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EXECUTIVE SUMMARY

Context. The world's largest economies are
turning towards green industrial policy to support
their cleantech manufacturing to accelerate their
decarbonisation, competitiveness, and economic
resilience. In this cleantech race, the EU has
several disadvantages, including higher costs of
energy and labour, a less dynamic investment
environment, and the impacts of the Inflation
Reduction Act and Made in China 2025.

The EU’s green industrial policy has room
for improvement. Repeated efforts to launch
measures to support cleantech manufacturing
have left Europe with a patchwork of policies, but
no clear strategy. Meanwhile, public finance is
not adequately targeted or designed to meet the
needs of the market. The latest attempt, the Green
Deal Industrial Plan, has not improved this picture.

The Clean Industrial Deal risks repeating
the same mistakes. As part of her successful
bid for re-election as Commission President,
Ursula von der Leyen has announced a Clean
Industrial Deal. The package contains a wide
range of measures, many only loosely connected
to green industrialisation. While there are
encouraging elements in the package, there is a
risk that the EU simply adds another layer to
an already complex architecture.

The EU should build on what works. The
EU has the tools and structures it needs for an
effective green industrial policy. The Clean Indus-
trial Dialogues are a strong model of forums for
collaboration with the private sector, which can
be deepened. The Innovation Fund and EIB
support are examples of best practices to build
upon. Finally, regulatory tools such as Sustaina-
bility and Resilience criteria, and financing
mechanisms like fixed premium auctions and
loan guarantees, can be better utilised.

14CE

To make a success of the Clean Industrial
Deal, the Commission should:

e Be clear on the paramount objective of the
Clean Industrial Deal - supporting Europe's
decarbonisation.

e Create a strengthened governance for the
Clean Industrial Deal and Green Deal Indus-
trial Plan, with structured collaboration
between the Executive Vice-President for
Prosperity and Industrial Strategy and the
Executive Vice-President for a Clean, Just,
and Competitive Transition. Make better use
of the Clean Industrial Dialogues and
European Industrial Alliances to ensure
that industrial policy aligns with the needs of
the sector.

e The Clean Industrial Deal should set a new
benchmark for effective EU policymak-
ing. In the next mandate, introduce measures
strengthening Sustainability and Resil-
ience criteria in public procurement and
improving the Single Market for cleantech.

¢ L aunch a Cleantech Investment Plan, pri-
marily directed by the EIB and Innovation
Fund, to provide targeted support to clean-
tech manufacturing.

e Support Member States in investing in Euro-
pean competitiveness, by allowing for flexi-
bilities under the EU’s fiscal governance
framework and using unspent RRF funds
to support cleantech manufacturing.

Making a Success of the Clean Industrial Deal: A step forward for green industrial policy, or another stumbling block? 3
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NAME ABBREVIATION
CARBON BORDER ADJUSTMENT MECHANISM CBAM
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INTRODUCTION

“The fundamentals of the global economy are changing. Those who stand
still will fall behind... The race is on, and I want Europe to switch gear.’

Green industrial policy is mainstream. The
world’s largest economies are deploying public
funds and institutional resources to build up
domestic manufacturing capacity in cleantech.

The EU has also made significant strides,
most recently in its Green Deal Industrial Plan,
and is continuing this momentum in the 2024-29
mandate through the recently announced “Clean
Industrial Deal”.

President Ursula von der Leyen (2024)

This paper will examine the challenges faced
by EU cleantech manufacturing, the difficulties
within the current EU industrial policy architecture
in responding to those challenges, and propose
key next steps which the second von der Leyen
Commission should take to make the EU toolkit
fit for this era of cleantech competition.
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. LESSONS FOR EUROPE’S GREEN
INDUSTRIAL POLICY

During the 2019-2024 mandate, the EU positioned
the European Green Deal as its growth strategy, ech-
oing the neo-Keynesian “Green New Deals” that
gained traction on both sides of the Atlantic in the
late 2010s. With the Clean Industrial Deal set to succeed
the Green Deal as the flagship initiative for the 2024-2029
von der Leyen presidency, the EU has clearly shifted its
focus from climate policy to green industrial policy.

A growing body of literature explores the new econom-
ics of green industrial policy. Green industrial policy sup-
ports both national interests and the global public good of
reducing emissions, by aligning economic objectives with
climate goals. This dual focus fosters social acceptance
of climate action through job creation and growth (“just
transition”), while promoting technologies that yield positive
externalities, thereby mitigating the “beggar-thy-neighbour”
effects often associated with industrial policy (Rodrik, 2014;
Juhasz, Lane and Rodrik, 2023; Veugelers, Tagliapetra and
Trasi, 2024)1.

The Clean Industrial Deal aims to support Europe in
‘decarbonising and industrialising at the same time’ (von
der Leyen, 2024b), making it helpful to evaluate the Deal
through this lens. Harvard’s Dani Rodrik (2014) provides
key principles for 21st-century green industrial policy:
embeddedness, discipline, and accountability.

