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1. Abstract

The Paris Agreement has put forward a climate neutrality target in line with the recom-
mendations of the Intergovernmental Panel on Climate Change. The European Union has also
made a commitment towards becoming the first climate neutral continent by 2050. To join
these efforts, the Contracting Parties of the Energy Community should also consider adopting
and implementing similar commitments to become climate neutral. This paper gives a brief
overview on what climate neutrality is and how climate change can affect the Contracting Par-
ties. It also showcases the international commitments related to climate neutrality and provides
an overview on the current national climate laws in the European Union. The paper looks into
the political, environmental and economic aspects of a possible climate neutrality target in the
Energy Community, while providing an overview of already existing long-term strategies sub-
mitted to the UNFCCC Secretariat. Based on the above it provides some lessons learned for the
Contracting Parties to consider. In the last chapter, the paper summarizes its findings and pro-

poses some possible ways forward for the Energy Community.



2. Introduction

Our planet’s climate is changing rapidly. This change is already happening now, it is not a dis-
tant threat. 2020 is about to be the hottest year on record and climate change is already having
its negative effects on the nine Contracting Parties (CPs) of the Energy Community (EnC)". In the
last years there were a number of different extreme weather events, such as the severe droughts
in Moldova in 2007 or the major floods of 2014 in the Western Balkans.

The United Nations Framework Convention on Climate Change (UNFCCC) was adopted with
the goal to “protect the climate system for present and future generations”. The 2015 Paris
Agreement (PA) on climate change under the UNFCCC envisages its Parties “to achieve a bal-
ance between anthropogenic emissions by sources and removals by sinks of greenhouse gases
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in the second half of this century™, in short: to become climate neutral. While not all CPs of the
EnC are also Parties to the Paris Agreement, climate change will and is already affecting all of

them.

The European Union (EU) has also initiated its green transition process and adopted a politi-
cal commitment towards carbon neutrality by 2050 so that Europe can be the first continent to
become climate neutral. Furthermore, a part of the CPs in the Western Balkans of the EnC have
already accepted a political commmitment as well in order to support the achievement of this Eu-
ropean target through the Sofia Declaration on the Green Agenda for the Western Balkans'. It is
also important to note that Ukraine has also announced a climate neutrality target, however only
by 2070". This date has been updated lately in the Ukraine's Economic Strategy to 2060 though.

In line with these developments, the EnC has also discussed policy guidelines on setting a cli-
mate neutrality target during its Ministerial Council in mid-December 2020, however no agree-
ment has been made at the time.

In order to live up to their international legal commmitments, to support the EU and EnC goals
(including the EU accession perspective of several EnC CPs), and to access the international de-
velopment finance available to support the green and just transition, the EnC and its CPs should

discuss how the climate neutrality target will affect them and how it can be achieved.

This vision paper will give an overview of the possibilities and effects on setting a 2050 climate
neutrality target for the EnC and its CPs and will provide an overview on already existing strate-

gic documents on the topic while discussing the following issues in more detail.

The paper will explain what climate neutrality is and how climate change can affect the EnC
CPs. It will assess the international commitments related to climate neutrality while providing
an overview on the current national climate laws in the European Union. The paper will also look
into the political, environmental and economic aspects of a climate neutrality target in the EnC.
It will also provide an overview of already existing long-term strategies submitted to the UNFCCC
Secretariat alongside some lessons learned based on these documents and an overview how
this could be done. In the last chapter, the paper will summarize its findings and propose some
possible ways forward.

'The Energy Community is an international organization which brings together the European Union and its neighbours to
create an integrated pan-European energy market. The organization was founded by the Treaty establishing the Energy
Community signed in October 2005 in Athens, Greece, in force since July 2006. The key objective of the Energy Community
is to extend the EU internal energy market rules and principles to Contracting Parties in South East Europe, the Black Sea
region and beyond on the basis of a legally binding framework. Presently, the Energy Community has nine Contracting
Parties - Albania, Bosnia and Herzegovina, Kosovo*, North Macedonia, Georgia, Moldova, Montenegro, Serbia and Ukraine.
*This designation is without prejudice to positions on status, and it is in line with UNSCR 1244 and the ICJ Opinion on the
Kosovo declaration of independence



3. Explanation of the effects of climate change on
Contracting Parties from a scientific perspective

Chapter written by: Predrag Momcilovic?

Climate change affects all spheres of life, and in the long run their consequences will be dif-
ferent depending on the mitigation measures taken that CPs implement, but also on the global
trend of GHG emissions. In this chapter, we will look at scientific predictions of what can happen
in the short, medium, and long term if carbon neutrality measures are not applied. Through the
analysis of the impact of climate change on changes in temperature, precipitation regime, im-
pact on forestry and agriculture, water resources, health and social consequences, the results of

non-implementation of carbon neutrality measures are presented.

a) Temperature
All CPs will experience an increase in temperature if GHG emissions continue to rise.

The countries of the Western Balkans are heavily influenced by global warming and are sig-
nificantly vulnerable to climate change. During the near future (2016-2035), which is already
underway, with a constant global increase in GHG emissions, the average annual temperature
rise is expected to reach 1.5 °C . For the middle of the century (2046-2065) is expected that the
average annual temperature rises to 2.0-3.0 °C . While for the time period of the end of the
century (2081-2100) in the case of a constant global increase in GHG emissions, the expected
temperature rise will reach 4.0-5.0 °C in the whole region in relation to the current climate.”
In particular, temperatures will rise during the summer months (June, July, August) which will
exceed 5 °C compared to today’s climate. A slightly smaller increase in temperature can be ex-
pected only in the extreme north of the region (northern Bosnia and Herzegovina and northern

Serbia), but compared to the intensity of the change, this difference is not significant.

If GHG emissions do not decrease, it is expected that in the middle of the century, the air
temperature in Moldova will increase by 1.7-2 °C compared to the period 1961-1990, and by 4-5
°C by the end of the century.

In Ukraine, due to the large territorial size, the changes will differ in different parts of the
country, as well as throughout the year. Scientists predict that the temperature rise will be bet-
ween 1 and 5 °C in various parts of the country by 2100. Mostly, the winter and spring months
will become warmer. Some researchers believe that the tropical climate will reach Moldova and

Ukraine and that the subtropical zone already present in both countries will expand further"i,

Georgia will experience an increase in temperature that will be different in the western and
eastern parts of the country. According to projections, by the end of the century, the tempera-
ture in western Georgia is expected to increase by 3.5 °C, while in eastern Georgia, temperature
changes are expected to increase by 4.1 °C. The largest increase in temperature is expected

during the summer months.

2 Predrag Momc¢ilovic is a researcher and journalist from Belgrade. He is a PhD candidate at the Faculty of Geography in
Belgrade focusing on degrowth, climate change, food production, and just energy transition. He is also a member and
co-founder of Zajednic¢ko, a platform for the theory and practice of commons.



b) Precipitation

For the WB region, the noticeable change in annual precipitation begins in the mid-century,
with a gradient of change showing an increase in precipitation in the northern parts of the re-

gion and an increasingly intense decrease in precipitation on the south, including coastal areas.

The impact of climate change is visible in the change in the annual distribution of precipita-
tion, which is noticeable from the pronounced dry summer (June-July-August) season. Periods
of summer hot and dry climate that have already been observed will continue with an increase
in the frequency and duration of heat waves. During the winter season, there will be more ext-
reme precipitation, as well as more total accumulated precipitation, in regions with a temperate
continental climate, and an alarming loss of snow cover is expected.

Due to climate change, the area of Moldova and Ukraine will also be affected by changes
in the amount of precipitation, these changes will differ in different parts of the region and at
different times of the year. Precipitation will increase in winter and decrease in summer and au-
tumn, especially in Moldova and southern Ukraine, thus increasing the risk of drought in these

regions.

It is characteristic of the area of Ukraine that droughts have become more frequent and
mostly cover larger areas. In the past, they occurred once every two to three years and covered
10 to 30% of the territory, but between 1989 and 2010 their frequency doubled, and droughts
began to spread to areas that had previously had sufficient rainfall. With the growth of GHG
emissions, this trend will be continued and further accelerated.vii

According to projections, the total amount of precipitation in western Georgia is expected to
decrease by 6% by the end of the century, in eastern Georgia, precipitation is projected to fall by
14.5%. The process is extremely acute in summer, when the tendency to decrease precipitation

is higher than in other seasons.”

c) Water resources

Global warming will lead to changes in the water cycle, which will probably affect the availa-

bility of water in different scales and sectors, e.g. energy, agriculture, forestry and more.

For the WB area, water availability is expected to decrease during the summer. The annual
river flow could be reduced by more than 45% by 2100 in a world warmer by 4 °Cx It is expected
that due to the reduction or absence of snow cover in large altitude regions, spring river flow
will decrease and regeneration of soil water reservoirs will decrease. It is also planned to reduce
the summer level of the river, as well as longer and more frequent hydrological droughts. In
contrast, an increased frequency of high-intensity precipitation will lead to an increased risk of
flooding. It is expected that the winter and spring risk of flooding along the Danube, Sava and
Tisza will increase in particular. Such changed hydrological conditions will very likely lead to

seasonal shortage of drinking water and a decrease in the quality of drinking water.

As the temperature rises, water supply requirements will increase, especially during the
summer. Long-term projections show that water availability will decrease and water quality will
deteriorate, which will worsen sanitary and hygienic conditions, especially in rural communities.
This could lead to a growing gap between water needs and water availability.®



According to the RCP 8.5 scenario®, which does not envisage measures to mitigate climate
change for the territory of Ukraine, the water level in most basins is expected to decrease by the
end of the century. The biggest decline is predicted for Pripyat, Southern Bug and Dniester and
can reach up to -30% by the end of the century. On the other hand, the projections for the Siver-
skyi Donets and Desna basins show very small positive changes or zero changes.X The largest

decrease occurs in the autumn months.

For the area of Moldova, by the end of the century, the annual runoff is expected to decrease
by 13%. Annual river flows are expected to become more unstable, where high waters will beco-
me more frequent especially spring ones. Moldova is particularly prone to floods and droughts.
Droughts are predicted to become longer and more severe. What is now considered a hund-

red-year drought is projected to return every 50 years i

For the area of Georgia in accordance with the estimates conducted by UNDP / ENVSEC
based on the increase in temperature and precipitation by the end of the century, a decrease in
flow by 26-35% and 45-65% in the basins of 16 transboundary rivers Alazani and Khrami-Debed

should be expected.x"

The annual flow of rivers is unevenly distributed throughout the year. The distribution of
year-on-year flow generally depends on climatic factors. Due to global warming, changes in the
annual river flow schedule are also expected. For example, the average annual flow of the Acha-
ristskali River in the period 2021-2050. In fact, it will not change compared to the average rates
of 1961-1990 years, but it is expected that the volume of winter and autumn flow will increase,
and in summer and spring the flow will decrease. Such a change can have a positive impact on
hydropower production, as electricity generation capacity will increase during winter; however,
this will have a negative impact on agriculture, as the amount of irrigation water available du-
ring the summer will decrease. Despite the reduced flow in the spring, precipitation in the form
of snow during the winter period will cause the risk of flooding in the spring.x

d) Agriculture and forestry

Agricultural production could suffer significant losses by the end of this century if appropri-

ate adjustment measures are not taken.

The WB area will face a decline in the quality and quantity of agricultural yields. Projected cli-
mate change could lead to total corn yield losses of approximately 52% by the end of the centu-
ry, similarly, soybean yields could fall by approximately 20%, while sugar beet production could
face serious difficulties even in the next decade. ™ An increase in the number of invasive species
of plants and animals is expected with the change of climatic conditions. The spread of pests
and diseases in some of the most important crops such as maize, sugar beet and orchards can
lead to significant economic losses and especially affect small farmers and rural households.

3 The Representative Concentration Pathways (RCPs) form a set of greenhouse gas concentration and emissions pathways
designed to support research on impacts and potential policy responses to climate change. As a set, the RCPs cover the
range of forcing levels associated with emission scenarios published in the literature. The Representative Concentration
Pathway (RCP) 8.5 corresponds to a high greenhouse gas emissions pathway compared to the scenario literature, and
hence also to the upper bound of the RCPs. RCP8.5 is a so-called ‘baseline’ scenario that does not include any specific
climate mitigation target. See more: https:/link.springer.com/article/10.1007/s10584-011-0149-y


https://link.springer.com/article/10.1007/s10584-011-0149-y 

Agriculture is one of the foundations of the Moldovan economy. Over the last ten years, its
contribution to Moldova's GDP has ranged from 11% to 15%. Climate change is predicted to have
a negative impact on the production of wheat, a crop that is the basis of the country’s food se-
curity. Vine production, also an important economic activity, can also experience the negative
effects of climate change. By the middle of the century, due to climate change, wheat yields
could fall by 41%, corn yields by 52% and sunflower yields by 13%. For the period of 2080, if GHG
emissions continue and without adaptation measures, the yield of wheat is expected to fall by
up to 71%, the yield of corn by up to 74% and the yield of skunks by 33% i

According to the IPCC, productivity growth of agricultural crops is possible in Ukraine, but
a higher concentration of carbon dioxide in the air would reduce grain quality (causing a lower
content of nitrogenous substances and proteins), thus reducing the nutritional value of the

product.

In Georgia, tea and maize production could increase in the short term due to better clima-
tic conditions in western Georgia, with maize up to 30 to 40%.%ii Declining rainfall and rising
temperatures in eastern Georgia are expected to cause from 10% up to 15% reduction in wine
production and 30% to 60% drop in cereals production.

e) Health and social consequences

Climate change and rising temperatures could create favourable conditions for the outbreak
of vector-borne diseases (malaria, dengue, West Nile virus, etc.) that are already appearing in
the WB, and a further increase in the number of people suffering from these diseases is expec-
ted. The spread of waterborne diseases, such as cholera and diarrhoea, is also predicted.”

Displacement due to climate change and disasters has affected an average of 22.5 million
people since 2008 Although climate-specific factors are often difficult to isolate from other
environmental challenges, evidence suggests that climate change is already driving increasing
population movements within and across borders. Displacement due to climate change often
occurs as a result of factors such as the increasing intensity of extreme weather events, risi-
ng sea levels and accelerating environmental degradation. In 2018 alone, 17.2 million displaced
people linked to climate catastrophes were recorded in 148 countries and territories.

