over this next
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3.29.

3.30.

critical decade, and beyond. The sector guidance below can therefore be seen as an
additional safeguard, going beyond the requirement for a robust economic test.

Question 3A: Should the EIB use an additional safeguard, above and beyond a standard
economic test with a carbon price, in assessing the alignment of projects? If so, what and
why?

Question 3B: The EIB current carbon price out to 2050 is available in Annex V of the Energy
Lending Policy. Are there any other set of prices that you would recommend to be
consistent with a 1.5°C temperature target?

Outside the European Union

3.31.

3.32.

3.33.

This section has illustrated a low-carbon pathway with reference to the EU 2050
decarbonisation pathway. As such, this is unique to the European Union. The European
Commission’s forthcoming proposal to strengthen the European Union’s 2030 GHG
emissions reduction target will be reflected in the Nationally Determined Contribution that
the European Unionwill submit to the UNFCCC before the end of 2020, as part of the Paris
Agreement “ratchet mechanism” to increase global ambition over time.

Countries outside the European Union are also revising their targets as part of the five-year
Paris Agreement cycle to ratchet up ambition, in accordance with the principle of “common
but differentiated responsibilities” and with their relevant decarbonisation models and
development needs. These targets will be reflected in the revised NDCs that all countries
must submit to the UNFCCC by the end of 2020 and in long-term strategies that are being
developed by many countries. Similar to its approach to supporting EU climate policies, the
EIB Group will need to ensure that all its investments outside the European Union support
the countries’ NDCs and development objectives, and are compatible with the overall Paris
temperature goals. By helping countries to reach their targets, the EIB can help to support
steeper cuts in GHG emissions in the next generation of NDCs.

From a technology perspective, however, the options to decarbonise for each relevant
sector remain similar across the globe. Indeed, many options central to the EU pathway —
low-carbon transport, renewable power generation, steel manufacturing — are global
markets. Nevertheless, the EIB Group recognises that the speed of transformation is
country-specific and that the rate of adoption of certain technologies will be slower in some
countries and/or regions outside the European Union. In that context, as reflected in the
next section, the EIB is considering a differentiated approach to assessing the alignment of
specific projects outside the Union.
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Key Emitting Sectors

3.34.

3.35.

Building on Figure 4, we review five key sectors in turn. Each section is structured in a similar
fashion. A brief introduction highlights the decarbonisation challenge and the main
technological solutions. A second section stresses the role of the EIB Group in supporting
this transition. Given the wide range of public policy goals supported by the EIB Group, it
also motivates the need for criteria to ensure the Paris alighnment of all projects.

A third section provides some general principles that have helped shape the EIB Group’s
thinking to date. After a brief review of the reactions received during the first round of
stakeholder submissions, a final section presents the options currently being considered

within the EIB Group.

Question 4A: How should the EIB approach supporting “hard to abate” sectors — such as
energy-intensive industry, airports, strategic roads, agriculture — to decarbonise? See
additional, sector-specific questions — 4D to 4H — below.

Question 4B: Do you think the preliminary thinking and conditions set out in Chapter 3 are
appropriate? If not, what alternative conditions or criteria would you suggest?

Question 4C: How should the EIB consider consistency with low-carbon development in the
context of supporting small and medium enterprises through financial intermediaries?

Power generation

3.36.

3.37.

3.38.

24

Power generation is responsible for just under 30% of CO; emissions in the European Union.
The key challenges associated with decarbonising the energy supply system are discussed in
the EIB’s new Energy Lending Policy.

Annex Il of the ELP states that the EIB will only support power generation projects that emit
less than 250 gCO,e per kWh of electricity. This criterion applies globally and to all
technologies, including power generation based on low-carbon energy sources (e.g.
geothermal, large-scale hydro, biofuel or biomass), carbon capture and storage (CCS),
combined heat and power and hybrid projects. As an exception to this general rule, the EIB
will support gas-fired power plants that provide a credible plan to blend increasing shares of
low-carbon gas over the economic lifetime of the project, such that the emissions standard
is met on average.

Some stakeholders have requested that, in light of the COVID-19 crisis, the EIB re-examine
this decision. This topic will be further considered in the mid-term review of the ELP in early
2022, which is precisely motivated to discuss the implications of the EU Taxonomy on
Sustainable Finance and developments in the EU Green Deal more generally. This emissions
standard is therefore not within the scope of this second engagement exercise with
stakeholders.
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Industry

3.39.

3.40.

3.41.

Industry — and especially energy-intensive industries— provide materials and goods that are
crucial to a modern economy: chemicals, iron and steel, non-ferrous metals (e.g. aluminium
and copper), pulp and paper, non-metallic minerals (glass, cement, lime, ceramics) and food
products. They are an important source of employment in many regions across Europe and
around the world. Ells are responsible for around 15% of CO, emissions in the European
Union.

Technological pathways for deep decarbonisation exist. Recent important studies include
ICF/Fraunhofer (2018), IES (2018) and the European Commission’s long-term strategy and
Masterplan for Ell (2019). The decarbonisation of industry is technically possible through a
combination of technical solutions that rely on the use of biomass, low-carbon electricity
and hydrogen, and the availability of carbon storage, among others.

Most of these transformational technologies are, however, not yet commercially viable. In
other words, low-carbon alternatives remain more expensive than conventional processes
relying on fossil fuels. The challenge to investment in low-carbon solutions is exacerbated by
pressure from international competition, often from geographies with lower environmental
and social standards. The Commission’s proposed carbon border adjustment may help to
redress this issue.

Contribution of the EIB Group

3.42.

3.43.

