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REPORT 

 

Following the meeting on 26 June 2020 

 

 

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. 

 

During its virtual meeting on 26 June 2020, it evaluated past and future reforms in energy policy and 

finance, in particular (I) industry and energy-related transition investments (is the EU energy policy 

and market fit for our long-term decarbonisation objectives?) and (II) the state of corporate, banking 

and market finance (does the current financial framework enable long-term and large-scale transition 

investments?). Recommendations are outlined for the attention of the Commission and the Council of 

the EU for their ongoing and future policy initiatives. 

 

 

I.  Industry and energy-related transition investments 

 

I.1  Network stability and the ‘Energy Trilemma’  

 

The energy transition requires to strike the right balance between three interlinked objectives which 

constitute a so-called ‘Energy Trilemma’: energy security, i.e. ensuring a constant alignment between 

energy demand and supply, both from a power network and from a geopolitical point of view; 

environmental sustainability, i.e. achieving a tenable maximum carbon content for power output; 

energy equity, i.e. ensuring a fair and cost-efficient access to energy for everyone. 

 

Yet, the current EU energy policy appears to have the objective of achieving high levels of variable 

renewable energy first, and the carbon emission reduction objective second. It also seems to have put 

cost and affordability at the third place, since a higher share of renewables increases the so-called 

system costs, i.e. all transmission and distribution costs stemming from the variability of renewable 

energy supply, contrary to traditional and dispatchable power sources which are little affected by 

weather conditions or time (e.g. nuclear, gas, coal). 

 

 
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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System costs are often neglected in considerations of ever-higher proportions of renewable energy 

feeding into the grid; they fall on energy consumers – not producers – regardless of consumers’ 

actual source of power. This explains the paradox of declining renewable costs with rising electricity 

prices: as the marginal cost for renewable power generation is close to zero, one could expect that a 

higher share of renewables would logically lower electricity prices for consumers. Yet, this is not the 

case since the intermittency of renewables is compensated by higher transmission/distribution costs. 

 

Therefore, the key objective of energy markets (and their regulators and suppliers) in terms of 

energy security should be to effectively balance demand and supply, by reducing market uncertainty 

as much as possible. 

 

I.2  Mitigating system costs with energy demand flexibility 

 

Demand flexibility can contribute to better balance the needs and capacities of electricity grids, 

hence mitigating system costs and enabling a higher share of renewable sources in the energy mix. 

This could be achieved with the following measures: 

 

• Enabling demand flexibility for industrial electricity consumers: with an appropriate sectorial 

regulatory framework, large industry users (in particular the chemical sector) could adjust and 

optimise energy use over time. This can be done by adapting production patterns, i.e. 

increasing production when there is an excess of energy supply and lowering consumption 

when electricity is scarce or needed for other purposes. It can also be achieved via more 

storage capacities in the form of chemical energy products made from electro-intensive 

processes, being energy commodities, raw materials or final products. 

 

• Enabling demand flexibility for individual electricity consumers: technological innovation can 

help to better spread energy demand over time, and to align it with periodic network 

generation capacities. For example, a centralised demand management system could enable 

certain smart household appliances to be turned on when the energy demand is low, and vice 

versa (e.g. water boilers, heating systems, dishwashers). The distribution of a more constant 

demand for energy – or a demand better aligned with renewable energy generation – could 

have significant benefits in reducing system costs.  

 

• Internalising the full economic costs of non-renewable energy sources, e.g. with targeted 

price reforms as part of the upcoming Energy Taxation Directive revision (switching from a 

volume-based to a climate-based approach, which would gradually differentiate the carbon 

content of each energy source, ‘from non-green to green’) and a future gradual taxonomy 

(based on the review clause of the EU Taxonomy Regulation, to be conceived as a progressive, 

‘from non-green to green’ compass for effective decarbonisation). 
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The more we move towards a system with a high share of renewables, the more the entire business 

model for electricity will need to change. To attract private capital in the development of renewables, 

we will need to switch from an energy market where revenues are determined by a price per kWh, to 

one in which revenue is generated by providing guaranteed delivery of electricity when it is needed3. 

 

I.3  Energy technologies: storage, hydrogen, sector coupling 

 

It is frequently asserted that the problem of renewable energy intermittency can be overcome by 

means of storage. This can be done in the form of pumped hydro (which has traditionally been used 

in Europe but has limited growth potential), or battery (which, in the case of Lithium Ion battery 

storage, can only cover short-term grid power needs). In the current situation, both solutions are either 

not fully applicable in Europe, or not fit for long-term grid power needs. 

 

It has also been suggested that chemical energy storage in the form of hydrogen could be used for 

power generation from fuel cells, as an alternative to batteries to overcome the problem of storage. 