The WB countries have had and are likely to continue to have frequent consequences of
global population displacement. The WB area will be exposed to both domestic migration and
even more so transitional population migration from parts of the world that will be further

affected by climate change. i



4. Assessment of the international legal
documents on climate neutrality

The chapter will look into the requirements under the UNFCCC and PA and will also look into
the (draft) European Climate Law from a carbon neutrality aspect.

a) Legal requirements on climate neutrality under interna-
tional law

Mitigation of greenhouse gas emissions must be a central part of any climate policy as well
as international and national legal instruments. However, before the adoption of the PA the-
re was no clear signal on the “ultimate” goal of the international efforts. The objective of the
UNFCCC was merely the “stabilization of greenhouse gas concentrations in the atmosphere at
a level that would prevent dangerous anthropogenic interference with the climate system™x\v,
However, there was no further indication in the text of how this could be achieved and what
it mean for emission levels. In other words, the precise long-term mitigation objective of the
UNFCCC remained quite vague. Later the Kyoto Protocol obviously could not envisage long-

term mitigation goals as it referred to relatively short-termm commitment periods.

However, in line with the above-mentioned general objective of the UNFCCC, from a scien-
tific point of view, anthropogenic interference could be minimised if no additional GHG emis-
sion into the atmosphere will be allowed in the future i.e,, a balance between human induced
emissions and sink capacities will be achieved. This state is commonly referred to as “clima-
te neutrality”. It is in line with the no-harm principle and it is the minimum precondition for
slowing down the cumulation of the GHGs in the atmosphere to prevent the most negative

effects of climate change.

This reasoning led to the formulation of the long-term emission reduction goal of the PA
which signals a paradigm shift in international climate policy. Article 4.1 states that Parties must
reach peak emissions as soon as possible “so as to achieve a balance between anthropogenic
emissions by sources and removals by sinks of greenhouse gases in the second half of this cen-
tury.” This, the PA notes, must be done on the basis of equity and in the context of sustainable
development and efforts to eradicate poverty. This long-term pathway is framed by the PA’s
temperature goal contained in Article 2 “to hold the increase in the global average tempera-
ture to well below 2°C and to pursue efforts to limit the temperature increase to 1.5°C above
pre-industrial levels.” It follows that all efforts of the Parties to the Agreement should be direc-

ted towards, and subsequently measured with reference to these benchmarks.

Since the adoption of the text of the PA there has been an ongoing scientific debate* on the
exact meaning of this “balance” and its implications as well as on the pathways that are in line
with this objective*Nevertheless it is certain that this global long-term vision puts short- and

medium-term national climate action efforts into perspective. It is because it is almost certain*

“If we do not take into account that currently some countries are net GHG sinks i.e., they absorb more GHG than they emit,
therefore they would be able to compensate others emissions in a global state of climate neutrality. However, from a global
perspective this amount seems negligible. The future technological development of artificial removal technologies can
also not be taken into account for obvious reasons.



that global climate neutrality would be difficult to achieve without all Parties going climate
neutral individually. Therefore, it can be said that indirectly national level climate neutrality has
also been imposed on the Parties to the Agreement. This means that the concept of effort
sharing at least on the long term would become inapplicable, and every country will have to
figure out its own path towards climate neutrality. This notion also allows as well as motivates
countries to undertake the so-called “backwards planning processes” where they identify their
short- and medium-term goals by calculating their necessary pathways towards their long-
term objectives i.e., climate neutrality.

Whereas Article 4.1 defined the long-term goal in terms of emissions relatively concretely,
in case of the timeframe it merely says that the balance needs to be achieved “in the second
half of this century” i.e.,, sometime between 2050 and 2100. To further narrow down the requi-
red timeline that is compatible with the temperature goals of the PA and in parallel to unveil
the required timeframe in order to achieve climate neutrality, the Intergovernmental Panel on
Climate Change's (IPCC) Special Report on Global Warming of 1.5°C*I provides an important,
scientifically proven reference point.

Section C of the Summary for Policymakers of this report states that “in model pathways
with no or limited overshoot of 1.5°C, global net anthropogenic CO, emissions decline by about
45% from 2010 levels by 2030 (40-60% interquartile range), reaching net zero around 2050
(2045-2055 interquartile range). For limiting global warming to below 2°C CO, emissions are
projected to decline by about 25% by 2030 in most pathways (10-30% interquartile range) and
reach net zero around 2070 (2065-2080 interquartile range).”

Taking into account the significant differences between the consequences of a 1.5°C and a
2°C global warming, and in line with the precautionary principle of international environmental
law, it can be derived that since the publication of the IPCC Special Report the expectation from
the Parties has not only been to reach net zero emissions “in the second half of this century”,
but there is a more certain path that should be followed concerning the timeframe for reaching

net zero emissions. i

As a consequence, the cited IPCC report has been inspiring a growing number of Parties to
announce their 2050 climate neutrality pledges to end their contribution to global warming. As
of January 2021, there are 37 of such commitments,** including all of the biggest GHG emitters
like China®, the United States of America® and the EU**and it is expected to increase day by day.

b) The EU climate law

The European Commission’s (EC) proposal for the first “European Climate Law”> was one of
the first initiatives under the comprehensive communication from the EC entitled “European
Green Deal” (EGD).* The EGD was presented as a new growth strategy for Europe that aims to
put the development of the community to the right path in becoming the first climate neutral
continent by 2050.

5 For China the target date announced is 2060. See: https://www.climatechangenews.com/2020/09/22/xi-jinping-chi-
na-will-achieve-carbon-neutrality-2060/

®Statement of intent from the President elect of the United States.


https://www.climatechangenews.com/2020/09/22/xi-jinping-china-will-achieve-carbon-neutrality-2060/
https://www.climatechangenews.com/2020/09/22/xi-jinping-china-will-achieve-carbon-neutrality-2060/

The original proposal was amended later by the EC*¥il in September 2020,with a legally bind-
ing net reduction target of 55% for 2030 compared to 1990 levels. The Commission proposed
that the EU and MSs collectively achieve the goal of climate neutrality by 2050. After the trialo-
gue between the European Parliament, the Council and the Commission, negotiators reached
a provisional political agreement” in April 2021 setting into law the objective of a climate-neutral
EU by 2050, and a collective, net greenhouse gas emissions reduction target (emissions after
deduction of removals) of at least 55% by 2030 compared to 1990. According to the latest ava-
ilable text*v by 30 June 2021, the Commission shall review relevant Union legislation in order
to enable the achievement of the new targets. The EU climate law contains a commitment to

achieve negative emissions after 2050 i.e., it goes beyond climate neutrality.

Due to the ambiguity of the net target the negotiators agreed however to limit the amount
of emissions removals that can be counted towards the 2030 target, to 225 million tonnes of CO,
equivalent. There is also a recognition in the text of the need to enhance the EU'’s carbon sink
through a more ambitious LULUCF regulation, for which the Commission will make proposals
in June 2021. Other important elements of the provisional agreement include that the Commis-
sion would propose an intermediate climate target for 2040, if appropriate, at the latest within
six months after the first global stocktake carried out under the Paris Agreement. It will at the
same time publish a projected indicative Union's greenhouse gas budget for the period 2030-
2050, together with its underlying methodology. The budget is defined as the indicative total
volume of net greenhouse gas emissions (expressed as CO, equivalent and providing separate
information on emissions and removals) that are expected to be emitted in that period without

putting at risk the Union’'s commitments under the Paris Agreement.

The negotiators agreed that a European Scientific Advisory Board on Climate Change will be
established, composed of 15 senior scientific experts of different nationalities with no more than
2 members holding the nationality of the same member state for a mandate of four years. This
independent board will be tasked, inter alia, with providing scientific advice and reporting on
EU measures, climate targets and indicative greenhouse gas budgets and their coherence with
the European climate law and the EU’s international commmitments under the Paris Agreement.

Negotiators also agreed that the Commission would engage with sectors of the economy
that choose to prepare indicative voluntary roadmaps towards achieving the Union's climate
neutrality objective by 2050. The Commission would monitor the development of such road-

maps, facilitate the dialogue at EU-level, and share best practices among relevant stakeholders.

The EU climate law will also contain provision for the Commission to assess climate perfor-
mance of the Members States and the EU as a whole. If it becomes apparent that the EU and its
member states are not on their way to climate neutrality collectively the EC will assess the per-
formance of each state individually and make will recommendations to the concerned member
states. The assessment will take place every 5 years — the same time interval was adopted in
the PA. The MSs are not legally required to implement these recommendations; however, they

must publicly justify why they are deviating from the EC's recormmendations.

Before, regardless of the pending adoption of the climate law the EU already submitted the
at least 55% commitment in the EU's updated Nationally Determined Contribution (NDC) under
the Paris Agreement™, Therefore, it has become the official commitment by the EU until 2030

under the Paris Agreement.

7 At the time of writing the text is yet to be confirmed formally by the co-legislators.
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c) Long-term low greenhouse gas emission development
strategies

In order to ensure that Parties policies and measures move in the right direction on the long
term, Article 4.19. of the PA created a clear expectation to formulate and communicate long-
term low greenhouse gas emission development strategies (LTS). However, it is not a legally
binding obligation under international law. With regards to the content, the reference to Article
2 in Article 4.19. implies that the LTS may address mitigation, adaptation as well as financial
aspects. However, each country is entitled to fully take into account its own capabilities and

national circumstances. There is no other reference on the content of the LTS in the PA.

Decision 1/CP.21>* invited Parties to submit their LTSs by 2020 and introduced the term
“mid-century” indicating the timeframe of these documents. This is also in line with the pre-
viously presented IPCC recommmendations. The main function of the LTSs is to give a long-term
perspective to the Nationally Determined Contributions (NDCs) & investment decisions and to
link climate and development i The EU’s Governance Regulation™ii (CovReg) requires de-
veloping LTSs with a perspective of at least 30 years. The National Energy and Climate Plans
(NECPs) & LTSs of the EU MSs should be consistent with each other. MSs’ LTSs should (not leg-
ally binding) contain the elements set out in Annex IV of the GovReg however they shall cover
(legally binding) aspects listed in Article 15 para. 4.

It isimportant to note, that the EnC Secretariat has communicated at various events that the
GovReg will be transposed in the EnC in 2021 as well, therefore its requirements on setting up
LTS will be applicable to the CPs.

Currently there are no ongoing talks on the content of LTSs under the UNFCCC that may
influence the preparation of the national documents. In contrast with the invitation of the
UNFCCC, as of February 2021, there are only 29 documents uploaded to the UNFCCC Secretari-
at's website >*x There was still an expectation that the LTSs should be submitted in 2020, which
was reiterated both during the climate conferences in Katowice (2018) and Madrid (2019). Howe-
ver, the Conference of Parties (COP) of 2020 has been postponed.

The EU has already submitted its LTS document in March 2020. This text mainly refers to the
decision of the European Council in December 2019 that “endorsed” the EU’s climate neutrality
target by 2050. However the EU LTS does not specify any detailed proposal or plan, it merely
points to the European Green Deal proposal and the Commissions earlier communication on
the EU’s long term vision (that has no legal status) and the accompanying in-depth analysis
as “of solutions that could be pursued for the transition to a net zero greenhouse gas emissi-
ons economy and insights regarding the corresponding strategic priorities and an enabling
framework that would allow reaching climate neutrality by 2050.” The submitted EU LTS leaves
up to the MSs individually to prepare their national long-term low greenhouse gas emission
development strategies and submit them to the UNFCCC.

The experiences learned from the already submitted long term strategies for reaching cli-
mate neutrality in the ENC CPs will be discussed in more detail in chapter 8 of this paper.



5. Assessment of European national climate laws

The chapter will assess the current legislative situation of the Member States of the European
Union who have adopted national legislation on climate neutrality to date and portray them as

good practicest.

There are more than 30 national framework climate laws® adopted across Europe, including
around half of the EU Member States and this number is expected to grow in the coming years.
They provide a good basis to draw some specific best practices from them for those countries
who are yet to adopt such regulations. There are different aspects that could be analyzed from
the existing documents. The present paper intends to summarize the essential elements of
these legislations by elaborating on the following aspects:

- goals;

- planning and measures;

- monitoring and revision;

- institutional arrangements;

- policy-science cooperation and

- public participation.

However, before we enter the detailed analyses it might be useful to briefly mention the gen-
eral advantages of the idea to have national climate laws. It is without a doubt that in a modern
rule of law-based state a piece of legislation is the most serious sign of commitment towards a
particular issue. Strategies, plans or other non-legally binding documents can never provide the
same level of certainty and predictability. Laws are the only tool that can be referred to by every-
one in front of authorities and they are enforceable in front of the courts. Secondly the transition
towards a climate neutral world is a huge challenge for all sectors of the economy in every coun-
try. There are many interlinkages between the various policies that need to be carried out. This
process should be coordinated and aligned with each other to maximize the benefits and avoid
pitfalls. Since the permitted and not permitted activities in the different sectors are regulated by
legislation, climate change related measures and goals should also be backed by the same level
of legal force in order to be able to influence the processes. Last but not least a climate law which
provides clear targets creates clear expectations for businesses and the society as a whole which
is important for investment related decision making.

a) Goals

The first essential element of climate laws should be clear target setting. This is predomi-
nantly true in the dimension of climate mitigation. As it was analyzed above, based on the Paris
Agreement it is not only expected to have medium term mitigation targets, but to have long

8 Since the literature is very limited in this field, this section mainly builds on the comprehensive study carried out by Ecolo-
gic Institute: Duwe, Matthias and Evans, Nicholas (2020): Climate Laws in Europe: Good Practices in Net-Zero Management.
Berlin, Den Haag. Hereafter it will be referred to as Climate Laws in Europe Report. Available at: https://www.ecologic.eu/
sites/files/publication/2020/climatelawsineurope_fullreport_0.pdf

9 In the present report climate law is understood as a piece of legislation dedicated specifically to comprehensive climate
governance related issues. It means that it is not referring to those pieces of legislation that are only sectoral or not specifi-
cally dedicated to climate governance.

n
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term goals as well. Medium term targets or milestones should serve the long-term goal of cli-
mate policy, climate neutrality. The most appropriate way of climate policy planning is backward
planning. It means that medium terms goals should be determined as a consequence of the
long-term vision and mitigation target. To that end the long-term goal should be backed by a
credible pathway. Most of the adopted national laws contain both long-term and medium-term
guantitative targets. As it was also mentioned earlier more and more countries set climate neu-
trality targets however not all of them are inscribed into legislation yet. There are different prac-
tices for target setting: above all, there are qualitative and quantitative goals. However, the vast
majority of targets in European climate laws are quantitative. The only exception was the Irish
law'™®, that has been amended since then. We can differentiate within quantitative goals between:

- concrete GHG emission value,
- percentage of reduction compare to a base year or
- some countries also set successive carbon budgets in addition to the above goals.