Instead of governments trying to pick winners, industrial
policy should involve close collaboration between business
and bureaucrats, ensuring that policies are informed by
on-the-ground realities. This embedded approach, demon-
strated successfully in South Korea's industrial policy and
the US ARPA model, allows for co-creation of industrial
strategies and better alignment with the needs of growing
businesses (Evans, 1995; Juhasz, Lane and Rodrik, 2023).
However, as Rodrik cautions, ‘agencies need to be
embedded in, but not in bed with, business’. This can
be achieved through limited, structured settings like sectoral
roundtables and public-private venture funds.

Discipline is also essential: public support should be
contingent on clear, measurable objectives, with fund-
ing withdrawn from underperforming firms. Having multiple,
unrelated objectives therefore is a problem for the discipline
of a system, as a failing company will always be able to find
some oblique justification for the continuation of support.

Finally, green industrial policy requires transparent and
accountable bureaucracy. Agencies must be well-re-
sourced, independent, and able to publicly justify their
decisions. Effective communication with citizens and stake-
holders, led by a public-facing figure, is crucial for main-
taining trust (Rodrik, 2014; Tagliapetra and Veugelers,
2020).

These principles provide guidelines for analysing and
improving the EU's current and future industrial policy under
the Clean Industrial Deal. However, it is important to
recognize that the EU is not a nation-state. As a supra-
national organisation with limited powers, a relatively small
budget, and the need to balance diverse Member State
interests, the room for such an integrated, “embedded”
model is more limited. Nonetheless, when it comes to
awarding the funds it does have available, as well as design-
ing and monitoring the EU’s regulatory architecture, these
principles are still useful in ensuring that efforts at “Euro-
peanising” industrial policy are effective.

1. However, this counterbalancing effect is weakened when industrial policy turns towards reducing market access for foreign competitors.
We have seen this already in the anti-China tariff regimes in the US, recent anti-dumping investigations against China in the EU, and the local

content requirements of the US IRA.
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Il. EU CLEANTECH FACES
CHALLENGES AT HOME AND ABROAD

It is important to understand the challenges facing EU
cleantech to clarify where the Clean Industrial Deal can
provide the solution. European cleantech manufacturing
is struggling, primarily due to a lack of cost competitive-
ness compared to China. This is exacerbated by the ambi-
tious public investments of other countries (most notably
the US), while a fragmented capital market, unprepared
to support new companies in reaching industrial scale,
makes the EU a less attractive location for investment.

The EU has been a global leader in cleantech since the
early 2000s, although the road to growth was never

smooth, with the boom-and-bust cycle of Cleantech 1.0
and the loss of its leading position in the solar market. The
European Green Deal spurred a wave of renewed growth,
and recent years have seen growing manufacturing capac-
ities and an expanding project pipeline.

However, this upward trend is beginning to plateau.
Investment growth across Europe has slowed in 2024,
and factories are closing, cutting staff, or being cancelled
before production begins.

FIGURE 1: EUROPEAN CLEANTECH FACES A WAVE OF CHALLENGES IN 2024
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This downturn affects various industries. The EU battery
sector, only recently on a rapid upward trajectory, is now con-
solidating, with projects being cancelled due to slowing EV
demand and Chinese competition (Dempsey et al., 2024). The
EU solar industry is also in jeopardy, with production capacity
halving since November 2023 (Millard and Chu, 2024).

14CE

With this wave of closures, European cleantech
manufacturing is at a critical point. The Clean Indus-
trial Deal, alongside the still-to-be-implemented
Green Deal Industrial Plan, must address this crisis.

1. International Competition, Driven by Industrial Policy,

is Intense

European cleantech manufacturing faces significant
challenges in a competitive global environment. This
is primarily because manufacturing is more expensive
in the EU when compared to the US or China, in part
because of the robust, well-financed industrial poli-
cies deployed in those countries and others.

Manufacturing cleantech in Europe is considera-
bly more expensive. Compared to China, the world’s
leading cleantech producer, Europe's levelized cost of
manufacturing? is 35-65% higher for solar panels, 22%
higher for wind turbines, 20-35% higher for battery cells,
and twice as expensive for heat pumps. Capital and
operational costs, including energy and labour, are
significantly lower in China. China also benefits from
a higher proportion of vertically integrated producers,
where the different stages of a supply chain are housed
in one site or owned by one company, which also keeps
costs lower. Costs between the US and EU are largely

comparable, except for energy, where the US has a sig-
nificant advantage (IEA, 2024).

Industrial policies in other large countries further
compound this disadvantage. US subsidies and tariffs
on Chinese products are making US-produced cleantech
increasingly cost-competitive, driving record investment
growth and diverting private investment from Europe
to the US (Bansal, 2023; Bermel et al., 2024).

