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Basic materials = 25% of global CO2 emissions

Percentage contribution of various basic materials in global CO2 emissions (2014)

7 Cement

5 Chemicals and
petrochemicals

9 [ron and steel

1 Pulp and paper
2 Aluminium

61 Other sectors
14 Other industries

Source: DIW calculations based on IEA ETP 2017

Climate neutrality by 2050 can only be achieved with the materials sector.
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A portfolio of mitigation options already identified for the materials sectors

lllustration for European steel sector (no numerical simulation)

Share, repair, reuse

Higher value steel / less
steel in products/more
efficient manufacturing

Material substitution

Low-carbon steel making

Emission reduction from
conventional processes

Demand for steel “services”

More and pure steel
from scrap

2010 2020 2030 2040 2050

Source: DIW'’s illustration. See Neuhoff et al. (2018) “Filling gaps in the policy package to decarbonize
production and use of materials”
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Policies that create markets for a climate-friendly materials sector

Engagement, information and training programs
Infrastructure and innovation funding

Inclusion of Consumption in EU ETS

Policies that create markets

= Extend EU ETS to include charges levied
E— : /-' on sales to consumers
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chain and secure carbon leakage

‘I\I . protection
Revenues can be redistributed as per-

capita reimbursement
National pilots can allow for early
exploration and implementation

Demand for steel “services”

Alternative to Border Tax Adjustments:
» controversial from trade-law/politics
* administratively complex

2010 2020 2030 2040

Source: Neuhoff et al. (2018) “Filling gaps in the policy package to decarbonize production and use of
materials”
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Policies that create markets for a climate-friendly materials sector

Engagement, information and training programs

Infrastructure and innovation funding Project-based Carbon Contracts for

Policies that create markets

Demand for steel “services”

Differences (CCfDs)
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m ay out the difference between EUAs
price and agreed “strike” price
Stabilize revenue streams and reduce
financing cost of low-carbon projects
Help cover the incremental cost of low-
carbon innovation, so that
commercialization becomes viable
Allows government create lead-markets
for low-carbon processes and materials
2030 Address regulatory risk

2010

2020

Source: Neuhoff et al. (2018) “Filling gaps in the policy package to decarbonize production and use of
materials”
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Policies that create markets for a climate-friendly materials sector

Engagement, information and training programs Publicly guaranteed Contracts for
Infrastructure and innovation funding Differences for Renewables (CfDs)

Policies that create markets
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Ce reg. ri N Hedge renewable energy investors
AR against electricity price volatility,
lowering financing costs
Can provide cost-competitive supply of
large volumes of low-carbon electricity

Demand for steel “services”

2010 2030

2020

Source: Neuhoff et al. (2018) “Filling gaps in the policy package to decarbonize production and use of
materials”
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Engagement, information and training programs

Infrastructure and innovation funding

Policies that create markets

Demand for steel “services”
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Green Public Procurement

Accounts for the environmental quality in
the award of public contracts

Includes shadow carbon price (> ETS),
functional carbon or technical requirements
National/local authorities can create lead
markets for climate-friendly product design,
material choice and usage patterns

Allows governments to respond to local
initiatives and national and European
emission reduction targets

Local authorities need to receive financial
support for incremental cost and capacity
building

Source: Neuhoff et al. (2018) “Filling gaps in the policy package to decarbonize production and use of

materials”
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Engagement, information and training programs
Infrastructure and innovation funding

Policies that create markets .
Product carbon requirements
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Demand for steel “services”

Accelerate e Gradual phase in can allow for
phase out coordination across trading partners
.
Product design requirements
& * Could facilitate high-value recycling
* May enhance efficient material use
N =" R o
2010 2020 2030 2040 2050 ’_‘

Source: Neuhoff et al. (2018) “Filling gaps in the policy package to decarbonize production and use of
materials”
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5 Conclusion

* A set of policy instruments can jointly create markets for climate-neutral
production and use of materials

* Complement push with pull policies
* Targeted on different actors and support different mitigation options
* Provide financial hedging and regulatory committment

* Some instruments can provide resources for intruments that need them

* Public and private governance frameworks needed to translate long-term
decarbonization objectives in tangible implementation of policies

EU 2030 governance structure

National climate change laws

EU circular economy strategy

Sustainable finance framework
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Thank you for your attention!
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