The advantage of determining a specific emission value, especially in the long term, is that
climate neutrality becomes more predictable, as it is possible to say exactly how much absorp-
tion can offset the specific emission amount." We see an example of this in the Czech Republic’'s
long-term strategy, among other things. In fact, the carbon budget system is based on this logic.
The latter is used most famously in the UK. They implement five year “carbon budgets” and the
amount of GHG that can be emitted at a certain budget period is decided by the Parliament 12
years before the beginning of the given period. However, percentage emission reduction targets
are much more common, especially in the short and medium term. The most commmonly used
base year is 1990, but there are other base years as well. In many cases the choice of the base
year is influenced not only by professional (when reliable values are available) but also by political
considerations. Although, in order to make NDCs comparable, it is important that each country
tries to use a uniform base year. At the same time, in terms of climate neutrality, percentage tar-
gets are more difficult to use because absorbances must also be taken into account. Therefore,
as explained above, the most ideal for climate neutrality is to define a concrete value and, using
backwards planning, to apply periodic carbon budgets.

In addition to the so-called economy-wide emission reduction target, it should be mentioned
that it is particularly important to set sectoral targets for achieving climate neutrality. It must be
seen that each emitting sector has very different emission reduction potential. In addition, of
course, climate neutrality does not mean absolute zero emissions. At the same time as defining
the overall target, it is therefore necessary to look at how each sector can play its part in the nec-
essary reduction, taking into account their specificities, technological constraints or other im-
portant aspects (such as food security, energy security etc.). Such sectoral objectives also make
it easier for actors in each sector to see which (sub)objectives they should pursue. At the same
time, it must also be taken into account that if the reduction of emissions starts too late in some
sectors, the necessary reduction could be achieved only at a disproportionately high cost. This
is why it is important for LTSs to take all of this into account and to have adequate provision for
all sectors.

10 “transition to a low carbon, climate resilient and environmentally sustainable economy by the end of the year 2050”

Some say that targets should be set for the absorber sector as well. See: Meyer-Ohlendorf, Nils: EU Framework for CO,Remo-
vals — Targets and Commitments, Ecologic Institute, https:/mwww.ecologic.eu/sites/default/files/publication/2020/60003-re-
moval_ecf_021020_final.pdf
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Last but not least, it is also worth mentioning in relation to the goals that the number of
court decisions that restrict the freedom of the executive branch to set the climate objectives
is increasing worldwide. The first and perhaps best-known case is the Dutch Urgenda case, in
which the court imposed a specific percentage target for the Dutch Government. Nevertheless,
a recent decision by the German Constitutional Court has already gone further down this path
and ordered the German government to change the trajectory of emission reductions leading to
long-term goals, saying it would leave too much burden on future generations. This decision is
particularly interesting in view of the fact that the German medium-term (2030) and long-term
(2050) climate targets were in line with the commmon EU target, which the court said would leave
the majority of the emission reduction too late. This decision could pave the way for govern-
ments to be questioned in front of courts not only for the adequacy of their “ultimate goals” but
also for the roads that lead to it.

b) Planning and measures

We can talk about the planning process for the long term and for short term measures. Un-
fortunately, long-term planning is missing from most climate laws adopted so far, however al-
most all of them include some form of short or medium-term action planning for measures.
Target setting and decision on implementing measures in climate policy presupposes a serious
and comprehensive and coordinated planning. In the EU this is already a legal requirement un-
der the above mentioned GovReg. In general the planning process of climate policy measures
is delicate. There are numerous aspects that need to be taken into account and there are inter-
ests represented by influential actors that goes against the climate friendly directions. Within a
government a regular horizontal coordination approach is necessary in order to break the “silo
approach” of the traditional bureaucratic system. This can be done e.g. through the creation of
inter-ministerial coordination bodies that are able to share the most important information and
align their policies accordingly. Ideally these should be led by a primus inter pares ministry (e.g.
the Prime Minister's office etc.). Some of the adopted climate framework regulation contain con-
crete measures as well (carbon tax, ban on combustion engine vehicles etc.). What is absolutely
essential and often missing from planning processes is to connect the climate policy planning
with the country's budget planning processes and in general with financial flows. The impor-
tance of this is reaffirmed under Article 2 (1) c) of the PA. No climate policy planning and imple-
mentation can be successful without proper financial support and a financial system which is

lacking environmentally harmful subsidies.

c) Monitoring and revision

On the one hand, we know more and more about climate change and its effects every day,
and this knowledge affects what we think about the measures that have been adopted in the
past. On the other hand, the effects of previously adopted measures need to be closely followed,
as the realization of previously anticipated effects may differ in reality. The main indicator to
be followed is, of course, the evolution of greenhouse gas emissions, but the effects of each
measure must be monitored and evaluated in the same way. This type of monitoring and review
provides a solid basis for amending adopted strategy papers and legislation. There are debates
in the literature about how often regulation should be re-evaluated. The criteria of predictabil-
ity and continuous recalibration must be met at the same time. Deviations from the targets
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must not be allowed to continue for too long. In most observed states, governments submit a
report to parliament on emissions trends and the accompanying measures. This must also be
done towards the EC. In some cases, an independent body assesses progress, and their findings
needs the be addressed by the government. Referring back to subsection 4.2, there are coun-
tries (France, Sweden or Germany) where climate policy reports are linked to budget planning
and proposal. The possibilities of some legislation need to make sure that if the measures are not

enough to move towards the goal, these additional measures need to be adopted.

d) Institutional arrangements

As discussed above, it is crucial that major public institutions coordinate with each other in
the design and implementation of climate targets. At the same time, it is at least as important
to assign the main responsibility for each task to a single entity and to have an organization
that coordinates the entire planning. Main responsibilities should be defined in the framework
legislation. In some of the examples examined, a single ministry is responsible for climate policy
planning. In other cases, the legislation is also about how several organizations are involved in
the processes and who has what responsibilities. There is also a solution that deploys parts of
climate planning to the ministry or other public institution responsible for the a given area while
forcing them to cooperate. It is also good practice in France to allocate the targets by sector
and the ministry responsible for the sector is responsible for their fulfilment of its assigned goal.
However, due to the traditional administrative operation mentioned earlier, horizontal coordina-
tion is a significant challenge in almost all countries. As also mentioned in some countries (e.g.
the UK), independent, previously non-existent institutions have been set up who have the right
to make proposals to the government. Finally, the role of national parliaments in climate policy
planning and implementation is an interesting issue. In most countries, key strategies also need
to be approved by parliament, but there are also cases where implementation is closely moni-
tored by the highest law-making body, as mentioned above.

e) Policy-science cooperation

Climate change is a scientifically researchable phenomenon that is occupying an ever-widen-
ing layer of science. The doctrine adopted from the beginning is science-based decision-making
in this area as well, which has been more or less realized in the international arena through the
cooperation between the UNFCCC and the IPCC. This close collaboration between science and
decision-making is also being implemented at national level in more and more countries. There
are basically three functions of this approach: support decision-making, monitoring progress
and, in some countries, generating public discourse on climate change. In these types of bodies,
it is not the main stakeholders who are represented, but specifically the representatives of sci-
ence, who are invited on the basis of their previous records. Of course, these scientific advisory
bodies can only be truly effective if they also receive the appropriate authorization and financial
support from the state. Exclusive state aid can also ensure their independence. As mentioned
earlier, in some countries (UK, France and Denmark), independent scientific advisory bodies also
have the mandate to provide annual reports to the national government, including recommen-

dations, to which the government must respond.



f) Public participation

Climate change affects everyone. It is generally important to involve a wide range of stake-
holders in public decision-making in some form, but in this case, it is particularly important. The
basic function of the state in this area begins with the widest possible awareness raising. This
also points back to the above subchapter: scientific results must be made available to the wid-
est possible public so that they can then have a sufficiently informed say in decision-making.
In the examined legislation, public participation basically appears in three different ways: only
mentioned in general, or the responsibility to carry out such role is assigned to the external in-
dependent body, or it is deeply incorporated into decision-making, thus as an obligation of the
competent state body. However, in almost all cases the exact procedure in this regard remains
unclear, there are also cases where the general rules of public participation apply. Nonetheless,

there are also good practices that have introduced new institutionalized format for stakeholder

involvement (e.g. France).
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6. Policy drivers for setting a 2050 climate neutrality
target for the Energy Community Contracting Parties

a) Connection to the EU ambition and its positive aspects

This section will discuss the potential opportunities of a climate neutrality target, such as the
one the association process or the alignment with EU legislation. In order to showcase the Eu-
ropean framework and the positive aspects of aligning the ambition levels of the EnC CPs to it
through setting up a 2050 climate neutrality targets, this section will provide a brief overview of

the current relevant EU climate regulation.

As mentioned above in details, the EU has made a political commitment to become the first
climate neutral continent by 2050. As President von der Leyen has expressed on the EU-Western
Balkans Zagreb Summit in 20207, “The Western Balkans belong in the EU. There is no question
for us about this. And this is why | firmly believe that the European Union has a special responsi-
bility in assisting its partners in the region.” In this manner a number of Contracting Parties — not
only in the Western Balkans — have started the EU accession process. While there is currently a
separate 2030 climate and energy targets setting exercise ongoing for the EnC CPs, when join-
ing the EU, CPs will have to adopt European climate and energy targets. This is also valid for the
2050 climate neutrality target. CPs from the Western Balkans have already made the political
commitment to reach climate neutrality in 2050 through the Sofia Declaration, while Ukraine
has expressed its intent to join the EGD It is however important that these commitments fol-

low actual implementation as well.

As discussed previously, the EGD was presented in 2019 as a new growth strategy for Europe
that aims to put the development of the community to the right path in becoming the first cli-
mate neutral continent by 2050. The EGD features a variety of topics for the EU and its MS, such
as investing in environmentally-friendly technologies, decarbonising the energy sector, ensur-
ing buildings are more energy efficient or working with international partners to improve global
environmental standards. To support this green transition, the Just Transition Mechanism has
been called to life, which will help to mobilise up to €150 billion between 2021-2027x.

However, the EU has also started rolling out similar support mechanisms for its neighbour-
hood, such as the Economic and Investment Plan for the Western Balkans“¥. The Plan will mo-
bilise up to €9 billion of funding investments in the areas such as transport, energy and green
transition in order to close the gap between the EU and the region. As mentioned above, Ukraine
has also made announcements that it intends to join the EGD and to synchronize national legis-
lation with the EU acquis. It is also important to note that CPs have great renewable energy (and
in case of Ukraine hydrogen production) capacity, which is still underdeveloped and would be
very much welcomed from the EU side. These resources however require significant financing.

The EU has also started to green its own finances through the 2018 Action Plan on Financ-
ing Sustainable Growth*". A key objective of the Action Plan is to reorient capital flows towards
sustainable investment in order to achieve sustainable and inclusive growth. The most im-
portant and urgent action envisaged by the Action Plan is the establishment of a classifica-
tion system on activities qualifying as contributing to environmentally sustainable objectives.
Standardising the concept of environmentally sustainable investment across the EU should
facilitate investment in environmentally sustainable economic activities. On 22nd June 2020,

the EU Regulation on the Establishment of a Framework to Facilitate Sustainable Investment*V



(Green Taxonomy Regulation) was published to support this goal. The Green Taxonomy Regula-
tion is a classification tool to help governments, bank, financial institutions, investors, companies
and project promoters navigate the transition to a low-carbon, resilient and resource-efficient
economy. It is expected to contribute to the European Green Deal by boosting private sector
investment in green and sustainable projects. While the Green Taxonomy Regulation has no
intended extraterritorial effects, all EU based institutions will have to apply its provisions during
their operations, therefore it will have significant international effects. To be able to further re-
ceive EU funds (being public or private), EnC CPs have to also green their economies and align

their climate ambitions to those of the EU.

A highly efficient regulatory tool to cut emissions is to set up emission trading systems. Ac-
cording to the 2020 World Bank report on carbon pricing®™i, there are currently 31 such systems
globally, of which the largest one is the EU Emission Trading Scheme (EU ETS). The EU ETS in-
cludes around 11,000 power stations and manufacturing plants, which cover 45% of total EU
greenhouse gas emissions i After the adoption of new 2030 targets for the EU, the EU ETS
will have to be updated yet again. There are already discussions on including new sectors, such
as transport or agriculture. However, the EnC CPs however are not yet part of the EU ETS, even
though several of them already have commitments to introduce ETS systems eventually. This
current situation means however, that energy generation in the CPs have a competitive advan-

tage over the EU producers, which can lead to carbon leakage.

According to the EU, carbon leakage refers to the situation that may occur if, for reasons of
costs related to climate policies, businesses were to transfer production to other countries with
laxer emission constraints. This could lead to an increase in their total emissions¥™. The report
by Ember and Sandbag' has concluded that coal-fired power plants in the EnC CPs are supply-
ing energy to the EU MS, while they are not paying a price for their emissions. According to the
report, around 26 million tonnes of CO, was emitted when generating imported energy in 2019
and around €630 million worth of carbon price was avoided. To counter this, the report and also

the Commission recommends to set up a Carbon Border Adjustment Mechanism (CBAM).

CBAM was announced as a tool to prevent carbon leakage and provide an equal playing field
for EU industry. This would mean that the competitive advantage of the EnC CPs would disap-
pear if they do not introduce similarly ambitious climate policies, set climate neutrality targets
and adopt carbon pricing. However, if they would do so, that would mean a competitive advan-
tage of third countries when trading with the EU. The detailed effects on the trade relations of a
climate neutrality target between the EU and the CPs will be discussed in more detail in Chapter

7 of this paper.

b) Externalities and co-benefits of climate neutrality

Reaching carbon neutrality by or even earlier then 2050 would have several additional or
co-benefits to the CPs. In this section, the paper will discuss the environmental, human health

and social aspects.

Bad air quality is a major issue in almost all of the CPs and have the most direct effect on
their citizens’ quality of life. According to the World Health Organisation (WHO), air pollution
has caused an estimated 4,2 million premature deaths globally only in 2016. According to its
estimates, 58% of these premature deaths were due to ischaemic heart disease and strokes, 18-

18% to chronic obstructive pulmonary disease and acute lower respiratory infections while 6%
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of deaths to lung cancer. While the greatest challenges can be found according to the WHO in
South-East Asia and the Western Pacific, the ENC CPs are heavily affected as well. According to
the Global Health Observatory data repository of the WHO' | only in 2016 an estimated of 61 to
92 thousand citizens of the ENC CPs have lost their lives to various diseases related to ambient

air pollution.