China, having invested trillions in its domestic industry
over the past decade, dominates global green manufac-
turing. Chinese industrial overcapacity® has driven
down unit costs, squeezing profit margins for both
European and Chinese producers. This price decline
undermines the investment case for European clean-
tech, with European tariffs unlikely to significantly
reverse the trend (McKerracher, 2024; Sebastian, Barkin
and Kratz, 2024).

BOX 1: INNOVATION AS A KEY DRIVER OF EU COMPETITIVENESS

A key driver of Europe’s economic com-
petitiveness, particularly in sectors like
cleantech, is its capacity for innovation
and the speed at which cutting-edge
ideas move from the lab to a First of a
Kind plant, and then scale further into
leading industrial players.

The EU has long been a world leader in
cleantech R&D, with 40% of the world’s
innovative companies in the wind and

heat pump sectors based in EU Member
States. However, there are indications
that the bloc is falling behind other lea-
ding economies. Overall private sector
R&linvestment, as a percentage of GDP,
is lower than in the US. While the EU has
successful R&l funding programs such as
Horizon Europe and the European Inno-
vation Council, these programs need to
focus more on breakthrough innovation
and are too fragmented (Draghi, 2024).

To maintain a focused scope, this pa-
per concentrates on industrial policy
for cleantech manufacturing—speci-
fically, more mature, technologically
advanced technologies that are (al-
most) ready for mass market adop-
tion. R&D support at the EU level will
be the focus of a forthcoming I14CE
publication.

2. The estimated total large scale manufacturing costs for a given product, taking account of ‘variable costs (material, labour, and operating), fixed
costs (capital & maintenance), financing structures (debt and equity financing), and tax implications (taxable income after equipment and building
depreciation, debt interest payments, and expenses) of a notional manufacturing plant’ (Morrow, Shehabi and Smith, 2015)

3. By 2030, China’s annual manufacturing capacity in Solar PV will be at double the level of projected global demand, with battery capacity meeting

projected demand (Draghi, 2024).

Making a Success of the Clean Industrial Deal: A step forward for green industrial policy, or another stumbling block? 9



2. Cleantech Scale-Ups Cannot Access the Right Finance to Scale

If, despite enticements to find alternative sites
abroad, a cleantech company decides to launch its
manufacturing operations in Europe, the road to indus-
trial scale is not an easy one. Historically, as a tech
sector funded by high-risk venture capital, cleantech
manufacturing now needs to transition to more patient
debt financing from industrial capital. However, this
transition is difficult - traditional banks are wary of
these “risky” new companies, and Europe’s fragmented
Single Market slows their growth to an internationally
competitive scale.

Building a factory in Europe is a risky and capi-
tal-intensive endeavour. To move from the “Seed” stage
to Series A funding and beyond, project developers must
secure letters of intent from both customers and suppliers,
identify sites, and begin permitting—all while raising funds
primarily through venture capital and government support.

Once these hurdles are cleared, the focus shifts to
building a First of a Kind (FOAK) factory, which is a
kind of “proof of concept” before continued scaling. At
this stage, funding should shift gradually away from equity
and towards debt and project finance (The Climate Brick,
2024). Success relies on converting letters of intent into
offtake agreements and establishing secure supply chains,
with a fast transition from FOAK to Next of a Kind (NOAK)
needed to reduce costs.

However, Europe's cleantech sector struggles to
raise this debt. The ecosystem is heavily reliant on
venture capital (VC), which is not sufficiently invest-
ing in scaling manufacturing. Part of the reason is that
many VCs lack the expertise to properly value cleantech
hardware startups. Additionally, many VCs are reluctant
to invest in cleantech manufacturing due to lower returns,
longer exits, and high capital requirements (Detzner et al.,
2023; Planet A Ventures, 2024).

Beyond the challenges of raising large amounts of cap-
ital through venture funds, there are broader systemic
issues affecting not just cleantech but the overall land-
scape. Globally, the EU risk capital ecosystem compares
unfavourably. EU stock market capitalisation (as a per-
centage of GDP) is lower than the US, Japan, China and
the UK (European Commission, 2024c). Beyond this, there
is currently a general downturn in the VC space#, which
further strains EU cleantech investment, hindering scale-up
and threatening the project pipeline.

This continued reliance on equity risks stifling the
growth of the large-scale cleantech manufacturing
sector. Venture finance, with its focus on high-risk, short-
term returns, is poorly suited for the slow, steady progress
needed for manufacturing investments. Traditionally,
European manufacturing has relied on debt finance
and industrial capital from institutional investors,
who are more comfortable with lower returns over
longer periods. However, cleantech struggles to be seen
as comparable to traditional industries, as institutional
investors hesitate to fund young, high-risk companies,
particularly those without secure offtake agreements.

These challenges are amplified by Europe’s frag-
mented capital market and fractured Single Market.
With 27 different national architectures for capital market
governance, standards, and permitting, cleantech com-
panies face added complexity, increased costs, and delays
when scaling across borders (Draghi, 2024). The lack of
harmonisation deters institutional investors, who see this
complexity as a risk in the growth journey of a company.
More broadly, this makes it harder to achieve the
economies of scale needed to lower costs and com-
pete globally.