The flexibility of some chemical energy processes (e.g. electrolysis) can facilitate the storage of 

chemical energy in the form of hyper-electrical products and can facilitate the development and 

integration of renewables. However, it also involves important conversion costs (from electricity to 

hydrogen and vice versa) and storage capacity for hyper-electrical products. 

 

Although the long-term (2050) priority for the EU should be to develop renewable hydrogen (i.e. 

obtained via electrolysis from renewable power), fossil-based hydrogen with carbon capture 

technologies (CCS/CCU) should also be considered as a transition solution to cover short and medium-

term needs (2030), as long as it is technically feasible and economically competitive. In line with the 

European Hydrogen Strategy 4 , the EU should encourage the development of a fully integrated 

hydrogen production chain, distribution chain and widespread use, making full use of all fiscal 

measures including IPCEIs, Next Gen EU/InvestEU, the Innovation Fund and Horizon Europe. 

 

Sector integration, in particular the coupling of electricity and gas production, could allow better 

management of chemical energy storage as hydrogen, but also better integration between transport, 

heating, power generation and storage. In line with the European Strategy for Energy System 

Integration5, the objective of a truly circular energy system means that no energy should be wasted. 

Yet, in the past the EU has tended to look at energy sectors separately and not as a system. The 

creation of an integrated EU energy agency, acting as a ‘system architect’ on the model of the US 

Federal Energy Advisory Board, could be considered. 

 

 

 

 

 
3 The Paradox of Declining Renewable Costs and Rising Electricity Prices, Forbes (Brian Murray), 17 June 2019. 
4 COM(2020) 301, 8 July 2020. 
5 COM(2020) 299, 8 July 2020. 
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I.4  The potential of nuclear energy 

 

Nuclear can meet a substantial proportion of carbon-free heat and power needs, to compensate the 

intermittency of renewables. Current reactor technology using light water as coolant has been refined 

through generations I, II, III and III+/EPR to become safer, despite considerable cost and build time 

over-runs. There is now a further step on this evolution of which some models do not use highly 

pressurised water. Through their small size, generation IV reactors have inherent safety advantages6. 

They provide dispatchable, carbon free heat and electricity at the point of use. Reduced transmission 

and distribution costs, and their agility within the grid, make them ideal partners for renewables. 

 

In its final report published in March 2020, the EU Technical Expert Group (TEG) on Sustainable Finance 

could not conclude whether nuclear energy meets the DNSH criteria 7  of the Taxonomy; it 

recommended the European Commission to conduct more extensive research. Attention should be 

paid to the case of small modular reactors (SMRs) and generation IV Design, and whether they could 

potentially meet the DNSH criteria. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
6 Molten salt technology requires no pressurisation and the gas-cooled plants require pressures familiar to conventional 
boiler designers. They are all ‘passively safe’, i.e. they do not require human intervention to remain safe. Some go further 
and are ‘inherently safe’, i.e. the modes of failure in traditional nuclear power plants physically cannot happen either because 
of the fundamental physics of the process or because the unsafe parts are absent. 
7 ‘Do No Significant Harm’ the Taxonomy’s fundamental objectives (climate change mitigation; climate change adaptation; 
sustainable use and protection of water and marine resources; transition to a circular economy, waste prevention and 
recycling; pollution prevention and control; protection of healthy ecosystems). 
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II.  Financing the transition: reforms in corporate, banking and market finance 

 

II.1  Corporate finance 

 

The impacts of COVID-19 on companies’ balance sheets and competitiveness will add an additional 

layer of complexity on their ability to mobilise private capital for long-term, large scale sustainable 

investments. If Europe is to become the first climate neutral continent by 2050, rapid and coordinated 

reforms in corporate finance are required to enable the necessary transformations. 

 

Firstly, there is a need for swift adjustment in energy pricing. Energy prices are historically low, 

including prices of fossil fuel energy sources. Carbon price measures should integrate this new variable 

by ensuring that clean energy sources remain more competitive than fossil fuel alternatives also in 

times of crisis. 

 

The same applies to COVID-related emergency subsidies, which are rolled out in all Member States in 

different formats and proportions. Efforts should be made in ensuring that such subsidies do not 

contradict Europe’s long-term climate priorities, and that they do not further unbalance the level 

playing field in the single market. 

 

As corporate debts have been rising in Q1-Q2 2020 (due to containment measures and the sudden 

loss of demand), measures could be taken to facilitate access to equity financing, hence enabling 

further diversification of corporate financing sources and easing the pressure on banks. This could 

include a more flexible regime to allow companies to raise up to a certain percentage of capital without 

approval from the shareholder meeting or with lower (or no) prospectus requirements, under certain 

conditions8.  This could also include measures to lower the cost of issuing shares, such as lower costs 

for stock exchange listing, lower reporting requirements for SMEs, and fiscal stimuli. 