Table 1.: Estimates of burden of disease from ambient air pollution for 2016 in the ENC CPs
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Furthermore, air pollution is also responsible for high costs both for the health systems and
economies as a whole; only in the Western Balkans this is around €6,1-11,5 billion each year''. The
majority of air pollution is stemming from power generation, transport and domestic heating.
The recent study of the EnC Secretariat has concluded that in the years 2015-2019, total subsidies
to coal mines and coal fired power plants exceeded €2 billion'v. Phasing out fossil fuel subsidies
would also have benefits besides the closure of inefficient coal mines and power plants; the
money spent on these subsidies could be used to finance adaptation measures and just transi-
tion. Therefore, adopting a climate neutrality target and making the most polluting above-men-
tioned sectors clean would save a great number of lives and plentiful of resources, which could
be allocated for other uses in the EnC CPs.

" Throughout this report, this designation is without prejudice to positions on status and in line with the United Nations
Security Council Resolution 1244 (1999).

2 For Kosovo* no WHO data is available



The following co-benefits of setting a 2050 climate neutrality target and transitioning to a
low-carbon economy and society are not EnC specific, but are relevant to the CPs and can be

important policy drivers.

Transitioning to a carbon-neutral economy would also require the decarbonisation of the cur-
rently used energy systems. After analysing 11 different decarbonisation scenarios, a 2015 study
has found a tendency to lower the import dependency on fossil fuel resources by up to 54% of
the EU between 2010 and 2050. The study notes however that results are mixed regarding the
flexibility in the electricity sector". With the introduction of renewable energy sources, import
dependency on fossil fuels can be lowered which can have a positive effect on energy security.

A carbon-neutral economy and society will also require the rethinking how we produce and
consume our food. A shift to a plant-based diet could lead to the reduction of global mortality by
6-10% by 2050 compared to a reference scenario and lower the GHG emissions of the food pro-
duction by 29-70% in the same time horizon. This would translate to health co-benefits around
0,4-13% of the global GDPY. More sustainable agricultural practices have also important co-ben-
efits on soil quality besides GHG emission reductions. For example, an on-farm trial conducted
on 403 farms has concluded, that more sustainable farming and soil management practices
have positive effects both on yield and GHG emissions. According to the study yields could be
increased by 18%, while nitrogen consumption could be decreased by 22% which would lead to a
decrease of GHG emission by 7% compared to the current practices"i. Furthermore, sustainable
forest management practices are also reported to reduce species extinctions and therefore con-
tribute to biodiversity conservation besides climate change mitigation'Vi,

Furthermore, the transition to a low-carbon economy could also have positive effects on em-
ployment. A study reviewed the previous set of 2030 EU energy and climate policies (at least 40%
GHG reduction compared to 1990 levels) and their effects on employment. It has concluded that
they could increase the number of jobs in Europe by 0,7-1,2 million by 2030. The study notes that
this is also a consequence of the large investment stimulus needed to reach the targets™. One
should be mindful that the increased 2030 targets and the new 2050 climate neutrality target

could have even larger positive effects.

Further to employment, ambitious climate policies also have positive effects on poverty alle-
viation and inequality. A 2018 study™ has reviewed the benefits on these aspects of climate action
in the building, transport and waste sectors in cities. Regarding the building sector it has found
that low-carbon investments have a strong likelihood of benefiting vulnerable populations and
they are even more likely to positively impact woman and children, while investment in urban
transport networks can even disproportionately benefit poor and vulnerable populations, how-
ever only if done properly. Similar results were found in the waste sector, namely “sustainable
solid waste management services can lead to significant improvements in living conditions
for poor and marginalised groups”. Here again, it is important to note that in order to material-
ise these benefits, low-carbon waste management strategies have to be designed in a focused

manner.

All of these are important policy drivers for the EnC CPs to align their energy and climate
policies with the EU acquis and set a climate neutrality target in the process. The next chapter

however will discuss the economic drivers of such an ambitious climate neutrality target.
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7. Economic aspects of setting ambitious climate targets

To support the decision-making process in setting a climate neutrality target in the ENC CPs,
this chapter also provides an overview of the positive economic effects of such a climate neutral-

ity target after assessing the current situation of the CPs briefly.

a) Current and projected emission levels per capita and
comparison to EU levels

If we analyse the CPs, we can see that while Albania, Georgia and Moldova have a relatively
low emission level per capita, with only 2,7 to 3,8 tons of CO,e, Bosnia and Herzegovina, Serbia
and Ukraine have more than three times higher data (7,2 to 8,2 tons of CO,e. Nevertheless, even
these high levels did not reach the EU average, which was about 1-1,5 tons of CO,e higher (8,7 to
9,8tons of CO_e) in all years examined. Based on the CP's INDCs, it seems clear that the projected
emission trajectories are quite diverse. While Albania, Bosnia and Herzegovina, North Macedo-
nia, Moldova and Montenegro are planning to decrease their CO, emission levels, Georgia, Serbia
and Ukraine decided to take a path on which their emissions would increase. Among all the CPs,
it seems like Albania, Montenegro and North Macedonia would realize the most significant de-
crease by 2030 compared to the current data, while Georgia would have a 2,5 times higher data
than its current one. Meanwhile, according to the current projections, Serbia would surpass the
11 and Ukraine would surpass the 13 tons of CO,e in 2030, but it is crucial to highlight that these
levels would still be significantly lower compared to the data of these CPs in 1990.

Table 2.: Current and projects GHG emissions of the ENC CPs
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b) Economic situation and short- and mid-term projections

Among all CPs, Ukraine was in the worst economic situation before the COVID-19 pandemic
with a 3.659 USD GDP per capita, Georgia, Moldova and Kosovo were in a better status with ap-
proximately 4.500 USD GDP per capita and Montenegro had the highest GDP per capita value
(8.832 USD). Due to the pandemic, all of the CPs needed to a face an economic downturn, but
the levels showed substantial differences. According to the projections of the EBRD, the majo-
rity of the CPs had to realize at least approximately 5% decrease in their GDP per capita value,
but Serbia was in a bit better situation with a projected 3,5% decline, while the GDP value of
Albania and Montenegro decreased by 9%. Although there is high hope that thanks to proper
policy responses, the vaccination and international cooperation, the economies would increase
again in 2021. In a positive scenario, their level would reach 3 to 4,5%, which would still be lower
than the decrease suffered in 2020. It is expected that Serbia would be in the best situation as
after an expected 3,5% decline, thanks to a 3% increase it might reach its pre-pandemic GDP per
capita level, while Albania and Montenegro would only realize a 4,5% increase after the mentio-
ned economic downturn of 9%. Nonetheless, according to IMF projections, the GDP per capita
will increase by 31-38% by 2025 compared to 2019 in all CPs. Based on these data, Montenegro
would face the lowest GDP per capita increase of about 27%, while Ukraine and North Macedo-
nia might reach a 41% and 46% growth and Serbia can even realize a 53% increase in their GDP

per capita data.

Table 3.: Economic situation and short- and mid-term projections

B Current GDP per capita before COVID-19 in 2019 (USD )i B projected GDP per capita in 2030
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c) Largest emitting sectors and their share in the economy

The largest emitting sector is the energy in all of the CPs, but substantial differences can
be detected in its share in the CPs' total GHG emissions: while in Kosovo, it constitutes more
than 82% of the total emissions and is more than 72% in Montenegro and Serbia, its share is
only about 50% in Albania and Bosnia and Herzegovina. The industrial emissions constitute the
second largest share (with about 17-19%) in Albania and Ukraine and have about 10-11% share
in Montenegro and Georgia. In the rest of the CPs they account for only about 5-7% share and
agriculture is the 2nd largest emitting sector instead. Agriculture has probably the lowest share
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in North Macedonia with 8% of total GHG emissions, while the average share is about 12-14%,
Georgia possessing the largest figure of more than 18%. It is crucial to mention that the waste
sector is among the top 3 sectors concerning its size of pollution in North Macedonia, where its
share (19%) is more than the sum of the shares of the next two - agriculture (8,2%) and industrial
processes (7,6%). It is especially interesting to compare these data to their shares in the GDP. In
Bosnia and Herzegovina, Georgia and Ukraine, the agriculture sector has a much lower share in
the GDP than the sector’s share in total GHG emissions: 6,1% vs. 14% in Bosnia and Herzegovina,
10% vs. 18,6% in Georgia and 5,8% vs. 13% in Ukraine. Meanwhile, the reverse is true for Albania
and North Macedonia, where the sector’s share in GDP is much higher than its share in total
emissions: 20% vs. 12,5% in Albania and 16,2% vs. 8,2% in North Macedonia. Basically, in all CPs,
the services have the largest share in the GDP (between 49-76%), but while agriculture is the se-
cond in Albania, Kosovo and Moldova, industry is the second in Bosnia and Herzegovina, North
Macedonia, Montenegro, Serbia and Ukraine. While the industry sector has about 29% share in
the GDP of North Macedonia, its emissions only account for 7,6% of total GHG emissions and
the difference is even more substantial in Serbia with 41,1% economic share compared to the
5,83% emissions. Nevertheless, it is important to highlight that industrial share in GDP contains
energy sector as well, whose GHG emissions are separated in international methodologies.

Table 4.: Largest emitting sectors and their share in the economy

Largest emitting sectors

(share in total GHG emissions) Share of sectors in the GDP

Albania
49,42% 18,82% 12,51% xci 61% 20% 12% xcii
Bosnia and
Herzegovina 53% 14% 6% xcii 555% 23,7% 6,1% xelv
Kosovo*
82% 13% 3% xev 70,4% 11,9% 1M,7% xevi
North
N 652% 19% 82%  7,6% i 545% 292% 162% i
Georgia
62% 18,6% n,7% xcix 17% 17% 10% 10% c
Moldova
68,1% 16,7% 5,2% Gl 14,4% 12,2% 11,8% cii
Montenegro
72,37%  20% 10% i 766% 159%  75% ov
22% tourisme
Serbia
78,7% 10,97% 5,83% cvi 49,1% 41,1% 9,8% cvii
Ukraine
66% 17% 13% cviii 67,8% 26,5% 5,8% cvix
Energy and transport Industry Agriculture Energy sector Industrial processes Services Waste
Trade Building Transport Industrial processes and Product Use Wholesale and Retail Trade

Source: UNFCCC



d) Trade relations with the EU and possible effects on that

It seems clear that the different CPs have different starting points on the path to climate
neutrality and just transition is the cornerstone for a resilient economy. Ecological transition
would have a negative shock to the competitiveness of European industry and trade relations
between the EU and the CPs, if they do not comply with same environmental standards.> Thus,
the carbon neutrality represents an opportunity for clean transition with an eye on that it is the
basis for boosting trade relations with EU counterparts. The EU is the no. 1 export partner for
all CPs, but their rank as EU partner largely differs: while Ukraine is the 18th and Serbia is the
30th largest trading partner, Kosovo is the 96th and Montenegro is the 100th. The import from
the EU is higher than the export in all CPs, but North Macedonia, where the export to the EU
is about 5,16 billion EUR compared to the import value of about 4,7 billion EUR. The relatively
largest difference between export and import can be seen in Kosovo and Montenegro, while in
volume the largest differences can be detected in Ukraine (5 bn EUR) and Serbia (3,9 bn EUR).
If all of the CPs decided on carbon neutrality targets and after Montenegro, all other countries
elaborated carbon-pricing mechanisms compatible with the EU ETS, the Carbon Border Ad-
justment Mechanism (CBAM) would not be applied on them. It would mean that the EnC CPs
would be able to maintain their competitive advantage compared to other third parties and the
trade relations with the EU can be developed in the future as well. According to a BCG analysis,
if the CBAM is applied and there is a levy on EU imports of 30 USD per metric ton of CO, emissi-
ons and the price for crude oil is between 30-40 USD, it could reduce the profit pool for foreign
producers by about 20%.Thus, the CBAM urges the companies in CPs to reduce their carbon
footprints in order to avoid losing market opportunities: e.g. at the moment the carbon intensity
of commodity steel makers in Ukraine emit about 2 metric tons of CO_e for every metric ton of
steel produced, while e.g. Turkish counterparts emit only 1 metric ton of CO,e.“" Meanwhile, as
the CPs are also crucial export markets, it is also in the interest of the EU to encourage gree-
ner economic reform programmes in the CPsi e.g. catalysing 9 billion EUR for the Western
Balkans for transport, energy, and the green and digital transition.®" This idea is supported by
the European Commission’s Trade Policy Review published in February, 2021 that reasserts the
EU’s plan to encourage digital and green transitions and considers to take additional steps to
facilitate trade through conformity assessments.>

Table 5.: Trade relations of the EnC CPs with the EU
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e) Opportunities and externalities coming from carbon
neutrality targets setting

Carbon neutrality offers a wide range of opportunities as well as externalities for the CPs.
Some of them was already mentioned in previous sub-chapter. Before going into some secto-
ral details, it is worth stating that a successful implementation of the EGD should build on the
assets offered by the CPs, i.e,, large coal mining areas with potential for use for e.g., industrial
solar, engineering skills and geographical proximity to more developed industrial economies
with high energy demand . In 2019, the European Investment Bank decided to change its lend-
ing policy and will end financing fossil fuel energy projects from the end of 2021V, Therefore,
there is a growing opportunit™i for receiving support for clean energy innovation and energy

efficiency upon deciding on carbon neutrality targets.

At sectoral level, we would define the following focus areas: energy, transport and waste/ma-
terial use, bearing in mind that of course there might be overlaps between them and the effects
are cross-sectoral ones. Energy sector is the largest emitting sector in terms of GHGs. Thus,
its GHG-free transition seems to be the most significant challenge and the most resource-in-
tensive process. It includes both energy production and energy use. As the ,greenest” energy is
the unused and non-produced one, carbon neutrality targets offer an opportunity for a higher
level of energy efficiency, which is a cross-sectoral aspect that can be interpreted in all product
groups that require energy use. An important emphasis should also be placed on the building
and construction sector that accounts for over 40% of total energy consumption in the Western
Balkans®*, as one of the main causes of air pollution is outdated residential heating methods
(not only coal and biomass combustion, but also tires)**, which could also be replaced by more
environmentally friendly technologies through renovations. This would result in significant
health benefits as mentioned earlier. Building renovations supported not only by the EnC, but
also by the Western Balkans Investment Framework (WBIF) would improve living standards.
Since before the COVID-19 pandemic, the construction market had a large double-digit growth
in 2019 in Ukraine® and it was the most rapidly growing sector in Georgia®i too, nearly-zero
energy and emission standards for the new buildings would largely support the climate neutra-
lity target.