4. Investors report a lowered investment appetite regarding EU firms, citing fears regarding the exit environment, leading to falling investments
and a halving in the number active VC investors in 2024 compared to 2023 (Hodgson, 2024; Invest Europe, 2024; State of European Tech, 2024).
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lll. THE EU’S ATTEMPTS
AT GREEN INDUSTRIAL
POLICY HAVE FALTERED

The challenges to Europe’s industrial competitive-
ness are not new. For decades, the EU has launched
various initiatives aimed at promoting a European
industrial strategy, and in recent years, several that
align with climate goals. However, these repeated
attempts have resulted in a complex layering of instru-
ments that do notamount to a coordinated Green Indus-
trial Strategy.

Recent efforts, such as the Green Deal Industrial Plan,
have only exacerbated this complexity. Nonetheless,
there are best practices for the EU to build upon, such

as the Clean Industrial Dialogues, Industrial Alliances,
and funding provided by the Innovation Fund and
the EIB.

The Clean Industrial Deal is not Europe's first foray
into industrial policy. Since at least the 1988 Cecchini
report, The Cost of Non-Europe, international competitiveness
has been a central focus. Recent crises have accelerated and
“greened” these efforts, leading to the EU Industrial Strategy
(2020), the Versailles Declaration and REPowerEU (2022), and
the Green Deal Industrial Plan (2023) as a response to the IRA
(Vangenechten et al., 2024).

FIGURE 2: THE EUROPEAN COMMISSION’S ARCHITECTURE FOR CLEANTECH
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5. This captures the principal bodies, funds and pieces of legislation, but is by no means exhaustive.
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These initiatives have created a complex network of over- projects and innovation in cleantech manufacturing.

lapping bodies, regulations, partnerships, and trade measures, Meanwhile, the first Hydrogen Bank auction awarded
organised by the European Commission as well as other enti- €720 million to projects in 2024.

ties such as the EIB. These include foresight bodies like the

Clean Energy Technology Observatory, regulations like the Despite a recent drop in the carbon price, forecasts pre-
Net Zero Industry Act, partnerships like the European Battery dict it will rise between 2025 and 2030, which would
Alliance, and trade measures targeting critical materials®. increase the size of the Innovation Fund available to sup-

port cleantech manufacturing and FOAK projects.
The EU also has several sources of funding relevant to
cleantech manufacturing:
e European Investment Bank (EIB): As the EU's pro-

e EU Innovation Fund: Financed by the European motional and climate bank, the EIB plays a key role in
Emissions Trading System (ETS), it provides grants for financing cleantech policy, including providing coun-
FOAK projects and runs the Hydrogen Bank for hydrogen ter-guarantees under the Wind Power Action Plan and
subsidies. the 2024 launch of the Cleantech Co-Investment Facility.
The projected size of the Innovation Fund is €40 billion While a full mapping of the EIB’s support for cleantech
between 2020 and 2030, based on an ETS price of is required, some recent efforts in supporting cleantech
€75/tCO,. This year’s Innovation Fund call was set at manufacturing are illustrative. The EIB has played an
€4 billion, with €3.1 billion of that dedicated to larger-scale active role in lending to successful large-scale manufac-

FIGURE 3: PAST AND PROJECTED SIZE OF THE EU INNOVATION FUND 2023-2030
(HUMPHREYS, 2023; KOPERNIKUS-PROJEKT ARIADNE, 2023)
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6. Beyond this specific focus on industrial policy tools relevant for cleantech manufacturing, a range of policies at EU level have an important impact
on European cleantech, including R&l policy (such as the EU Framework Program), fiscal governance (most notably the revised Stability and
Growth Pact) and the EU’s carbon pricing regime, the Emissions Trading System (ETS) (Veugelers, Tagliapetra and Trasi, 2024).
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turing projects in Europe, such as battery leaders North-
volt (€951 million, 13% of overall cost) and Verkor
(€600 million, 31% of overall cost), as well as Sweden’s
H2 Green Steel (€314 million, 6% of overall cost).

This support is often combined with investment from
national promotional banks. Furthermore, the EIB is
increasingly using financial instruments beyond loans to
support manufacturing, as seen in 2023’s counter-guar-
antee of €5 billion under the Wind Power Action Plan,
with the first €600 million tranche launched in collabo-
ration with Deutsche Bank in 2024. The European Invest-
ment Fund’s Cleantech Co-Investment Facility also allows
for €200 million in equity investments in cleantech SMEs.

14CE

e Important Projects of Common European Interest
(IPCEls): These allow Member States to subsidise
industrial policy-aligned projects with greater flexibility
under EU competition law, with notable IPCEls sup-
porting hydrogen and batteries.

Of the ten IPCEls approved from 2018 to 2024, six have
focused on cleantech manufacturing, with two for bat-
teries and four for hydrogen. In total, €25 billion has
been approved by DG COMP as part of these six pro-
jects, with 75% of that targeted at Europe’s hydrogen
industry.

