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ESG INSIGHT

Green Deal tracker: year-end
review 2024

The EU ended 2024 by landing final details of its Green Deal policies,
rather than launching new ones. We summarise recent legislative
outcomes below (the last one closed as late as 19 December), and
highlight those we believe will have notable market effects, as actual
implementation starts now.

The key priority for the European Commission’s new 2024-2029 strategy
is to balance EU competitiveness with climate goals. In this context, we
see new regulatory trends in 2025: resource efficiency and supply chain
management/human rights, alongside the ongoing energy transition.

Of the now-sealed policies, some laws are more notable for capital markets than
others. The Green Deal is a complex package of laws affecting almost every part of the
economy. Of the below-listed, we find the Deforestation Regulation and Energy
Performance of Buildings Directive key to watch short-term, for their potentially costly
effect and for signalling which direction the EU’s sustainability agenda will take.

We believe the priorities of the new five-year strategy (2024-2029) will deepen,
rather than widen, ESG regulation. As discussed in our H1 Green Deal tracker (July
2024), the enactment of ESG regulations has been largely unaffected by the new
European Parliament and Commission, despite fewer seats for the Greens. We see
several reasons for this:

B The EUworks in cycles. The 2019-2024 ‘ESG laws boom’ was expected first to grow,
and later to slow, once the Green Deal strategy and related regulations were launched,
negotiated, and enacted into law. Notably, real implementation and market effects
begin now. We thus expect a more pragmatic, action-oriented ESG focus in the EU,
and fewer high ambitions and less window-dressing. ESG implementation is set to be
tested starting in March 2025, when EU companies’ inaugural ‘Corporate Sustainability
Reporting Directive’ disclosures are due, enabling investors to compare ESG
performance for the first time. The EU’s new five-year strategy for 2024-2029 would
shift focus to new important priorities, such as defence and competitiveness.

B After becoming law, regulations are hard to retract in their entirety. A change in
the law (and even a delay — see for instance the Deforestation Regulation and
Combustion Engine ban described below) would require a full legislative process from
Commission proposal to approval in the European Parliament and Council. Delays and
temporary setbacks are more likely, however, and in H2 2024 we saw certain member
states cautioned from being first movers (e.g. Germany related to the Combustion
Engine ban and Norway, related to the Energy Performance of Buildings Directive),
ultimately affecting investor sentiment, even though the EU’s long-term direction is still
intact.

B The ‘Trump effect’ on ongoing ESG regulations will be marginal, in our view. The
coming Donald Trump presidency poses notable uncertainty for ESG-related areas,
such as global climate diplomacy, the investment appetite for renewables, and US
climate risk disclosure requirements. However, as we have previously noted
(November 2024), it is likely that the ongoing climate initiatives under the Inflation
Reduction Act, with clear US economic benefits, would prevail under Donald Trump.
Moreover, in terms of the EU’'s ongoing ESG policies, we believe the European
Parliament and Commission will push forward as planned.
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Green Deal/EU Fit for 55: Key regulatory changes, H2 2024

The table below covers key legislative changes and outcomes from H2 2024, and is best read as a supplement to our previous
Green Deal and Fit for 55 publications. As always, please contact us if you would like further information on the EU’s
Sustainable Finance or previously passed regulations, such as the Euro 7, EU ETS Reform (including shipping), ReFuelEU
and FuelEU Maritime, CBAM, Critical Raw Materials Act, Renewable Energy Directive, Energy Efficiency Directive, and Net
Zero Industry Act.

CO2 emissions standards for trucks and cars

What is new: Completed with formal adoption in April 2023. Resurfaced in H2 2024 to
become ‘the’ law that the newly appointed European Parliament wants to repeal, or at least
delay. This is likely to happen in H1 2025, in our view.

New rules imply: The law bans the sale of new combustion cars by 2035. However, this
past year, several member states, led by Germany, have called for a repeal or backtrack,
citing consumer costs and impaired competitiveness for Europe’s ailing automotive sector.
While keeping the phase-out of combustion engines alive (as transportation accounts for
40% of the EU’s total emissions), implementation of the law is likely to be delayed, especially
as competitiveness is a key focus of the EU’s new strategic agenda.