Meanwhile, the renewable energy potential is huge in all CPs, the rivers provide hydroelectric
power, the mountains and plains enable wind power. Though the situation is getting better in
some CPs (e.g., in 2020, Albania held its second solar PV auction®i), the solar energy system
is still relatively underdeveloped®". The carbon neutrality target would offer an opportunity to
utilise the potential. Investments in renewable energy would create future-proof jobs: accor-
ding to the International Renewable Energy Agency (IRENA), a successful clean energy transi-
tion in South-Eastern Europe could lead to increased cumulative economic output of around
€430 billion by 2050*, Meanwhile, though decentralised power generation from renewable
energy sources can be more resilient to external shocks, an energy transition supported by
interconnected energy networks can guarantee a balanced availability of renewable energy
too™i, The carbon neutrality target would mean a significant opportunity for renewable energy
whose technology costs are decreasing and it could be even more cost-competitive if capital
costs could be reduced®*i,

Halting and reversing the dynamic growth of GHG emissions from the transport sector is
also one of the most significant challenges of our time. This is not only a domestic pheno-
menon, but it is also to be expected that high-emission vehicles, which are increasingly being



pushed out of Western Europe might “land” in some CPs through imports and not only GHG
emissions may increase, but air pollution indicators may deteriorate. In order to prevent this, a
favourable, stimulating environment for the spread of low or zero emission vehicles would be
ideal to be implemented. In addition, the carbon neutrality target would be an opportunity to
further develop public transport and make it more attractive for more and more people inste-
ad of using their own car for individual mobility. At the same time, it is extremely important to
emphasize that the construction and maintenance of the transport infrastructure to be built
should also bear the carbon neutrality in mind.

The development of waste management is also of paramount importance for the transition
to a circular economy that would be a cornerstone to reach carbon neutrality. As an overarching
principle, this is an extremely important objective, and there are many opportunities to promo-
te it. The adoption of this approach requires a change in the perception of waste: waste should
be considered as a raw material as far as possible. The correct approach would be the reduction
of the waste generation, followed by the greatest possible re-use and only then recycling (which
is an energy-intensive process in itself). Meanwhile, landfills should be pushed back. For examp-
le, the total amount of collected municipal waste in North Macedonia increased by 1,1% in 2019,
but 99,7% of the collected municipal waste was dumped on 55 municipal landfills>il,

f) Economic costs of no action

For half a century, scientists have warned that the burning of fossil fuels is causing changes
to the Earth’s climate, and that failure to take action on climate change will have devastating
consequences. Despite this alarm, CO, emissions and with that the global temperatures conti-
nue to climb. According to an insurance company’s report global losses from natural disasters
just in 2020 reached $210 billion (€177 billion) which was a significant increase from the pre-
vious year of $166 billion (€140 billion).~** The World Bank estimates, that natural disasters cost
about €15 billion annually in low- and middle-income countries just through damages to po-
wer generation and transport infrastructure. The wider disruptions they trigger for households
and firms cost at least €326 billion a year.® The Organisation for Economic Co-operation and
Development (OECD) argues® that tackling climate change as part of a transition that also
involves structural reform and fiscal initiatives could add 1% to the GDP in G20 countries by 2021,
and 2.8% by 2050.

When considering the costs of inaction, the following categories should be taken into
account:

1) Direct costs: the physical losses associated with more extreme weather events and natural
disasters;

2) Indirect cost: the future weaker growth and lower asset values created by a damaged
planet; and

3) Cost of uncertainty: Investors place a value on risk and volatility (or lack thereof), and cli-
mate change has a powerful destabilising effect on our natural and economic systems.*i

Estimates however should be accepted with some caution as certain climate impacts, such
as loss of human lives, biodiversity loss, or loss of culture or identity> are difficult to value in
monetary terms, and are often omitted from projections, therefore, estimates are usually overly
conservative.
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Due to our slow response to the climate change problem, the economic cost of inaction is
increasing as the window to reaching the Paris Agreement temperature goal is narrowing. In
the European Union, economic losses caused by weather in 1980-2016 amounted to over €436
billion. The costs of the more frequent climate-related extreme events in the EU now average
over €12 billion per year while conservative, lower bound estimates show that exposing today’s
EU economy to a global warming of 3°C above pre-industrial levels would result in an annual
loss of at least €170 billion.

Sectors that are essential for the CPs are especially vulnerable to the adverse effects of clima-
te change. The EU’s data shows that due to climate change alone, annual damages to Europe’s
critical infrastructure could increase ten-fold by the end of the century under business-as-usual
scenarios (from the current €3.4 billion to €34 billion)*. Losses would be the highest for the
industry, transport and energy sectors. The agriculture sector is no different. Drought losses in
the EU could rise from €9 billion to €40 billion by the end of the century.o>

A similar trend can be observed in the Balkans: The historic floods in 2014 caused over €2
billion in damage and loss in Bosnia and Herzegovina (nearly 15 percent of the CP’s gross do-
mestic product) and over €1.5 billion in damage in loss in Serbia (nearly 5 percent of Serbia’s
GDP) with recovery needs straining government resources. i |n the summer of 2017, the re-
cord temperatures fuelled dozens of fires across the Balkans, caused a drought in Serbia which
led to a nearly 10 percent drop in agricultural output, and forced Albania to spend €200 million
on energy imports amid a devastating drought.©ii The lack of reliable rainfall could also redu-
ce hydropower production — a major renewable energy staple for the Balkans — by 20 percent
or more.® Economic losses are greater as temperatures rise, with middle income countries
projected to be affected the most. If warming is limited to 1.5°C, global GDP losses will be 0.3
percent by 2100. With 2°C of warming, losses would be 0.5 percent. Flooding poses a major
threat to Ukraine as well in case the implementation of the Paris Agreement fails. By the end
of the twenty-first century, more than one million hectares of southern Ukraine may be lost to
floods. This includes two hundred thousand hectares of agricultural lands as well as the partial
flooding of major cities such as Odesa and Mariupol.® Economic losses from river flooding,
flash floods, rockslides, landslides and mudslides that are the chief source of natural disaster in
Georgia, have been totalling more than $1,2 billion over the past two decades. ! Scientists now
estimate that if preventive measures are not taken, climate-driven disasters could cost Georgia
as much as $12 billion over the next ten years. That's 80 percent of its current annual GDP &

Naturally, measures that help people adapt to these impacts also incur costs, however just
as every €1 spent on road maintenance helps to avoid between €4 and €10 dollars on repairs,
investments in climate action are dwarfed by the cost of neglect or inaction®. Evidence shows

that the future benefits of action overwhelmingly outweigh the future costs of inaction.&"

The World Bank estimates the costs of adapting to 2°C of warming by 2050 might be $75-
100 billion a year for developing countries.®™ However, these figures are almost certainly too
low.>M The UN Environment Programme (UNEP) suggests that the cost of adapting to climate
change in developing countries is now about €60 billion which could reach €250 billion by 2030
and €420 by 2050.2Mi If warming increases beyond this level, the costs of adaptation would

increase significantly as well.

The benefits of taking proper action now are clear. The Global Commission on the Economy
and Climate states that transitioning to a low-carbon, sustainable growth path could deliver a



direct economic windfall gain of $26 trillion and create over 65 million new jobs by 2030 com-
pared with business-as-usual.*™ The International Renewable Energy Agency developed a Re-
newable Energy Roadmap which assesses the potential for renewable energy deployment in
the South-Eastern Europe region by 2030, beyond existing plans.© According to the document,
investment in renewables could save an estimated €3,4 billion on energy costs yearly by 2030
and would deliver between EUR 11 billion and EUR 35 billion per year by 2030 in savings and
avoided health and environmental damages.©’ The benefits of an ambitious climate action far
outweigh the costs of inaction, moreover it will lead to a larger growth than in the business-as-

usual scenario, while ensuring sustainability, and a healthier and better future for people.

g) Assessing the relations between the “right to develop”
and a possible climate neutrality target

According to the UN, ,the right to development is a right of every human being to participate
in, to contribute to, and to benefit from economic, social, cultural and political development”
that was underpinned by Resolution 41/128.9 In 2015, a number of international commitments,
including the 2030 Sustainable Development Agenda, the Addis Ababa Action Agenda, the
Sendai Framework for Disaster Risk Reduction 2015-2030 and the Paris Agreement confirmed
its importance. In relation to climate change, it means that as developed states contributed
disproportionately more to climate change based on their increasing CO, emissions during and
after the industrial revolutions, they should take the lead in combating climate change and
based on the principle of Common But Differentiated Responsibilities (CBDR), the developed
countries have a moral and legal obligation to have higher financial responsibility. It also means
that the nations from the "global south” prioritize human development over low-cost climate
change mitigation technologies while proportionately higher costs should be borne by the de-
veloped countries.c Meanwhile, the right to development does and should not mean the right
to pollute, instead it should mean more innovative, novel technologies applied in developing

states to decrease possible side effects of industrialization.

The definition of the right to development principle refers not only to individuals but also
the collectives including the future generations.c~ The definition was further elaborated by the
Human Rights Council in 2010 to highlight the right of people to 'constant improvement of
their wellbeing' e~ The impacts of climate change on peoples’ lives through natural disasters,
air pollution, health issues, income losses and the economic losses of the country harm both
the individual and the collective entitlement to economic, social, cultural and political develop-
ment. Therefore, as the European Commission’s Guidelines for the Implementation of the Gre-
en Agenda for the Western Balkans states, ,the transition to climate-neutrality must be socially
just and inclusive” It also recognizes “that not all countries or regions start the transition from
the same point or have the same capacity to respond.”™ [t means that their green develop-
ment is continued to be supported, mobilizing public and private funding at regional, national
and international levels too. Thus, there is no discrepancy between the right to development
and climate neutrality in the Energy Community either. On the contrary, green transition can
be a more efficient and sustainable solution to development bearing in mind the negative eco-
nomic, social and environmental externalities originating from a fossil fuel-based development

trajectory.

The devastating effects of the Covid-19 pandemic provides an opportunity to speed up the
process of transitioning to a low-carbon economy and boost the sustainable development
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of developing countries. As this study shows, climate change has adverse effects on people’s
health, life, and on the economy. As countries are mobilising trillions of dollars worldwide, it
would be a mistake to build back carbon intensive industries and practises that are responsible
for the climate crisis and unable to provide prosperity for all. Moving towards climate neutrality
which ensures cleaner air quality, healthier water, effective waste management, and enhan-
ced biodiversity protection not only reduces the vulnerability of communities to pandemics
and improve resilience, but has the potential to boost economic activity, to generate income,
to create jobs, and to reduce inequalities M Through investments into renewable energy and
energy efficiency measures deep emission cuts are expected to lead to 100 million energy sec-
tor jobs by 2050, nearly doubling from the 58 million in 2017, according to the International Re-
newable Energy Agency (IRENA).<Vil While the New Climate Economy predicts 65 million new
low-carbon jobs as early as 2030 if ambitious decarbonisation is pursued.c

This trend can be seen in the CPs as well. In Southeast Europe, the energy transition can
stimulate substantial economic activity and benefit society at large, in terms of GDP and job
creation. IRENA estimates that the adoption of an energy mix based on renewable energy and
energy efficiency would provide, a cumulative GDP gain in the region, amounting to $485 bil-
lion over the business-as-usual case, between 2019 and 2050.* The CESEC region has a vast po-
tential for renewable energy deployment. The current share of renewable energy of gross final
energy consumption in the Western Balkans Six is 28%.°¥ The renewable energy mix almost
exclusively consists of biomass and hydropower. Besides further increased use of biomass, sig-
nificant growth is also expected in wind and solar power. Bosnia and Herzegovina is expected
to have both the highest growth rate and the highest relative growth by 2030, with Serbia going
through a similarly high growth, and Kosovo a similarly high relative growth cxi

To ensure the low-carbon transition in emerging economies, developed countries have
the moral obligation to provide them with financial and technical support. As part of the Paris
Agreement the developed countries were urged to scale-up support to developing countries.cxi
Beyond the framework of UNFCCC, the European Union and the European Investment Bank
provides hands-on support to the CPs. In 2020 alone, the EIB mobilized over €1 billion to help
the region’s economies tackle the negative consequences of the pandemic. This support is part
of a €1.7 billion financial package announced in 2020 to foster the recovery from COVID-19.5%V
Furthermore, the Initiative for coal regions in transition in the Western Balkans and Ukraine was
launched in December 2020 and aims to help CPs and regions to move away from coal towards
a carbon-neutral economy, while ensuring that this transition is just. It will deliver support to
coal regions in EU neighbouring CPs, namely in Bosnia and Herzegovina, Kosovo, Montenegro,
North Macedonia, Serbia, and Ukraine. These and similar financial mechanisms not only sup-
port mitigation and adaptation efforts, but ensure a resilient economy and a clean, healthy and
sustainable development for the CPs to provide a better life for individuals and the collectives
now and in the future.

h) The issue of green recovery vs stranded assets.

As we see, electricity production in the majority of the CPs is CO, intensive as they use lignite
and coal to generate electricity: according to IEA, 6 Western Balkan CPs use lignite as a source
for about 60% of their electricity generation.®® Meanwhile, due their aging nature, 95% of the
current generation capacity of power plants in South East Europe will need to be replaced by
2050™i Although as it was described earlier, there are significant economic risks, there are 16



power plants operating in the Western Balkans and there are 12 projects planned. The challen-
geis not only its harm to health and well-being, but it also means a tremendous risk to become
stranded assets (,assets [that] suffer from unanticipated or premature write-offs, downward
revaluations or are converted to liabilities"i) According to a report of five environmentalist
groups, West Balkan power plants caused pollution leading to healthcare costs of up to EUR 11.5

billion a year.cx

Meanwhile, CPs gave a total of EUR 2.4 billion in direct and certain types of indirect subsidies
to coal-sourced electricity in 2017 In 2019, Ukraine still paid EUR 476 million, Serbia paid EUR
41 million and North Macedonia EUR 1,6 million to support coal-sourced electricity*™. Although
there are encouraging signs, such as North Macedonia’'s announcement on coal phase-out
programme and Montenegro’s cap and trade system, the CPs are still far fromm meeting the
criteria, including stricter emission standards expected from them internationally. A key actor
in the fossil fuel investments is China: when the Asian country began putting significant efforts
in decarbonization and cancelled local coal projects, its coal sector state-owned enterprises
decided to invest in other countries around the world where governments were open for this.
For example, in case of the Tuzla 7 power plant in Bosnia and Herzegovina the state provided
an extra 5-year asset-backed guarantee on top of the 15-year insurance policy by Sinosure i,
Besides this, Chinese companies finance e.g., Serbia’s Kostolac B3 coal project, bought the Bor
copper mine, and it is planned to build a tyre factory in Zrenjanin, while the coal industry’s profi-
tability is seemingly downwards. As it can be seen in an analysis of the CEPS® Maritsa East 2
coal power plant, which is the largest in the Balkans in 2019 reported a loss of EUR 100 million
and more than 60% of the EU's coal fleet capacity is cash-flow negative. Even an only EUR 5
per tonne of CO,, Montenegro's Pljevlja Il project, which is the smallest in the Western Balkans
would have to face an additional EUR 8 million bill each year because of its emissions, while at
a price of EUR 35 per tonne it can reach EUR 55.6 million®¥", (On March 6th, 2021, the EUA price
is more than 37 EUR.“*)Meanwhile, further investments can be found in natural gas in Western

Balkans via the construction of the Trans-Adriatic as well as the lonian Adriatic Pipelines.