The EIB Group, as a public bank, supports the development and commercialisation of
transformational decarbonisation technologies. Over a number of years, and in close
cooperation with the European Commission, it has sought to offer support to innovative
industrial projects. Over the past three years (2017-2019), the EIB has invested €2 billion in
climate mitigation related research and innovation in industry, including €0.5 billion
dedicated to the decarbonisation of Ell sectors.

The EIB will continue to support industrial projects and operations under public policy
objectives other than climate mitigation, such as climate adaptation, environmental
protection, supporting small and medium-sized businesses, innovation, cohesion or
sustainable development. As a result, there is a need to define clear and simple screening
criteria to assess alignment of all potential industrial projects with a low-carbon pathway.

General approach to ensure consistency with low-carbon pathway

3.44,

3.45.

Most industrial processes still rely on traditional fossil fuel and feedstock-consuming
processes. Given the need to decarbonise within a relatively short time, the risk for non-
alignment of an investment today needs to be carefully examined. As the regulatory
environment tightens over time, increasing the cost of CO, emissions, the risk of the asset
becoming stranded is real.

This risk can in principle be mitigated by focusing on transformational decarbonisation
technologies. However, most of these technologies are not yet ready for full-scale
commercial deployment. Their ramping up over time will likely coexist, at least during an
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https://ec.europa.eu/clima/sites/clima/files/strategies/2050/docs/industrial_innovation_part_1_en.pdf
https://www.ies.be/files/Industrial_Value_Chain_25sept_0.pdf
https://ec.europa.eu/docsroom/documents/38403

3.46.

3.47.

initial phase, with conventional solutions that need to be fitted with transitional
technologies that already substantially reduce GHG emissions, for example by improving
energy efficiency or shifting at least in part to the use of alternative low-carbon resources.

In considering whether to support such a transitional technology today, there are three core

elements that can help to reduce the risk of future non-alignment:

e Ensure significant short-term carbon benefits through a reduction in carbon intensity;

e Avoid locking into the current fossil-based technology over the longer term. In other
words, there should be a relatively short economic life of the investment, allowing for
further investment to a transformative solution;

e The project is associated with an ambitious and feasible plan to decarbonise by 2050.

As a reference to assess alignment, both the EU Emissions Trading System (ETS) benchmarks
and the sector decarbonisation roadmaps can be usefully applied.

In the context of developing countries, it might be argued that there is a lower risk of lock-
in for some Ells, particularly for investment with a focus on domestic consumption or specific
regional markets.

Reactions from the first round of stakeholder contributions

3.48.

3.49.

3.50.

3.51.

In relation to industry, the following activities have been highlighted by stakeholders for
further EIB support: all (indirect) electrification activities (Power-to-X); use of low-carbon
clinker alternatives; scrap recycling projects and material efficiency projects; synthetic fuel
development; and supporting the use of carbon-neutral industrial products (such as green
aluminium and/or green cement), for example by putting in place ambitious procurement
requirements.

There are calls to stop support for blast furnace steel production, alongside clinker-based
cement and aircraft manufacturing.

Some responses specifically mention the need to support the transition of carbon-intensive,
high-emission sectors, and mention assessing the company’s credible, ambitious and time-
bound decarbonisation action plan when appraising projects.

Some stress the importance of maintaining EIB support for industry in cohesion regions,
and/or under the Just Transition Mechanism.

Possible future focus of the EIB Group

3.52.

3.53.

26

The EIB will continue its support for the deep decarbonisation of industry globally, through
the development and deployment of innovation. Given its experience, it hopes to play an
active role supporting the ETS Innovation Fund, as well as the new EU Innovation Strategy
more broadly.

In order to ensure alighment, the EIB is considering its approach towards new Ell capacity
reliant on fossil fuel/feedstock-based traditional processes (in the absence of CCS/CCU or
other low-carbon technology). This would be most relevant, for example, with respect to
conventional coke-based blast furnace primary steel production, fully fossil fuel-based
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3.54.

3.55.

production of chemicals and plastics, and the conventional production of ordinary Portland
cement or fossil-based nitrogen synthesis.

More broadly, the EIB is considering applying the principles set out in paragraph 3.46. In
terms of implementing such an approach, the EIB is considering ETS benchmarks or the
sector decarbonisation roadmaps as an important reference point to ensure a sufficient
degree of ambition. Further consideration may be needed in the context of some industrial
activities outside the European Union.

Question 4D: Under what conditions should the EIB support new industrial capacity?
Would the conditions proposed ensure EIB projects are consistent with a low-carbon
pathway?

Transport

3.56.

In 2017, the transport sector within the European Union emitted just over 1 billion tonnes
of carbon dioxide — 29% of all GHG emissions. As shown in Figure 7, just over 70% of these
emissions are from the road sector, of which almost three quarters are from passenger cars
and light-duty trucks, and the remainder from heavy duty trucks. The remaining emissions
are evenly split between aviation and maritime. Reflecting strong growth in demand,
aviation emissions have increased by 130% since 1990, in absolute terms, compared to just
over 30% for maritime and 20% for road transport.

Figure 7 — GHG emissions from the transport sector — European Union, 2017.

EU (Convention) — Share of transport greenhouse gas emissions

Road transport — Share of transport greenhouse

Road transport gas emissions

@ Aviation 80% B Other Road Transportation
@ Maritime B Motorcycles
@ Railways 70% [ Light duty trucks

® Other Transportation Il Heavy duty trucks and buses
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60%
50%
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Source: European Environment Agency.

3.57.

There is no single fuel solution for the future of low-emission mobility — all main alternative
fuel options are likely to be required, but to a different extent across the transport modes.
Electricity offers strong potential for the passenger and light-duty van market, with hydrogen
potentially competing over the longer distance market. Carbon-neutral fuels (advanced
biofuels and biomethane, as well as e-fuels) have the advantage of being able to be deployed
in conventional engines, and can help overcome the energy density challenge associated
with batteries.
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