1. The Green Deal Industrial Plan Does Not Deliver the Step

Change Needed

The latest addition to the EU’s green industrial pol-
icy toolbox, and the most explicit attempt yet to merge
industrial competitiveness and economic security with
climate objectives, is the Green Deal Industrial Plan
(GDIP). With a range of measures aimed at promoting
the growth of EU manufacturing, supporting skills
development, creating a secure supply of critical min-
erals, and financing the initiative through aloosening
of State Aid rules and a new EU financing mechanism,
the Plan is certainly ambitious in scope.

However, upon analysis, it falls short in terms of the
embeddedness, discipline, and accountability princi-
ples outlined in Section 2. It is far from delivering a
coherent green industrial policy and has notincreased
the scale of public financial support at the EU level.

Announced in 2023, the GDIP was conceived in response
to the American Inflation Reduction Act (IRA) and its intro-
duction of local content requirements?. Various sections
of the plan were adopted or launched in the final two years
of the 2019-2024 mandate.

* Net Zero Industry Act (NZIA): The NZIA establishes
a regulatory framework to boost cleantech manufac-
turing within the EU, targeting 40% domestic produc-
tion by 2030 and 15% of global market share by 2040.
It aims to accelerate permitting, integrate sustainabil-
ity criteriain procurement, support skills development,
and provide preferential financing for Strategic Net

Zero Projects. The Net Zero Europe Platform will over-
see its implementation.

Critical Raw Materials Act (CRMA): Like the NZIA,
the CRMA focuses on raw materials supply, setting
targets for extraction, processing, and recycling to
meet 2030 EU demand. It also includes a diversifica-
tion goal to avoid over-reliance on a single supplier.
Strategic projects under the CRMA benefit from expe-
dited permits and financing. Progress will be monitored
by the Critical Raw Materials Board.

State Aid under Temporary Crisis and Transition
Framework (TCTF): The TCTF allows Member States
to temporarily bypass State Aid restrictions to invest in
strategic sectors like cleantech, including matching
incentives from other regions. This measure, justified by
the Ukraine crisis, is set to expire in 2026 unless extended.

Strategic Technologies for Europe Platform (STEP):
Regarding cleantech manufacturing, STEP allows
Cohesion Funds to support strategic projects, offers
a “one-stop-shop” for companies to access EU funds?,
and introduces the “STEP Seal” to ease financing
access at EU and national levels.

While the GDIP represents a step forward for a
European green industrial policy, it falls shortin sev-
eral ways.

7. The timing of the launch of GDIP as a reaction to American protectionism, and the design of the four pillars of the Plan, make clear that the focus
of the legislation is largely economic security and defending the EU manufacturing base, rather than supporting manufacturing to be cost

competitive globally.
8. That is, a web portal linking to relevant funding calls.

Making a Success of the Clean Industrial Deal: A step forward for green industrial policy, or another stumbling block? 13



Firstly, the package of measures does not move
Europe towards anything resembling a unified industrial
policy and financing framework for the Single Market,
which would be capable of competing with the industrial pol-
icies of other large economies. Instead, with four actions that
each introduce a new patchwork of measures and reforms, it
adds to the already complex and uncoordinated landscape
at both EU and national levels. Indeed, the package does not
even seem internally coordinated, with little to no guidance
on how public authorities should award the various privileges
that benefit strategic projects under NZIA, STEP, and CRMA.

Furthermore, when judged against the criteria outlined in
Section 2, the GDIP underperforms. For the purposes of this
assessment, it is worth focusing primarily on the NZIA, which
is the most targeted at cleantech manufacturing.

The selection of regulatory measures and investment tools
highlights a clear lack of the embedded autonomy that typ-
ically defines successful industrial policies. The NZIA was
developed without a comprehensive impact assessment and
was instead supported by a staff working document only after
the initial legislative proposal was published. This is reflected
in the policy design, where the chosen instruments focus on
areas like national permitting processes, which do contribute
to longer lead times, but are not the most significant barrier to
scaling up European cleantech manufacturing (Redeker, 2024).

Moreover, the monitoring of NZIA’s implementation
does not model the kind of integration with the private
sector that an embedded autonomy relationship
demands. The consultative body, the Net Zero Europe
Platform, is composed mainly of national civil servants and
representatives from DG GROW and DG CLIMA. This plat-
form does not include structured participation from civil
society or Members of the European Parliament, except in
an observer role, and lacks clear political or public-facing
leadership. As aresult, it is less accountable to both indus-
try and citizens.

The NZIA does not create a clear structure to ensure discipline
in the awarding or withdrawal of support from firms. Such dis-
cipline requires a clear, measurable objective against which
interventions can be assessed. Instead, the NZIA creates a broad,
EU-wide, cross-industry goal, without a clear rationale for assign-
ing an aggregate target to a collection of very different industries,
or for why a 40% target is justified. This objective is further
muddied by the addition of a second, unrelated objective related
to market share by 2040, added during negotiations by the
European Parliament, as well as the persistence of sectoral
targets established beforehand®.