Although it seems clear that natural gas seems difficult to dismiss in heavy industry, it would
be necessary to do so in order to avoid having the pipelines as stranded assets: a typical lifetime
of a gas pipeline is between 30 to 50 years,** while the changing climate together with the EU
legislative expectations, growing price of CO, emissions and pressure from societies wishing to
have better health standards would need immediate action in much shorter term. The reason
is that it would lead to unused assets, bankruptcies of companies owning them with potential
high economic and social costs.ci

Stranded assets can also risk security and stability, while clean energy programs can help in
alleviating poverty and provide new opportunities brining benefits. An important factor to be
born in mind when analysing this issue is that coal, gas as well as nuclear power plants must be
kept cool to function properly that is getting more and more difficult to guarantee in a climate
when there are growing fluctuations in heatwaves and droughts as well as precipitation, while
a tremendous share (about 50-70% of the energy stored in coal, gas and nuclear fuel) of waste
heat is generated il During warmer days, they should be shut down that might lead to po-
wer outages in economies with growing energy demand. According to an analysis on Carbon
Brief, in a scenario where thermal power generation is mostly phased out and replaced with
renewables by the end of the century, the global restrictions on hot days could be cut by more
than 50% from today’s level, while if thermal power generation increases in the future, restricti-

ons could more than triple from today's level by the end of the century.
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In their analysis, Dawud Ansari and Franziska Holz, based on case studies in 3 regions of
the world reached the clear conclusion that ,greening the economy and phasing-out fossil re-
source sectors in a structured (planned) way has advantages for resource owners (and) would
considerably reduce the uncertainty of future capacity utilisation and future revenues”x, Me-
anwhile, when talking about green transition, it should be just and there is a need for fair distri-
bution of the costs and benefits, including effects on labour. According to an EBRD estimation,
even within the EU 90,000 jobs could be lost due to decrease of coal-related employmentex,
While by 2030, renewable electricity could cover even 55% of power demand in Western Bal-
kans, the cost-competitiveness depends on a number of preconditions: e.g. lowering relevant
risks through the use of financial de-risking instruments and thus, reducing the costs of capital
for investment in renewables i As a result of the COVID-19 pandemic it seems a high time
to decide on green recovery and move towards renewable energy sources. A seemingly high
hydropower potential (approximately 1000 MW)<*i can be detected in the Western Balkans, but
it would be risky to overestimate it, bearing in mind that hydroelectric power plants can have
negative effects on natural areas and as a result of the changing climate there might be larger
fluctuations in water flows. More potential can be found in wind, solar and biomass, such as the
Cibuk wind farm in Serbia financed by the EBRD.
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8. Best practices to reach a 2050 climate neutrality
target

As discussed earlier, at the international level Article 4.19. of the PA creates a clear expectation
to formulate and communicate long-term low greenhouse gas emission development strate-
gies (LTS), just as the GovReg requires developing LTSs with a perspective of at least 30 years.
There are already 17 such documents sent to the UNFCCC and the EU has also submitted its
LTS document in March 2020. This text mainly refers to the decision of the European Council in
December 2019 that “endorsed” the EU’s climate neutrality target by 2050. With such number of
LTSs already available, this Chapter is looking towards best practices applied in these documents

and provides lessons learned which can be used to achieve climate neutrality in the EnC CPs.

a) Lessons learned from submitted long term strategies

i. Key elements during the formulation and implementation

There is a crucial need for political and legal commitment not only in terms of the comple-
tion and submission of the document, but also to implement and to revise it in order to achie-
ve the ultimate goals. Therefore, several countries have sought high-level political support to
strengthen their LTS process. E.g., Fiji's LTS js supported directly by the Prime Minister wher-
eas the UK’s LTS™V is introduced by a foreword from the then-incumbent Prime Minister. Ha-
ving additional legal backing can enhance cooperation between ministries and potentially ease
agreement on (sectoral) targets and measures among ministries. It can also add legitimacy to

the entity in charge of the creation of the LTS when requiring input from other entities.

Good policy-coordination is also necessary. Undertaking a “whole-of-government approa-
ch” and therefore engaging ministries with portfolios traditionally considered unrelated to the
climate agenda will reduce potential duplications, making the process more effective. It also
ensures the incorporation of technical knowledge of sectoral experts, adding to the credibility
of the LTS.

It also helps identify potential trade-offs and synergies between the LTS and other sectoral
strategies. There is a need for proper stakeholder engagement, and subnational and local in-
volvement. Stakeholder consultations can be carried out e.g., through the organization of work-
shops, where different stakeholders can engage as part of smaller working groups. Engaging
key stakeholders outside of the government, including youth, will facilitate the development of
a shared vision towards low-emission development across the whole of society.

Starting points should be clearly defined, considering other existing national long-term
strategies, policies and plans already in place that can constitute a basis for developing the
LTS. It can be done thorough assessing current development trends, areas of vulnerability and
national priorities. Identifying the key areas that drive emissions is also an important step. For
instance, in its long-term strategy, Mexico®> identified society and population, ecosystems,
energy, emissions, productive systems, the private sector, and mobility as the key areas that

drive emissions and therefore need urgent attention.
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The LTS process can guide countries to integrate climate action with development goals
and well-being priorities. LTS goal may be that of looking at climate change mitigation and
adaptation with a more holistic lens, highlighting linkages with economic development and
other well-being goals. Well-being and sustainable development must be at the core of LTS. In
particular, in order to be successful in accelerating climate action, a larger focus on well-being
is key. On the one hand, the well-being approach systematically takes into account climate
considerations when developing strategies and policies across the economy, thus ensuring that
non-climate actions do not compromise climate change mitigation goals. In addition to that,
analysing climate policies through the lens of wider well-being makes synergies and trade-offs
between climate and other well-being goals more visible, thus facilitating their management
and the achievement of a two-way alignment. Embedding the LTS into existing climate-related
strategies also enhances credibility by referring to pre-existing action and laws and it is a great
opportunity for defining a country’s long-term vision that does not only focus on climate chan-
ge, but also on other policy objectives. It also enhances credibility, promotes time consistency,

and ensures that priorities set by the LTS are consistent with sector specific conditions.

It is also necessary to define an effective governance system for the LTS implementation
process. This includes securing a high-level leadership from ministries and the necessary ins-
titutional arrangements by specification of responsibilities across ministries and between le-
vels of government where relevant. The roles and responsibilities during implementation for

sub-national and local entities, as well as for non-state actors should also be elaborated.

The effectiveness of the LTS requires monitoring of GHG emissions, mitigation actions and
support. Institutional arrangements for monitoring should be clearly outlined in the document
and based on a selection of relevant indicators that are specific to the strategy and measurab-
le. Monitoring progress towards the goals set in the LTS is also important to determine if and
where the strategy can be improved, while providing transparency for stakeholders. Therefore,
effective systems for Monitoring and Evaluation (M&E) and for Measuring, Reporting and Ve-
rification (MRV) should be in place. Specific, Measurable, Achievable, Relevant and Timebound
(SMART) indicators are key to measure overall progress of the strategy, as well as to track prog-
ress towards individual targets and actual transformation achieved. The process of developing
SMART indicators needs to be, to some extent, linked to the process of setting targets, so to en-
sure the feasibility of monitoring progress. Tracking trade-offs associated with the low-carbon
transition at an early stage highlights potential tensions with other policy priorities, enabling

the Government to adjust the LTS or to enact specific measures targeting these trade-offs.

Programmes, that support implementation by providing technical capacity building as well
as financing and investment strategies can also accelerate and facilitate implementation and
help foster technological innovation. Fostering domestic climate finance and green budgets,
aligning incentives to match climate change and other sustainable development objectives,
and making core climate policies like carbon pricing central to the strategy is also key to en-

hancing climate action across the economy.

LTS can help countries to plan national action for a just transition for workers and communi-
ties. In some sectors, the structural transformations needed for the transition to a low emission
economy may result in job losses. Because of their long-term and cross-sectoral character, LTS
may help countries identify policy opportunities to minimize disparities among winners and

losers, mitigating these negative impacts.



Finally,an LTS is a living document and regular updating is required as new insights, resear-
ch, data, and analyses become available. A clear plan for preparing the next iteration or revision
of the strategy informed by the outcomes of the M&E and MRV processes, new stakeholder
consultations and the latest science is advised. Convening regular national and subnational
knowledge-sharing meetings and collaborative online mechanisms to sustain the conversa-
tion on how to achieve a low-carbon economy and meet the goals of the 2050 vision can be
coordinated by a central climate change unit within the government. It is a preferred solution
to co-ordinate the periodic revision of the strategy with the NDC cycles, so that feedback from
the former can inform the latter, and vice versa. The LTS implementation strategy may also be
aligned with other types of national processes, such as review and approval of national budget

or approval of new development programmes.

ii. Content related key elements

It is important to set the context of the document and outline a clear long-term vision, bro-
ader than the pure long-term target. In most cases analysed, the overview of historical emis-
sions by sectors, background information on the Paris Agreement, long-term 2050 target and
intermediate targets, as well as key objectives and action items in each sector have been iden-
tified. Setting out the major changes needed to reach climate neutrality is key. It can present
the LTS as an economic opportunity for the country to modernize, innovate and maintain com-
petitiveness in a future sustainable world. There should also be an emphasis of the necessary
multilateral approach to effectively tackle climate change. The better alignment of financial
and fiscal policies with long-term climate risks and opportunities should be mentioned. A clear
and forward-looking vision of the transformation that is needed in order to meet the Paris Agre-
ement’s goals can reduce the risk of stranded assets or disadvantageous lock-ins of high emit-
ting infrastructure. By setting long-term priorities, LTS can enhance policy and regulatory cer-
tainty for investors, encouraging investment from the private sector to finance the transition.
Although elements contained in the strategy and its scope vary considerably across different
countries, the underlying visions and key mitigation targets often build on shared principles,

namely achieving low emission development by mid-century while ensuring societal well-be-
ing.

Obviously, emission reductions and enhancements of removals in individual sectors should
be elaborated. Emission reduction targets of non-CO, GHGs is a key, and even targets outside
emission reductions (e.g., share of renewables or number of zero energy buildings) could be
formulated. However, it is important that sector-specific policies and actions are adaptable, to a
certain extent, to provide flexibility to adapt to changing conditions.

Setting of interim, milestone targets and to elaborate on linkages with NDCs, SDGs and
other (societal) national goals are crucial as well as elaboration on synergies and potential
co-benefits. The GovReg demands to identify to the extent feasible, expected socio-economic
effect of the decarbonization measures, including, inter alia, aspects related to macro-economic
and social development, health risks and benefits and environmental protection, links to other
national long-term objectives, planning and other policies and measures, and investment. Ne-
vertheless, in the submitted LTSs there are weak linkages with NDCs, Sustainable Development
Goals (SDGs) and other societal goals. Less than half of them refer to the GHG or CO, emission
reduction targets expressed in their NDCs. Development and well-being targets beyond clima-
te change mitigation or adaptation are often missing. Short-term targets need to be linked to
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these long-term pathways to ensure alignment between the short-term and long-term goals.
LTS may help countries to identify the long-term mitigation opportunities for transformation
in all sectors of society and the areas where near-term action is needed to support such trans-
formation. Guided by a long-term vision, NDCs can put in place measures, projects and prog-
rammes which do not create a lock-in, i.e., deliver emissions reductions only in the short-term
but not the transformation needed in the long-run. For instance, while substituting coal with
natural gas could be an effective emission reduction measure in the short- and mid-term, coal-
to-gas switching without implementation of further efforts and deployment of carbon capture,
utilization and storage (CCUS) technologies may be insufficient to meet the transformation
needed in the long run. Working back from long-term targets in the LTS may be the way to
amend near-term policies and investments over time to reach the needed emissions reducti-
ons. Climate change mitigation can have significant positive impacts on public health through
improved air quality, improved mobility through integrated public transport and expansion of
energy access through deployment of distributed renewable energy. Identifying these kinds
of co-benefits can help to better align the incentives for early and ambitious mitigation action
that also delivers wider well-being benefits for both current and future generations. Therefore,
the question of early or delayed ambition should be examined from a wholistic point of view
rather than only based on direct costs, taking into account short term co-benefits and the as-
sociated positive economic and social consequences. The LTS also serves as an opportunity for
linking the temperature goal set by the Paris Agreement with the Sustainable Development
Goals (SDGs) defined in the Agenda 2030. Important synergies link climate change mitigation
and adaptation with the SDGs. Analysing SDG indicators through a climate mitigation lens can
guide countries in the process of identifying policies and measures capable of achieving mul-
tiple well-being goals. Nevertheless, only a few countries have highlighted synergies between
the two in their LTS. The LTS should communicate on benefits other than climate change mi-
tigation, such as clean air, health, biodiversity and jobs. Moreover, considering political economy
factors such as redistribution or social compensatory measures for those adversely affected by
the transition provides credibility and enhances political acceptance. Last but not least it should
also be noted that if NDCs are off track and unambitious, it will be harder to reach the goals and
the scenario outlined in the LTS in the future. Therefore, the development of LT-LEDS is also an

opportunity to revise the NDC.