Market effect: We believe this ban will affect consumers more than the already transitioning
sector of car suppliers and manufacturers. Although EV demand in general will continue to
grow, in our opinion, the expected delay to the 2035 ban (likely to pass, in our view) could
put potential negative pressure on EV producers’ target markets. Hence, we have seen
producers backtracking their targets. For example, Volvo Cars abandoned its target to
produce only fully electric cars by 2030, citing changing market conditions.

Deforestation Regulation

What is new: Completed, but delayed. On 17 and 18 December, the European Parliament
and Council formally approved a one-year delay in the EU Deforestation Regulation (EUDR).
The affected businesses (see examples below) expressed relief after months of complaining
that the new oversight rules to prevent products driving deforestation from entering the EU
market would be too difficult to implement in 2024.

In our view, the delay was expected and driven by compliance and administrative burdens,
rather than a change in sentiment of the incoming Parliament, which has underlined the
importance of biodiversity and deforestation priorities. The law text was not watered-down.

Recap: The regulation was first completed and adopted in June 2023. Member states,
operators, and traders have until 30 December 2025 (delayed from 2024) to implement new
deforestation oversight standards before the new rules kick in.

Content of the rules set to begin on 30 December 2025 (delayed from 2024)

Products from palm oil, soya, wood, cocoa, coffee, cattle, and rubber may be placed or made
available on the EU market, or exported from the EU, only if they meet the following
requirements:

B Deforestation-free: Relevant products must be traceable to the plot of land where the
relevant commodities were produced/harvested, and such plot of land must not have been
subject to deforestation or to forest degradation after 31 December 2020.

B |egality: Production/harvesting of the relevant commodities on the respective plot of land
must be compliant with relevant legislation of the country of production.
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B Due diligence statement (DDS): Each batch of relevant products must be covered by a
DDS and submitted/approved into the EU Information System. EU companies that import
these commodities would need to improve supply-chain transparency by end-2025
(delayed from 2024).

Market effect:

In short, we believe there is more downside potential for companies that fail to comply than
there is upside potential for those that do comply. In terms of downside risk, scrutiny and
costs could be significant for companies with a large share of imported commodities,
especially from ‘high risk’ geolocations that are yet to be determined. The bureaucracy
related to compliance is substantial. Affected sectors and companies include: tyre companies
(Nokian), food (AAK), seafood (e.g. Mowi, Bakkafrost), and retail (e.g. Orkla, Axfood),
which are all ahead of the compliance curve, in our view, with a high rate of suppliers
audited/certified and regulated product traceability. The Nordic forestry sector (e.g. Norske
Skog, SCA, Stora Enso, and UPM) are also relatively well-positioned due to existing strict
deforestation and traceability policies. The laws will likely disproportionally affect small and
private forestry companies. However, on the upside, we believe compliance would not be
likely to constitute a material competitive edge in the broader picture.

‘E’ versus ‘S’ dilemma: We see that responsible importers of commodities from less-
developed countries face the dilemma of, on one hand, sourcing from compliant mass-
producers, or on the other hand, training and helping transition less-compliant local
producers.

For more details, see our Market Comment published 14 November 2024

Energy Performance in Buildings Directive (EPBD

What is new: On track. At the EU level, not much is new after the EPBD was completed and
published in the Official Journal on 8 May 2024. However, at the member-states level, the
two-year timeline has started to incorporate the rules into national legislation. In practice, this
means that all local laws and standards must be updated to mirror those of the EU. Thus, we
see changes in the Nordic countries, where Sweden leads.

In Sweden, the Swedish National Board of Housing, Building and Planning (Boverket) plans
to integrate the EPBD into Swedish law by 29 May 2026. In October 2024, it issued the
preliminary calculations of Minimum Energy Performance Standards (MEPS). This means
that Sweden now has an indicative threshold above which commercial buildings need to be
renovated to improve energy performance. For example, Boverket estimates that of more
than 87 000 commercial buildings, ¢7.8% would need renovation by 2030 and c15% by 2033.