Additionally, although implementation is just beginning, the
process for allocating support appears likely to be

opaque. Companies will be able to apply for strategic sta-
tus through one of three bodies: the Net Zero Europe Plat-
form, the STEP Secretariat, or the Critical Raw Materials
Board. However, these labels can be awarded based on a
wide range of criteria—such as sustainability, job creation,
and contribution to resilience—that have not been clearly
prioritised, weighted, or even fully defined.

To complicate matters further, the decision to pro-
vide investment support does not rest with these
bodies. Instead, it will be left to the discretion of the respon-
sible authorities of the EU or Member State funding pro-
grammes, such as the Managing Authority of the European
Regional Development Fund, the European Investment
Fund, or CINEA, which manages the Innovation Fund.

This lack of clarity, coupled with an already complex
set of overarching objectives and no clear mechanism
to ensure that supportis either granted or withdrawn
appropriately, undermines the GDIP’s effectiveness
as a tool for green industrial policy.

Finally, the GDIP failed to meaningfully increase the
scale of public financial support for cleantech man-
ufacturing. When compared to the ambitious support
offered elsewhere, this makes the EU a less appealing
investment location. STEP was originally announced as an
ambitious Sovereignty Fund, part of the mid-term review of
the current EU budget. This fund would have been targeted
at strategic technologies, including cleantech manufactur-
ing, and would have provided the investment firepower at
the EU level to counterbalance the potentially distortive
effects of the state aid flexibility under the TCTF.

What resulted was a far cry from that initial ambition, with
an originally proposed €10 billion fund (spread over four years)
negotiated down to €1.5 billion by Member States, with that
being channelled through the European Defence Fund (EDF)
— and therefore having little impact on cleantech.

The Green Deal Industrial Plan, therefore, falls short
as a cohesive and competitive green industrial policy,
lacking coordination, transparency, clear objectives,
and sufficient financial backing, leaving the EU strug-
gling to compete with the more unified and ambitious
policies of other major economies like the U.S. and
China.

However, not all efforts at instituting an industrial
policy architecture at EU level have been in vain. To
improve the effectiveness of green industrial policy,
the EU should build upon the existing examples that
have been successful.

9. There are already-existing sectoral targets under the European Solar, Battery, Clean Hydrogen, and Renewable and Low-Carbon Fuels industrial

alliances, as well as the RePowerEU plan.
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2. The EU Already Has the Building Blocks of an Effective

Industrial Policy

The above analysis of recent policy developments
should not create the impression that attempts at indus-
trial policy have been completely without success. For
example, the European Court of Auditors (ECA) found that,
‘despite shortcomings in monitoring, coordination, and target-
ing’, the EU’s industrial policy in support of its battery industry
‘has been effective’ (European Court of Auditors, 2023a)1°.
The EU does have a range of structures that can be
built upon to develop the embedded autonomy relation-
ship with the private sector, which has been successful
in the past, as well as to deliver targeted finance to
scale the European cleantech sector.

One of the pillars of the effective industrial policy for batteries
has been the European Battery Alliance (EBA), launched in
2017. The EBAis one of a range of “European Alliances” 11,
structured fora which bring together the private sector, national
authorities, the European Commission, and the EIB.

The Alliances aim to create cross-border integrated
ecosystems for cleantech, supported by using IPCEls, which
can then channel national state aid towards strategic
projects. This use of state aid in a collaborative, cross-
border manner allows Member States to support projects
without compromising the integrity of the Single Market
(unlike the TCTF). They could even, under the new EU fiscal
rules, be combined with EU co-financing to allow countries
with less fiscal space to continue making growth-enhancing
investments in cleantech.

However, in practice, the IPCEls that have been launched
so far have not functioned well from the perspective of
project promoters, being too slow to disburse funds and too
complex for the private sector to engage with. Nonetheless,
the model of active, structured public-private engagement is
one that can be built upon in the next mandate.

Additionally, the EU has forums that can work with the private
sector to develop policies together, including:

¢ The Investors Dialogue on Energy, chaired by the
Commission and bringing together energy sector experts
with those working in financial services, produces targeted
reports on the use of financial instruments to support spe-
cific sectors, from energy storage to prosumer energy
generation models (European Commission, 2024b).

e The Energy Efficiency Financial Institutions Group
(EEFIG), which was responsible for delivering a database
of energy savings investments in industry and buildings, as
well as a series of tools requested by around 100 financial
institutions as members (EEFIG, 2023).

e The Clean Transition Dialogues bring together the clean-
tech industry, industry associations, and civil society for a
high-level series of discussions on the needs of the sector,
with the Commission taking stock and outlining important
next steps (European Commission, 2024a).