Ambitious and sustained global action on climate change is not just an environmental pri-
ority, it is also a pro-growth economic strategy. The cleaner way of GDP growth, raising emp-
loyment, creating a predictable business environment, the possibility of poverty reduction
should all be addressed. The expected progress on transition to a low greenhouse gas emis-
sion economy, including greenhouse gas intensity, CO, intensity of gross domestic product,
related estimates of long-term investment, and strategies for related research, development
and innovation should be included on the basis of the GovReg. Effective action to limit climate
damages and risks requires all countries to pursue an economic transformation, which will have
far reaching implications on employment, local and regional development, fiscal and budge-
tary issues. LTS could help anticipating impacts on employment and planning for adequate
socio-economic protection for job losses. The LTS may therefore consider the areas where prog-
rammes for the re-skilling of workers or social subsidy schemes would be needed in the long-
term. LTS, in this context, can also be useful to promote the public acceptability of ambitious
climate action, demonstrating that compensation systems can offset the regressive impacts
of mitigation measures. For businesses and entrepreneurs, LTS could serve as an indication of
regulatory certainty and identification of national fiscal and financial priorities, as they could



provide information regarding the trajectory of national policies and development. It could also
be a useful tool to send out signals of investment needs, thereby encouraging international
inflows of finance. Communication of a long-term vision, clear and defined mitigation targets,
predictability of climate-related support policies as well as increased level of ambition, would
positively influence the ability to mobilize private climate finance. Estimating the effects of the
LTS on socioeconomic and environmental priorities helps identify and pre-emptively address
impacts. To do so, it requires a thoughtful selection of indicators. This, in turn, enhances the po-
litical acceptability and credibility of the LTS by demonstrating that climate change mitigation

will not come at the expense of other socioeconomic and environmental objectives.

Pathways will help to envision the transition to low carbon economic development integra-
ting the needed institutional, economic, technological and social changes, and the phases to
achieve them. It seems useful to develop different scenarios leading to the same target or level
of emissions reductions, varying in e.g., transformation opportunities, technology options and
costs of overall mitigation. Modelling and scenario development exercises can help to identify
different potential pathways and trajectories with different policy options and economic and
carbon budget implications that countries can implement to achieve one final, long-term tar-
get. Feasible pathways in the LTS illustrates aspirations on how to reach national long-term mi-
tigation targets and helps ensure credibility and transparency. However, these pathways should
be linked to existing national strategies to enhance coherence with other national priorities
and pre-existing measures. On the one hand including multiple pathways in the strategy could
create confusion in terms of the allocation of responsibility and capacity to reach ambition but
on the other hand it allows for more flexibility to reach the economy-wide reduction target in
light of currently uncertain developments (e.g., in technologies). Therefore, it is beneficial set-
ting out alternative pathways to 2050 and subsequent revisions of LTS will clarify the desired
one beyond 2030.

The inclusion of a long-term financial and investment vision in the country’s LTS can signifi-
cantly facilitate the implementation. The development of a long-term financial and investment
vision can include the identification of national resources or funds that are readily available in
the short-term for the implementation of the strategy, the identification of areas of actions
where further investments may be needed in the long run, as well as potential policies and inst-
ruments that may be useful to promote such investments. It is also useful to include preliminary
estimates of the overall implementation cost of the strategy, including assessments of what
can be covered by national budget and identify areas that may benefit from e.g., EU support
and private investments. In addition, assessing potential financing gaps can facilitate the iden-
tification of suitable policies aimed at enhancing investments in specific areas and leveraging
additional resources. According to the OECD potential investment gaps worldwide may not be
the result of a lack of capital but are rather linked to the lack of easily identifiable and bankable
projects. A vision for resourcing the strategy could foster dialogues between the ministries of
finance and alignment of fiscal and financial policies with a low-emission pathway, helping to
reduce risk of misaligned fiscal incentives. It could also help to re-consider budgeting processes
and fiscal incentives in a more strategic and climate-oriented manner. Including considerations
on how to resource the LTS can also facilitate the identification of synergies between mitigation
measures and fiscal revenues. Some policy tools relevant for climate change mitigation - no-
tably carbon pricing - can generate significant revenues that can thereafter be used to support
investments aimed at reinforcing sustainable infrastructure and at achieving other national

objectives.
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Because of its focus on development, LTS may also include strategies for adaptation — which
may be a precondition to the achievement of other societal goals. Planning long-term adapta-
tion strategies in combination with long-term climate mitigation strategies can help to better
identify and to take advantage of the strong synergies existing between the two. For example,
in its LTS Fiji usefully highlights and reinforces linkages between adaptation and mitigation
measures in the electricity sector: the strategy envisages a review of design and construction
standards for renewable energy facilities with the aim to improve climate resilience, as changed
weather conditions as a consequence of climate change may put facilities and infrastructure

at risk.

Finally, scientifically sound modelling demonstrates the feasibility of the targets and, in turn,
enhances the credibility of the whole LTS. Modelling the impact of the targets in the LTS on
other policy dimensions, including employment, competitiveness, distributional consequen-
ces, and air pollution, it helps to demonstrate synergies between climate mitigation and other
policy priorities. It is important to set targets and design policies based on robust data, model-
ling and realistic projections. However, modelling and scenario building cannot alone identify
achievable targets. Because of their implicit level of uncertainty, it is important to complement
modelling outcomes with other types of socio-economic considerations. The use of qualitative
narratives or storylines can help link quantitative assessments with policy narratives. Moreover,
“foresight units” can add to the strategic value to scenarios and projections, by tracking and
analysing emerging trends (“weak signals”) and produce predictions about how these trends
could impact scenarios and projections obtained from models. Modelling also creates technical

know-how for future iterations of the LTS or for the creation of other long-term strategies.

b) Lessons learned from country level case studies

To carry out policy-coordination process in SKian “ad hoc working group on the pre-
paration of a low-carbon strategy” was established, composed of representatives of the state
administration as well as representatives of academia and employers’ associations. The basis of
the working group was the already existing working group for the preparation of the Low-Car-
bon Strategy, which had been set up under the Commission for the Coordination of Climate
Change Policy at the level of State Secretaries. In addition to this working group, six working
groups were set up by individual sectors. Fiji e.g., held three national stakeholder consultation
workshops, during which participants could provide feedback on proposed plans and actions.
Both DE and FR organized several workshops with key stakeholders, including trade unions,
business associations, civil society groups and subnational governments. The UK opted for a
targeted approach and consulted relevant stakeholders for specific questions related to the LTS
as needed. In its vision the UK highlights that early action on low-carbon growth is an opportu-
nity for the UK’s economy since it may allow UK firms to benefit from first-mover advantages in
the development and manufacturing of high-tech low carbon technologies. In parallel, the UK's
Industrial Strategy includes four action points for the upcoming decades, one of which is cle-
an growth. UK's LTS is at the heart of the government’s National Industrial Strategy, a national
plan to boost overall productivity and increase earning power throughout the UK. The LTS aims
to transform the whole economy and modernize all sectors while ensuring climate neutrality
and economic growth. Large green finance investments are expected to support technological
innovation, modernization of buildings, transport and power sectors, while protecting house-
holds and businesses from energy costs. FR LTS states that alongside reducing GHG emissions,

the strategy is meant to create better jobs and improve the quality of lives, while restoring as



well as protecting biodiversity. The DE LTS provides a framework for all stakeholders, including
investors and firms. According to the document, acting quickly on climate change will also
enhance the competitiveness of German firms in a low-carbon world. Moreover, the transfor-
mation is seen as an opportunity for economic growth that will position German firms to ex-
port high-quality environmental goods. The document highlights that the process needs to be
smooth and avoid structural breaks, in particular, for the coal-dependent regions.

In setting their targets, most countries envisage a reduction expressed in terms of percen-
tage compared to a base year, whereas e.g., CZ¥x set absolute targets expressed in terms of
Mt CO,-eq. Some countries set also milestone targets, either quantitative or qualitative, or both.
FR added other non-GHG emission targets, such as the number of energy efficient homes built
each year, or the number of electric cars deployed. These targets were introduced to provide
guidance rather than to set binding targets. In DE the LTS's total reduction of greenhouse gas
emissions is broken down by economic sectors. In the case of the UK, the Clean Growth Stra-
tegy does not include binding sectoral targets but provides indicative ones. Additional policies
for each sector are based on a marginal abatement cost curve, which aims at developing a
cost-efficient pathway to meet the carbon budgets (assuming current market, technological
and structural conditions). This analysis is complemented with information on existing barriers
to different actions, and considerations on the rate at which low carbon options could be adop-
ted, as well as on the time that making key decisions could take.

Regarding necessary cross-cutting and overarching policies FR listed among others to
reduce carbon footprints and placing this objective at the heart of decision-making (e.g. in-
tegrating life-cycle analysis in public projects, notably in transport and buildings), reorienting
investments (by raising awareness among institutional stakeholders on the impact of their in-
vestment choices, e.g. through life-cycle analysis as a selection criteria for projects, and gradually
increasing the price of carbon); managing land sustainably (e.g. by enhancing urban planning
and in this way bringing residential developments closer to jobs and leisure facilities), promo-
ting and providing incentives for climate-friendly investments, or putting in place efficient fi-
nancial markets to encourage climate-conscious investment decisions. The UK Clean Growth
Strategy presents “action items”. However, details on the implementation of each action item
are open for interpretation. For example, developing green finance is one of the key drivers for
green growth in the UK. Therefore, one action item aims to accelerate Clean Growth by setting
up a Green Finance Taskforce, which will provide recommendations for public and private in-
vestment to meet carbon budgets. The Green Finance Taskforce is responsible for disbursing
funds in the most adequate way and on a case-by-case basis, which is why the description on
how this disbursement is to be made is intentionally left general. The Green Finance Taskforce
also work with the British Standards Institution (technical standards for products and services)
to develop a set of voluntary green and sustainable finance management standards. Further, it
will work with mortgage lenders to develop green mortgage products that take account for the
lower lending risk and enhanced repayment associated with more energy efficient properties.
Both DE, FR and UK highlight the importance of carbon pricing for the transformative shift
needed to tackle climate change and move towards a sustainable economy. Other policies are
also recognized as necessary for reaching the set level of ambition, including fostering research,
development and innovation.

Nearly half of the LTSs do not contain any specific reference to NDCs. When the reference is
made, the documents simply mention the NDC targets without exploring the potential linka-
ges between that target and the LTS in terms of e.g., scope, gas and coverage, policies or insti-
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tutional arrangements. Only Fiji and the Marshall Islands®c contain deeper linkages with their
respective NDCs, and the latter in particular states that the strategy is intended to inform and

provide recommendations for targets to be included in future NDCs.

Only six out of the 17 LTS highlight linkages with SDGs. When mentioned, linkages with
SDGs and some of the potential co-benefits are simply listed and not explored in detail. Nonet-
heless DE's LTS makes a clear reference to the SDGs. The document explicitly mentions that
Germany'’s energy transition must be in line with the strategy for sustainable development set
out by the government. It specifically mentions potential synergies with the SDGCs e.g., having
a climate-neutral building sector would reinforce SDG 11 (“make cities and human settlements
inclusive, safe, resilient and sustainable”). Moreover, the LTS also refers to potential trade-offs
between climate mitigation and other SDGs. It refers to the competition of land-use betwe-
en food production (SDG 2), biodiversity (SDG 15) and the production of agricultural biofuels,
concluding that bioenergy from waste and residues rather than cropland will be the predomi-
nant source of biofuels in the future. In total, the German LTS explicitly mentions SDGs 2, 5, 9,
10, 12, 13, 14, 15, and 16. The German impact assessment of the sectoral targets by 2030 shows
that achieving the 2030 targets brings gross employment benefits (SDG 8) and substantially
reduces the levels of local air pollution thereby improving health outcomes (SDG 3). Moreover,
the report of the Commission for growth, structural change, and employment highlights that
financing projects in the coal regions must be in line with the SDGCs, emphasizing the promo-

tion of a carbon-neutral economy (SDG 13).

Only few LTS have a clear and concrete focus on economic and societal development and
only Indonesia® presents a quantitative economy-related goal (GDP growth of 6% per year
between 2019 and 2045). SK built its LTS on a Low-Carbon Growth Study=<i, that is only avai-
lable in Slovakian. FR quantifies the impact of the LTS on other policy objectives in an ex-ante
assessment. The French estimate predicts that the LTS will have a positive impact on econo-
mic growth while reducing household energy bills through improvements in energy efficiency.
However, in FR and UK, the LTS mentions — but does not provide significant detail on - a wide
range of other benefits that go beyond a positive effect on economic growth: a more inclu-
sive society, less pollution, better indoor and outdoor air quality, less noise, better health, less
operational risks resulting from fossil fuel extraction, and more biodiversity. DE's assessment
quantified the impact of the sectoral goals by 2030 on other policy priorities, including com-
petitiveness, employment, cost of housing, and local air pollution. E.g., it says that employment
gains in some sectors outweigh employment losses in others, which need to be carefully add-
ressed with. Most if not all countries face trade-offs between the mitigation goals set out in the
LTS and other policy priorities, including competitiveness, employment, alleviating fuel poverty
and conflicts of land-use. Measures on how to attenuate these effects needs to be addressed.

Hardly any of the strategies include investment plans for resourcing the LTS, but a couple of
them provide cost estimates for some of the measures and visions outlined, with variable levels
of detail. PT>¢land UK provide detailed and sector-specific information on investment needs
and to identify national, European and private sector financing instruments that can be used to
resource the strategy. In the remaining strategies, the level of detail and the scope of informa-
tion on financial resources and investment needs vary considerably. For example, Mexico high-
lights that the country's General Climate Change Law creates the Climate Change Fund, which
will help financing relevant projects in the country and underlying the need to “promote invest-
ment” in some areas. DE identifies macro-areas for intervention, such as the need to incentivize

climate-friendly investments and enhancing transparency on climate risks to which investors



are exposed. Costing exercises along with an analysis of current public expenditures and exist-
ing national funds can help a country to gain a clearer understanding of the financial resources
that could be available to finance the low-emission transition. For example, in estimating the
aggregate amount of investments needed by 2050 to implement its strategy, PT has identified
what share of these investments is already covered by planned and ongoing measures for the
modernization of the economy.

Only the long-term strategies that Mexico and Benin®<" submitted to the UNFCCC Secreta-
riat give equal prominence to adaptation and mitigation, however they do not integrate adap-
tation aspects into mitigation they talk about adaptation under stand-alone sections, as well as
others (e.g., Slovakia) who mainly lists their respective adaptation strategies contained in other
documents but do not link them in a detailed manner.