 

A quicker rollout of harmonised climate-related disclosures is required. The right balance needs to be 

found between general reporting harmonisation and sector-specific reporting, while also taking into 

consideration the proportionality of legal obligations, in particular for SMEs. This could be done by 

achieving a minimum level of common reporting obligations (as part of the revised NFRD9), together 

with the development of sector-specific reporting tools. For example, a set of general but common 

ESG Key Performance Indicators (KPIs) would enable greater comparability across sectors and could 

take the form of a short list of ESG disclosures that all companies must publish10. In addition, sector 

specific KPIs would be tailored to the needs of each industry segment, thereby enabling more data 

granularity and forward-looking strategic information.  

 

 
8  Strict conditions would be required to limit the level of uncertainty and risk for original investors. In particular, this 
mechanism could be limited to a certain percentage of capital defined by law, and subject to a favourable creditworthy rating 
assessment and thorough reporting. 
9 Non-Financial Reporting Directive, 2014/95. 
10 S&P Global, Standardized Non-Financial Disclosures Will Clear The Path For Better ESG Analysis, 19 June 2020. 
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On accounting rules, possible alternative accounting treatments to measurement at fair value through 

profit or loss (FVPL) for equity instruments may be considered, so as to better reflect long-term 

performance and risks related to climate. Following a request from the European Commission, EFRAG 

has advised to review the non-recycling treatment of equity instruments within IFRS 9, for fair value 

gains and losses accumulated in other comprehensive income (FVOCI) 11. In case P&L recycling is to be 

reintroduced, it would be preferable to envisage such changes at the international level (IASB); we 

may also consider the possibility to implement EU carve-ins into the EU-IFRS endorsement process, in 

case a global reform is not achievable in a timely manner. 

 

An EU-wide industry initiative could be launched in view of setting up voluntary roadmaps on how 

to decarbonise each specific industry sector, hence providing clear bottom-up indications to policy-

makers on the technical feasibility and socioeconomic impacts of the transition. This could be inspired 

by the Fossil Free Sweden initiative12. 

 

II.2  Banking finance 

 

Bank borrowing remains the preferred source of funding for CFOs in the EU, before corporate debt 

and equity13. Thus, the ability of the banking system to adequately measure portfolio exposure and 

manage climate-related financial risks is of paramount importance for macroeconomic financial 

stability and the ability of companies to trigger transition investments via banking loans. 

 

Progress has been made in the understanding of climate-related risk measurement and 

management for banks and supervisors, in particular with the latest recommendations of the NGFS14 

and the ECB draft guide on climate-related and environmental risks15. The aim is to advance risk 

management practices of banks and to enable an effective application of the TCFD principles in the 

banking sector, with the appropriate methodologies and tools – in particular scenario analysis and 

stress testing. Yet, this can only be fully achieved to the extent that corporate disclosures and 

reporting obligations deliver more transparent and comparable data. Therefore, reporting 

inconsistencies and the lack of data harmonisation (→ section II.1) should not justify the fact of not 

reporting. 

 

 

 

 

 

 
11 EFRAG letter of 30 January 2020 regarding EC Request for technical advice on alternative accounting treatments for long-
term equity investments. 
12  Based on a parliamentary decision to make Sweden climate neutral by 2045, the Fossil Free Sweden initiative has 
encouraged business sectors to draw up their own decarbonisation roadmaps. Roadmaps include concrete objectives and 
policy proposals, hence giving clear indications to policymakers on technical feasibility and the socioeconomic impacts of the 
transition. So far, 13 roadmaps have been delivered (construction, cement, steel, aviation, etc.). 
13 Deloitte, European CFO Survey, November 2017. 
14 Network for Greening the Financial System, Guide for supervisors: integrating climate-related and environmental risks into 
prudential supervision, May 2020. 
15 European Central Bank, Guide on climate-related and environmental risks, May 2020. 
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The integration of climate and environment related financial risks into banking prudential 

requirements could effectively stimulate sustainable investments. It is desirable to ensure an 

organised and rational transition in which stranded assets are written off gradually, based on adequate 

scientific information, rather than suddenly, based on immediate market sentiment. In this regard, a 

gradual taxonomy is required, which would broadly cover non-green and green assets, focused on the 

progressive transition and actual efforts towards decarbonisation. Should we observe intrinsic risk 

differences between non-green and green assets, this gradual taxonomy could support the integration 

of climate related risks in the prudential rules for Pillar 1. 