However, it is not clear that these discussions or rec-
ommendations affect the design of future policy propos-
als—giving the appearance of embeddedness without
the practice of it.

The EU can also build on the effectiveness of its fund-
ing bodies, such as CINEA (which manages the Innovation
Fund) and the EIB. The EIB, for example, co-invests with
private investors, either through debt instruments or equity
via funds of funds under the Cleantech Co-Investment
Platform. This model, coupled with the professionalism and
expertise of the EIB’s agents (who themselves often have
private sector experience), allows the development bank to
overcome the information asymmetries that can lead to the
misallocation of public funds. This attribute, along with the
Bank’s ability to provide the “patient capital” needed to scale
innovative technologies and innovate with novel financing
solutions (such as venture debt), makes it one of the most
important actors in the EU’s green industrial policy2.

Finally, and most positively, there are already signals that the
funding architecture at the EU level is set to improve
regarding cleantech manufacturing. The expansion of the Inno-
vation Fund’s cleantech manufacturing call and soon-to-be-
launched Battery Fund, along with the announcement of a
Strategic Tech-EU programme under the EIB, indicate an
encouraging direction of travel for the next mandate (European
Investment Bank, 2024).

Looking at the existing industrial policy landscape,
there is clear potential for stronger public-private col-
laboration and more effective use of financial tools.

10. The ECA, in the most recent report in this series, was less complementary of policy regarding renewable hydrogen, which it judged as ‘partially
effective’ and in need of ‘a reality check’ (European Court of Auditors, 2024).
11. Other relevant Alliances for cleantech include zero-emission aviation, small modular reactors, raw materials, solar PV, clean hydrogen,

and renewable and low carbon fuels.

12. As evidenced by the EIB’s support of €45 billion for the GDIP and a further €5 billion for the Wind Power Action Plan (European Investment Bank,

2023b, 2023a)
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3. The EU’s Toolbox Can be Made Better Use Of

When designing the future of green industrial policy
under the Clean Industrial Deal, it’s important for pol-
icymakers to understand the available tools and how
they can be used. The EU has already employed various
regulatory and financial measures that could be further
developed in this legislative package.

With the EU facing stiff international competition in cleantech,
particularly in the face of Chinese dominance in supply chains
and subsidised products entering European markets, the EU
has begun to shift away from the market openness of the past
and towards a more defensive posture —in line with other large
economies such as the US.

As part of this defensive stance, the EU has trialled two
regulatory and trade measures aimed at strengthening domes-
tic manufacturing. The first is the inclusion of sustainability
and resilience criteria, as introduced by the NZIA, into
renewables auctions and public procurement calls. Public
procurement, which represents over 14% of EU GDP, is a
significant yet underutilised lever in promoting green industrial
policy. The introduction of these criteria adds an element of
economic security to procurement calls, mandating that pub-
lic authorities consider both the environmental sustainability
of a tender and its contribution to the EU’s diversification of
supply chains (with suppliers representing more than 65% of
EU supply being penalised).

While these criteria do not function as an explicit “buy Euro-
pean” provision—unlike similar procurement reforms in Brazil
and the US—they are designed to indirectly impact non-Eu-
ropean suppliers on which the EU has strategic dependencies
(particularly Chinese companies, given their dominance in
global supply chains). However, the practical application of
these criteria will be limited, as they are expected to be
enforced in only a minority of cases and will not be
applied if price differentials exceed 10% (European Union,
2024). Given the competitive pressure from Chinese industrial
overcapacity and lower production costs, this is a gap that
European manufacturers will struggle to bridge without further
industrial policy interventions, such as subsidies.

Another tool being increasingly considered by the
EU is the imposition of tariffs on goods produced in
third countries, with a primary focus on China. The EU
has already initiated anti-dumping investigations into imports
of Chinese wind turbine towers, biodiesel, and battery electric
vehicles (BEVs). While tariffs can be an effective tool to
protect European industries, their use should be
approached with caution. Stringent trade restrictions, like

those pursued by the US, can undermine the positive decar-
bonisation spillover effects of green industrial policies—
unless carbon emissions are embedded into the mechanism,
as is the case with the recently launched Carbon Border
Adjustment Mechanism (CBAM). Additionally, such measures
can escalate trade tensions and provoke retaliatory actions,
as demonstrated by recent Chinese investigations into EU
agriculture. Moreover, tariffs may not be sufficient to coun-
terbalance the current cost differential between EU and Chi-
nese cleantech products (Sebastian, Barkin and Kratz, 2024).

Alongside these regulatory measures, financial sup-
portis vital to ensure the success of any green indus-
trial policy. Long-term industrial competitiveness will
depend on ensuring that innovative companies are able to
grow to sufficient scale, with public support playing an impor-
tant role.

The EU Innovation Fund and the European Investment
Bank (EIB) have already started to provide significant support
to cleantech ventures, and the introduction of new flexibilities,
such as matching aid under the Temporary Crisis and Tran-
sition Framework (TCTF), further strengthens this foundation.
However, to ensure the effectiveness of this support
in the future, selecting the right financial tools is
important.