After setting the targets, DE, FR, UK verified the feasibility of emission reduction targets using
bottom-up sectoral models. These models typically incorporate assumptions about aggregate
socioeconomic variables (population, GDP growth, etc.) as well as sector-specific variables (e.g.,
energy intensity, carbon intensity, demand) to project emissions paths. These assumptions are
based on a critical review of current and expected technological options for the sectors. UK
and FR predominantly used existing in-house sectoral models developed in co-operation with
external research institutes. Most LTS include GHG projections for different mitigation scenari-
0s. Most countries include at least a Business-as-usual (BAU) and a “with additional measures”
scenario. However, there is one selected to reduce GHG until 2050 for DE as well as FR, and to
2032 in UK linked to the carbon budgets already approved and subject to forthcoming recom-
mendations. FR and UK included details on the modelling of the pathway unlike DE. UK added
3 "extreme” pathways until 2050. An electrification pathway, where electricity is the main sour-
ce of energy in 2050. Gas boilers are replaced with electric heating, industry moves to cleaner
fuels, and cars become electric. Altogether this means, the UK uses around 80 percent more
electricity than today, and virtually all of it comes from clean sources (renewables and nuc-
lear). In this pathway, Carbon Capture, Utilization and Storage (CCUS) is not used. A hydrogen
pathway, where hydrogen is used to heat homes as well as to fuel many vehicles. Existing gas
infrastructure is adapted to suit hydrogen purposes and add hydrogen fuelling stations to the
existing network. A large new industry of hydrogen production is built using natural gas and
CCUS. And an emission removal pathway, where sustainable biomass power stations are used
in tandem with CCUS technology. Carbon is removed from the atmosphere by plants (biomass)
as they grow and, when the biomass is used to generate electricity, emissions are captured
and stored instead of returning to the atmosphere. There is still a significant clean transition
in other sectors but successful innovation in emissions removal allows more time for some of
these changes. This approach allowed the UK to identify the type of technologies needed in the
future regardless of which scenario is actually realized or dominates in future. The exercise also
identified decisions that can be taken now, which would be valid in any of the extreme scenari-
os so-called “no regrets” options. The reductions across sectors corresponding to each extreme
scenario are included in the Annex of the UK LTS. FR developed a central reference scenario
based on sector-specific models used by other ministries and provided by external modelling
firms, to ensure consistency of the results across ministries and sectors. FR used two models
(NEMESIS and THREEME) to assess macroeconomic impacts (e.g., number of jobs created) of
the LTS compared to a trend-based scenario based on existing measures. According to the two
models, GDP is expected to be boosted by EUR 25 billion per year over the period 2014 to 2035.
Over this period, 108,000 additional jobs per year will be created according to NEMESIS, while
THREEME estimates this number to be around 350,000 jobs per year. Other positive effects

39



40

were detected: lower production costs due to energy savings for first movers in the low-carbon
technology. However, there will be expected job losses in the sectors dependent on fossil fuel.
In order to ensure that no one is left behind, the FR LTS set measures to facilitate a professional
transition for employees in the sectors towards the emerging green economy. It also quantifies
positive social impacts. Equitable distribution is at the heart of the social impacts looked at by
the government. For example, for housing, in the long term, investments by the homeowner for
renovation will be compensated by future savings on households’ energy bills. Furthermore, an
average assessment of citizens' savings over time across levels of income has been conducted.
Additionally, in the transport sector, the impact of the modal shift was estimated for each type
of household and analysed by income level. These distributional impacts assessments could
be done in a more regular way to ensure in a timely manner that most vulnerable people are
not impacted by the energy transition and climate policies. Furthermore, other environmental
challenges and public health issues were quantified in the document such as the decrease of
environmental damages due to extraction, more sustainable transport and better distribution
of the infrastructure, also, improvements in air and water pollution, indoor air quality, or noi-
se pollution. DE assessed its aggregate and sectoral targets based on existing scenarios from
the scientific literature and commissioned one study from a research institute, which included
modelling exercises. DE's impact assessment showed two different pathways for achieving the
sectoral targets by 2030. In the high energy efficiency pathway, all sectors experience higher
efficiency improvements relative to a business-as-usual scenario to reach the 2030 targets. For
example, in the buildings sector, most of the emission reductions result from efficiency impro-
vements instead of using renewable energy for space heating. The transport sector is assumed
to witness large efficiency improvements of cars' internal combustion engines whereas the
industry sector benefits from improvements in material efficiency as well as fuel switching (bi-
omass and power to heat). In the high renewable pathway, all sectors are exploiting their poten-
tial for the use of renewable energy. For example, there is an increasing electrification of the car
fleet which is fuelled by electricity from renewable energies. Similarly, the industry sector uses
more electricity requiring a more stringent deployment of renewable energy sources, notably
solar PV and wind.

FR has the most elaborated indicator system, and the strategy outlines a dashboard com-
posed of 184 indicators, categorized into “results”, “context”, and “policy recommendation fol-
low-up” indicators, published by the government biannually. Results indicators include direct
results regarding national targets, carbon footprint, sectoral and national emissions, level of
investments, etc. Context indicators comprise socio-economic, climate, environmental and
technology indicators that describe both conditions relevant for result indicators (e.g., the har-
shness of winter) as well as effects on other policy priorities (e.g., supply and demand for green
jobs, population exposed to energetic vulnerability, etc.). The indicators related to the moni-
toring of policy recommendations estimate the level of integration in public policies of each
recommendation of the LTS. DE does not explicitly mention any indicators, but it refers to the
annual Climate Action reports as the main monitoring tool. In these reports started in 2014, the
German government uses indicators to track GHG emissions by economic sector and to inform
the government on progress made towards the interim target. Moreover, the reports attempt
to quantify the impact of the Climate Action Programme 2020 by using an ex-ante estimate
of policy effects and by ex-post evaluation. The ex-ante estimate of policy effects is based on
economic modelling, i.e., how future emissions will evolve after enacting specific climate poli-
cies. Enacted policies are also evaluated ex-post by measuring their impact on actual emission

reductions. The results of both the ex-ante estimate and the ex-post evaluation will feed into the



next update of the LTS. The UK illustrates a set of indicators, on an overall basis but also across
sectors, that could illustrate how the 2032 pathway is performing. Besides overall GHG emission
and GHG emissions by sector, there is one key indicator, which is the Emissions Intensity Ratio.
This equals the amount of GHG per unit of GDP. Other indicators including emissions per capi-
ta, final energy consumption intensity of GDP, or energy use per households complement the
key indicators.

In terms of funding implementation, the UK has set up the Green Finance Taskforce to de-
cide how to best allocate and mobilize funds outlined in the LTS. Since then, for instance the
Green Finance Taskforce has recommended that the Government and the City of London has
established a new Green Finance Institute under the Green Finance Initiative, which could host
a Green Fintech Hub. Additionally, the Government and the new Institute should deliver a joint
strategy on green finance. Companies and investors should use the framework from the Task-
force on Climate-related Financial Disclosures to develop their financial, corporate governance
and stewardship disclosures, and the UK Government should conduct a review of disclosure in
2020 to monitor and encourage market adoption amongst both issuers and users. FR delivers
on its commitment to financing the LTS via its initiative on green budgeting. They released a
report showing an assessments of tax revenues and expenditures, by type of tax, programme,
and beneficiary. This included information on revenues from energy and environmental taxes
from relevant national programmes, and on fossil fuel subsidies for some sectors. In addition, as
part of the National Budget law, a “Transversal Policy Document” that called for climate action
was released, summarizing the climate expenditures across all sectors (e.g., aviation, research,
forestry, etc.). DE explicitly states that the LTS is a strategic document that outlines the vision
and strategies for Germany in the short, medium and long term without predetermining public
budgets. Instead, the measures will be funded from the individual budgets of the respective

ministries in the respective years.

c) Addressing the recent experience of COVID-19

The COVID-19 pandemicis the first “prototype crisis” in the Anthropocene era, and it is feared
that many similar or even more severe ones will follow. It has struck in times when our major
sub-systems have already been put to their edges by our unsustainable development, therefore
it has easily triggered a domino effect: it has started as mainly sanitary related but very quickly
turned into an economic depression that has not been seen for 100 years, which resulted in the
collapse of job markets. So now we are facing with multiple crisis at the same time. The IMFo<v
predicts that the global economy would sharply contract by 3% with all advanced economies
expected to fall into recession and contract by 6.1% in 2020. In order to overcome these difficul-
ties many countries are going to ask for loans therefore their national debt will increase which
will eat up their future elbow room. And after all it is our children who will have to pay the debt
both financially and by other means. Even the EU Commission has® to borrowed €750 billion
on the financial markets. Moreover, behind all of these processes there are other worrying dri-
vers such as climate change and the critical condition of the natural resources. It follows that
first this whole phenomenon should be seen as one systematic problem, and subsequently
it should be managed inter alia by learning from the current prototype crisis for the future. It
is advised that the final 2050 plans should include this very fresh experience of the COVID-19
pandemic and should utilize the opportunity to identify assessments and possible way of so-
|lutions that are relevant for the societies of the CPs. Moreover, thes should take into account

the short- and long-term goals and challenges at the same time and provides for ideas that are
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sustainable in the long term but are able to trigger short term solutions leading to quick results.
What we have witnessed first and foremost was that during the time of crisis everything that
is more environmentally sustainable generally reacts better to an economic crisis. That was
evidenced when long supply chains collapsed compared to e.g., local food production, or when
long haul flights have been cancelled and people reduced their unnecessary mobility demands
changing to a more digital therefore less pollutive way of operation. It is also true that when a
crisis occurs energy or food independence could be more vital than ever. For instance, in CPs
like some in the Western Balkans, who are lacking major fossil fuel resources the installation of
renewable energy capacity could not only provide jobs in the short-term, but energy indepen-
dence in the medium-term and sustainable economic structure in the long-term. The build-up
of these capacities could also result in the possibility to export more. We need to adapt not just
our natural environment and infrastructure but also our economy for the future. In parallel with
job creation, we need to ensure economic growth in a sustainable manner i.e.,, we need to boost
an adaptive clean growth as soon as possible. All the measure we take now needs to be able to

be inserted into the long-term ambitions.

All in all, the proposals in this paper should also be presented as options that could facilita-
te the speed recovery after COVID-19 and ensure medium to long term sustainable economic
growth which will be more resilient towards future COVID-19 type crisis. This could be done by
e.g., making the short and medium term economic and employment impacts of some of the
proposed mitigation measures as evaluation criteria in the document. So, after we beat CO-
VID-19 the new catchword should be to “flatten the GHG emission curve” and build back a much

more resilient i.e., more sustainable economies.




9. Summary

This chapter will aim to give a summary of the possible aspects of achieving the climate neu-

trality target in the Energy Community and to provide some proposals for further consideration.

This paper has concluded that climate change is already having its negative effects on
the CPs of the EnC today and inaction will even have further even harsher consequences on
them. Such as changes in precipitation and the loss of water resources, which can have negative
effects on agriculture and forestry or the access to quality drinking water and even negative-
ly affect power generation. Furthermore, climate change and rising temperatures could create
favourable conditions for the outbreak of vector-borne diseases and transitional population mi-
gration from parts of the world that will be further negatively affected by the changing climate.
Climate neutrality does not mean that CPs will have to cut their emissions to zero, through the
use of sinks, they will only have to cut their emissions to a lower level.

Furthermore, this paper has also examined the international requirements towards CPs,
such as the climate neutrality target of the PA in line with the recommmendations of the IPCC and
the political commitment of the EU to be the first climate neutral continent by 2050. The latter
will be underlined through the European Climate Law to be adopted later this year. As of Jan-
uary 2021, there are 37 climate neutrality commitments and some CPs have made this political
declaration as well through the Sofia Declaration on the Green Agenda for the Western Balkans
or we can also mention the announcement of Ukraine. Furthermore, the European Green Deal
and the Economic and Investment Plan for the Western Balkans are there to support the CPs in
a just transition towards a climate neutral economy. This shows the global and European trends

towards climate neutrality, that the CPs should follow.

This paper has also assessed the positive effects and co-benefits of setting up and imple-
menting climate neutrality targets. By setting up such targets, CPs can access development
finance supporting their just transition towards a climate neutral economy and can potentially
also mitigate the effects of the proposed Carbon Border Adjustment Mechanism by setting up
EU ETS compatible carbon pricing systems. Furthermore, by becoming climate neutral the se-
rious air quality problem of the CPs can be mitigated which in the end could save the lives of
tens of thousands of their citizens and save cost on their health systems and economies. Climate
neutrality was assessed to have positive effects also on food systems and the environment. Also,
by phasing out fossil fuels and their subsidies, financial resources can be used to develop the

economies and raise employment of CPs.

Economic aspects of climate neutrality were also assessed to be on the positive side. By
avoiding the effects of CBAM, CPs would have a competitive advantage to other competitors.
The EC has reviewed its trade policies and reasserts the EU’s plan to encourage digital and green
transitions. By embarking on a green and just transition, the CPs could exploit the positive ef-
fects of EU trade even further. However, it is visible that the financial sector is also changing
its policies and greening its portfolios, therefore financial flows will go more and more towards
sustainable investments. With these new green financial means and the huge energy efficiency
and renewables potential of the CPs could support the creation of green high-quality jobs and
support the reaching of the climate neutrality target. Further sectors to be well managed are

waste management and transport.
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The paper also assessed the economic costs of no actions, e.g. not setting and implement-
ing carbon neutrality goals. It was noted that there are direct costs, indirect costs and the costs
of uncertainty which should be kept in mind by CPs. Some assessments predict that if the EU
economy would be exposed to a global warming of 3°C above pre-industrial levels, it would re-
sult in an annual loss of at least €170 billion. The floods in the Western Balkans have caused also
damages in the range of € billions, while the lack of reliable rainfall could also reduce hydropow-
er production in the future. Such dire forecasts can be true for other CPs as well, for example
climate-driven disasters could cost Georgia as much as $12 billion over the next ten years. The
World Bank has estimated that costs of adapting to even a 2°C of warming by 2050 might be
$75-100 billion a year for developing countries. The paper also assessed further cost implications
to CPs of stranded assets, if they continue to invest in fossil fuels and unsustainable infrastruc-
ture in the future.

All the above aspects underline the need of CPs to set an ambitious climate neutrality
target and to embark on the road towards implementation as soon as possible. How this path-
way can be managed, was discussed in chapter 8 of this paper, where the best practices of al-
ready available long-term low greenhouse gas emission development strategies were assessed.
The paper provided its recommendations on key elements during the formulation and imple-
mentation of long-term targets and also on content related key elements. In the paper some
specific lessons learned were also portrayed with the help of country level case studies while it
has addressed the recent experiences of the COVID-19 pandemic as well. Through the lessons
learned from the existing long-term strategies, CPs can not only set political commitments
towards climate neutrality but can also have a toolset to draw pathways to implement this
ambitious target.

Photo 6.
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