 

II.3  Market finance 

 

Facilitating access to financial markets for all companies, regardless of their size and turnover, is 

essential given the nature of innovative investments that are required in the sustainability 

transition16. Industry investments into decarbonisation would benefit from a higher involvement of 

venture capital and equity. Initiatives focusing on developing venture capital and equity markets more 

generally within the Capital Markets Union project could contribute to highly innovative 

decarbonisation investments. Examples include measures to reduce the tax advantage of debt over 

equity, measures to support the development of EU wide venture capital markets, improving and 

harmonising insolvency regimes, increasing financial literacy, enhancing pension savings and 

incentivising adequate equity investment by pension funds, and reorienting EU private investment 

programmes towards more equity investment in high-tech firms and sectors17. 

 

Other elements to facilitate capital market access include adequate instruments and rules for bonds. 

The European green bond market is the first driver of growth of the global green bond market, 

accounting for 45% of global issuances18. It has experienced exponential growth over the past few 

years; yet it is still populated by a limited range of highly rated issuers (public sector, utilities, financial 

sector) despite a high investor appetite. To address this gap, other types of bonds could be developed 

with a stronger focus on the transition towards green. 

 

A parallel transition bond market could capture a greater share of non-green investments to the extent 

that they contribute to an effective progression on a scale ‘from non-green to green’19. To prevent 

greenwashing, issuers would be required to present a clear plan towards decarbonisation for the 

concerned investments. Long-term regulatory certainty and predictability on the desired orientations 

of investments is required to ensure investors’ trust. It could therefore be linked to a future gradual 

taxonomy (based on the review clause of the Taxonomy Regulation), which could serve as a compass 

to measure effective decarbonisation over time. Alternatively, it could also be linked to the ‘transition 

activities’ category of the current EU Taxonomy. Transition bonds would need to be subject to strict 

transparency requirements and frequent scrutiny, so as to avoid the risk of greenwashing.  

 
16 Summary report of the second meeting, 5 July 2019. 
17 See also the recommendations of the High Level Forum on the Capital Markets Union (A new vision of Europe’s capital 
markets, Final report, June 2020). 
18 Climate Bond Initiatives, 2019 Green Bond Market Summary. 
19 Initiatives have already been taken by the financial sector, e.g. “Climate Bonds Initiative and Credit Suisse to broaden 
horizons of green bonds with ‘Sustainable Transition Bonds’ partnership”, Press Release, 24 September 2019. 
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There is a growing interest for sustainability-linked bonds, whereby returns are linked to the issuer’s 

performance on pre-defined indicators20 . Such instruments could have high potential in industry 

transformations as they would align financial incentives with concrete climate and environmental 

outcome. It would differ from the conventional use-of-proceeds green bonds and could be harmonised 

with a specific EU standard. 

 

Securitisation can play an important role for the development of green and transition-related financial 

instruments. The EU Securitisation Framework, applicable since January 2019, ensures the 

development of Simple, Transparent and Standardised (STS) securitisations. Green securitisation could 

be further encouraged with harmonised disclosures and reporting, specific definitions or labels, 

eligibility criteria and tax incentives. However, capital requirements should always be based on the risk 

profile of assets. 

 

Regulatory actions could be envisaged to tackle undue short-termism on financial markets. In line with 

the recommendations of the European Supervisory Authorities (ESMA, EBA, EIOPA) 21, clear objectives 

at EU level on portfolio turn-over ratios and holding periods for pension funds/IORPs and insurances 

could be promoted through non-binding objectives and common monitoring methods. An 

independent monitoring framework to ensure the quality of information disclosed in remuneration 

reports published by listed companies and funds could be considered, hence improving the overall 

quality of market information and disclosures (→ section II.1). 

 

Attention should be paid to the international effects of green finance, in particular on emerging 

trading economies and developing countries. There are concerns that current EU policies for 

investment greening and market incentives for green assets could result in diverting European 

investments away from African development priorities. A strategic dialogue is needed between the EU 

and the African Union, to promote priority convergence and policy coherence between the European 

Green Deal, the EU Sustainable Finance Strategy and its effects on African economies. 

 

 

 

 

20 August 2020 

 

 

 
20 ICMA, Sustainability-linked bond principles, Voluntary process guidelines, June 2020. 
21 Reports of ESMA, EBA, EIOPA, December 2019. 

https://www.esma.europa.eu/press-news/esma-news/esma-proposes-strengthened-rules-address-undue-short-termism-in-securities
https://eba.europa.eu/eba-calls-banks-consider-long-term-horizons-their-strategies-and-business-activities
https://www.eiopa.europa.eu/content/potential-undue-short-term-pressure-financial-markets_en

