Mobilising demand for investments in a sustainable and resilient European industry

The decarbonisation of Europe’s industrial base requires substantial investments. Such
investments will only be viable if there is a predictable and structural market for more
sustainable production. Proactive demand creation—structurally shaping lead markets for
more sustainably produced goods—is as a pragmatic and impactful solution, according to
new research by Deloitte. It can play a pivotal role in strengthening Europe’s
competitiveness and resilience.

European industry is under severe pressure. Investments in the industrial sector in Europe are
essential to meet societal needs and to reduce strategic dependencies on third countries. At the
moment, companies are however often unable to take long-term investment decisions. Short-
term uncertainties, such as high energy prices and access to energy-infrastructure, are major
barriers to investments. In addition, the lack of structural and predictable demand for more
sustainably produced products prevents viable business cases.

Structural demand as a prerequisite for investment decisions

Under current market conditions, more sustainable industrial production is significantly more
expensive due to high investment costs. Deloitte estimates that for Europe’s energy-intensive
industries this amounts to around €165 billion annually—an amount that cannot be bridged by
subsidies alone. The reality is that while European industry has reduced its greenhouse gas
emissions by 14% in recent years, emissions embedded in imports have risen by 13%. Industrial
production is being displaced by imports at scale.

No market demand

European policy is currently targeting the supply-side of the value chain, notably through the EU
Emissions Trading System (ETS). The assumption is that companies will invest in sustainable
production to avoid paying the carbon price. However, if there is no market demand for
sustainable products, investments will not materialise. The EU carbon border adjustment
mechanism (CBAM) remains vulnerable to circumvention and cannot ensure a full level playing
field. As a result, industrial plants risk closure as production becomes uneconomical.

‘Missing link’

The ‘missing link’ to fill this policy void is structural demand creation. Europe needs additional
and predictable lead markets for more sustainable products. Lead market policy, such as
product-level sustainability requirements, can accelerate price convergence with unabated
fossil-based alternatives—often narrowing the price gap to less than 1%, according to Deloitte.
By spreading investment costs across wide customer bases and product volumes, the business
cases for investments in a clean European industrial base can add up.

Proven successful for biofuels

Demand creation is not new; it has for example been proven successful for biofuels (e.g., blend-
in mandates for use of bio-based feedstocks in fuels). In the new study, Deloitte explores further
opportunities for the development of lead markets, looking at scale, effectiveness,
administrative feasibility and competitiveness. The study also identifies potential compliance
mechanisms. Its conclusion: in many more industrial value chains, demand creation could
serve as the critical lever to unlock investments.



EU Industrial Accelerator Act

A broad coalition of organisations therefore calls on the European Commission to make demand
creation a central pillar of the forthcoming Industrial Accelerator Act. They propose a European
programme involving all relevant actors along value chains to coordinate demand creation
measures—for example in steel, plastics, fertilisers and fuels. Unlocking investment in
sustainable production will, however, also require enabling framework conditions such as
affordable energy and modernised infrastructure.

Ingrid Thijssen (President of the Confederation of Netherlands’ Industry and Employers, VNO-
NCW): “This study provides a hopeful and feasible perspective for decarbonising our industry
and the many value chains it underpins. This is crucial. We must ensure Europe’s industrial base
can decarbonise—for the climate, for our strategic autonomy, and for Europe’s prosperity so that
we can continue to finance our essential public services.”

Example: lead markets for blue kerosene

Targeted product standards, such as blending requirements for sustainable fuels, are a proven
formula to unlock sustainable investments. Airlines are already required to use a percentage of
green kerosene. By requiring conventional kerosene also to be produced with lower CO,
emissions, European refineries gain the certainty that there will be buyers for their more
sustainable fuel. This product is called blue kerosene. Making blue and green kerosene
mandatory is the way to ensure our industry in Europe reduces CO, emissions and enables
green refining to grow. The price of a flight from Amsterdam to New York would rise by only 1.3%
with a 20% share of blue hydrogen.