In Norway, the government has not yet confirmed that EPBD will be implemented by the 29
May 2026 deadline. In 2024, the Ministry of Energy issued an official public hearing on the
updated Norwegian energy standards (i.e. how to rate, scale, and disclose building energy
performance), which are set to apply from 1 January 2025. However, no other calculations
have been set, leaving significant uncertainty in Norway’s ability to implement the EPBD at
the same speed as the EU.

What the new rules imply: To speed up building renovation rates, benefiting construction

companies and increasing capex for real estate companies:

B Minimum energy performance standards must be met, leading to renovations of the worst-
performing 16% of buildings by 2030 and 26% of buildings by 2033.

B Each member state is to adopt its own national trajectory to reduce the average primary
energy use of residential buildings by 16% (by 2030) and 20-22% by 2035.
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B National measures will have to ensure that >55% of the decrease of the average primary
energy use is achieved through renovation of the worst-performing buildings.

B Member states will have to set out specific measures on the phase-out of fossil fuels in
heating and cooling, with the aim to completely phase out fossil-fuelled boilers by 2040.

B Zero-emissions buildings will be the new standard for new buildings (zero on-site
emissions from fossil fuels of publicly owned buildings as of 1 January 2028, and of all
other buildings as of 1 January 2030).

B All new buildings must be solar-ready, meaning they must be capable of supporting rooftop
PVs or solar thermal installations.

m Some buildings are exempt from targets, e.g. historic and certain residential and holiday
homes, as specified by each member state.

Market effect: In our view, the EPBD is among the most concrete dossiers coming out of the
EU Green Deal and should have a broad effect on the European real estate, construction,
and energy-efficiency sectors in increased capex and revenues. Thus, the real estate sector
needs to increase capex (where asset owners with new property such as Wallenstam,
Castellum, Catena, and Entra would be better positioned than those in need of renovation
such as SBB and Hufvudstaden), while parts of the construction and consulting sectors are
likely to benefit (e.g. Norconsult, Sweco, Multiconsult, NCC, and Veidekke). We also view
suppliers and providers of energy-efficiency solutions as ‘winners’ (e.g. Alfa Laval,
Rockwool, Systemair, and Beijer Ref). In Norway, implementation depends on the EEA
process, and thus the timeline is unclear and probably delayed, which in our view, creates
an unpredictable sentiment among issuers and investors.

EU’s 2040 climate plan

What is new: On track, after initially launched in February 2024. The 2040 climate plan
needs to be approved by the Council (EU members) and newly appointed European
Parliament before it can be formalised into law. In December 2024, the Council discussed
the plan, with clear support from major member states for a carbon emissions cut of 90% by
2040. The newly published EU carbon emissions show a cut of 8% in 2023.

What new 2040 climate plan implies and why it is relevant: Although not a Fit for 55
regulation, the new 2040 plan is meant to serve as a stepping stone between the EU’s 2050
climate neutrality goal and its 2030 emissions reduction target of 55%. The plan is a
communication (meaning no hard law for now), but is relevant, as it could be a foundation for
future climate policies by the new European Commission in 2024—-2029.

Potential market effect of main provisions: As no hard law has been passed, we do not
expect a new market effect beyond existing Green Deal regulation in the short term.

W 90% cut. The plan suggests a net emissions cut of 90% by 2040, compared to 1990 levels.
This target is no surprise, as it is in line with scientific advice and the EU’s 2050 climate-
neutrality goals, and is a continuation of the EU’s 2030 Green Deal targets.

B Heavy focus on decarbonisation technologies. In parallel with the 2040 target, the EU
has launched a substantial industrial carbon infrastructure roadmap to boost carbon
capture storage sites, capture technologies, transportation, and utilisation. This is not a
legislative proposal, but it shapes a plan to capture 280m tons of COz2 by 2040 and c450m
tons by 2050 (a sizeable scale-up from today, not the least due to the significant energy
needs for CCUS).
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B Agriculture omitted. As agriculture is responsible for more than half of the EU’s methane
emissions, we have seen a growing push for requirements for this sector. The EU wants a
30% emissions cut in 2040 versus 2015, but this decision is delayed.

B EU ETS leads the way. The EU relies on the recent Reform of the Emissions Trading
System (ETS) (came into force on 1 January 2024 — see previous notes) to gradually
increase the price of carbon and provide further incentives for decarbonisation. Although
some member states have pushed for a delay (e.g. Poland and the Czech Republic), we
believe the EU ETS reform will remain untouched. A task force on Carbon Market
Diplomacy is set be launched to further promote a global carbon market.

B Fossil fuels use phased down. There is no specific date set to phase out fossil fuels
production or consumption (which some expected), but the 2040 target is to phase down
fossil fuels consumption by 80% versus 2021 levels. This puts pressure on consumers and
the demand side as much as on producers. Coal is set to be phased out.

Although the climate goal does not dictate the EU’s energy policy, they are interlinked. The
newly appointed energy commissioner is similarly working on a 2040 bloc-wide target for
renewable energy that might include a section on nuclear energy, which would be a first.

Forced labour regulation: prohibiting products made with forced labour in the EU

market

What is new: Completed on 19 November 2024. Final law text published in the Official
Journal on 14 December 2024 and applies as of 14 December 2027 as EU member states
have three years to implement.

What the new rules imply: Originally not an EU Fit for 55 policy, this regulation forbids the
sale, import, and export of goods made using forced labour in an effort to reduce the c27.6m
people working in forced labour conditions around the world. The Commission would create
a database of specific economic sectors and regions at risk of using forced labour.

If non-EU countries are involved, the Commission is responsible for investigation; if only EU
countries are involved, the member states are responsible. When a case is confirmed,
authorities could demand that goods be withdrawn from sale in the EU and confiscated at
the border.

Potential market effect: This regulation would not directly require more due diligence by
companies (as the Corporate Sustainability Due Diligence Directive does), but instead
focuses on products. Thus, this is a regulation directed at the manufacturers of goods rather
than the importers of goods. Moreover, although not stated in the law text, we believe this
regulation would be targeting China’s higher-risk regions of forced labour, such as Xinjiang.
The practical effect in the short-to-medium term would be more supply-chain surveillance
and administration expected from EU companies with supply chains linked to higher-risk
regions. For example, the manufacturing of raw chemical materials and products (e.g.
used for technology and vehicles) and of textile products are leading industry sectors in
Xinjiang.

Packaging and Packaging Waste Regulation (PPWR): introducing a ban on single-use

plastics and more
What is new: Completed on 19 December 2024. Final law text is set to be published in the
Official Journal and entered into force. The member states have 18 months to implement.
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The PPWR is linked to the similar, but ongoing, Waste Framework Directive: textiles and food
waste. In this, it is proposed that by 1 January 2025, member states should ensure the
separate collection of textiles for re-use, preparation for re-use, and recycling and for food,
legally binding food waste reduction targets by 2030 would be set by member states.

What new rules imply: Originally not an EU Fit for 55 policy, the PPWR aims to reduce the
EU’s annual packaging waste of c190kg per capita, with reduction targets of 5% by 2030,
10% by 2025, and 15% by 2040. Even though recycling rates are increasing in the EU, the
amount of waste generated from packaging is growing faster than the amount recycled.

The new law requirements: From 2029, a depository return system for single-use plastics
and metal cans (flexibility for countries with >80% collection rates); from 2030, all packaging
must be recyclable and several single-use plastics would be banned; from 2035, recyclable
packaging would need to be recycled at scale.

Potential market effect: While the regulation should be no surprise to the EUR370bn
packaging and recycling industry (we find the upside potential largely priced in), the law
signals that circularity, waste, and resource-efficiency are fast climbing the regulatory
agenda.

Still, we see tailwinds for some Nordic names and sectors. Specifically, we believe the food
packaging (where paper wins) would positively affect names such as Huhtamaki, Billerud,
and Elopak, and companies ahead of the packaging recycling requirements, such as Orkla.
The regulation’s recycling rate provisions could also be positive for Tomra and chemical
recycling company, Agilyx.
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