Grants are a key component of the EU’s financing toolbox,
particularly under the EU budget and initiatives such as the
Innovation Fund. These non-repayable funds are crucial for
companies facing significant funding gaps, or “valleys of
death”, such as during research and development (R&D) or
the First-of-a-Kind (FOAK) stage. While grants provide nec-
essary financial bridges when private investment is scarce,
they often come with bureaucratic hurdles and a low prob-
ability of success. Moreover, grants have limited capacity to
“crowd in” private investment beyond their certification
effect’®, making them less impactful in attracting additional
private sector funding (Brown and Lee, 2017, Criscuolo et
al., 2022).

With Member State budgets under pressure from new
fiscal rules and competing priorities like defence spending,
using public funds efficiently is more important than ever.
One way to achieve this is by expanding the "auctions-as-
a-service" model, successfully used by the European
Hydrogen Bank. This model helps identify the lowest subsidy
rates and works well for European industrial policy, as winning
bids tend to be in regions best suited for green hydrogen
production'* (McWilliams and Kneebone, 2024).

13. Meaning that the fact that a project has been assessed positively by a grant program signals to investors that a project is of high quality.

14. In this case, the Nordics and the Iberian Peninsula.
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In addition to grants, financial instruments play a crucial
role in the EU’s strategy to support cleantech manufacturing.
These instruments, which include loans, guarantees, and
equity, are designed to leverage private capital by “crowd-
ing in” private investment. Unlike grants, financial instru-
ments are generally repayable, offering an effective way to
fund projects while maintaining fiscal sustainability.

Public guarantees® can play a crucial role in improving
access to finance, particularly for firms facing high techni-
cal and operational risks, such as those in the cleantech
manufacturing sector. In a public guarantee scheme, the
guarantor—whether the EU, a Member State, or a public
bank—commits to covering a portion or the entirety of a
loan if the borrower defaults or if the project's value declines.
This mechanism has been effective in increasing access to
private finance, especially for large, capital-intensive man-
ufacturing projects, as public guarantees can be scaled
more easily than direct public loans (Habbel et al., 2021).
However, safeguards such as capping guarantees at 75%
are essential to mitigate moral hazard?® risks.

Quasi-equity instruments, which bridge the gap
between debt and equity, offer a higher risk/return profile
than debt but a lower one than equity?”. These instruments,
being patient and with a higher risk appetite, are particularly
well-suited for scaling cleantech industries still reliant on
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venture capital, whereas traditional loan financing may be
too restrictive and equity financing too dilutive. Quasi-equity
instruments provide companies with greater flexibility in
cash flow management, as repayment is conditional and
often linked to the project’s performance.

Tailored to the specific needs of the cleantech sector,
quasi-equity supports long-term fiscal efficiency and poten-
tially yields a better return on public investment due to its
equity-like qualities. However, the scale at which these
instruments can be effectively deployed is currently
limited, making them most effective for supporting
FOAK and NOAK projects. As these instruments are rel-
atively new in the financial ecosystem, their real-world effec-
tiveness will require close monitoring?®.

The EU already employs a mix of grants and finan-
cial instruments to support capital-intensive manu-
facturing projects facing strong international
competition. However, these efforts have often been
uncoordinated, limiting their overall effectiveness (European
Court of Auditors, 2023b). By fostering a structured dialogue
with investors and the private sector to better understand
the barriers to investment, and finding synergies between
different funding institutions'®, the EU can deliver a more
coordinated industrial strategy that makes effective use of
the tools already available.

15. Guarantees come in a range of forms (FI Compass, 2015). A direct guarantee involves a straightforward agreement where the state covers losses
incurred by the lender in case of default. In a first loss default/portfolio guarantee, the guarantor covers losses up to a set cap, with any further
losses borne by the lender. Counter-guarantees place the public authority at a remove, where a private sector entity like a bank acts as
the guarantor, with the state reimbursing them if the guarantee is invoked.

16. Moral hazard refers to the risk that people or companies may take more risks if they know they are protected from the consequences, such as

when they have insurance or guarantees.

17.Quasi-equity products include subordinated loans (junior debt with higher interest and risk), prét participatif (subordinated loans with interest plus

performance-based returns), venture debt (non-dilutive, performance-based financing), convertible loans/bonds (debt that can convert to equity),
and preferred shares (senior equity without strategic control) (FI Compass, 2022).

18. Internal analysis by the EIB, the EU’s main provider of quasi-equity, indicates a positive impact on growth, employment, and innovation,
particularly for smaller, growing firms compared to larger ones nearing exit (European Investment Bank, 2022). EIB venture debt analysis also
highlights significant growth and productivity improvements, along with a notable crowding-in of private sector debt finance (Gatti et al., 2022).
While returns from the EIB's quasi-equity portfolio are not yet positive, largely due to its newness, returns from more mature sub-portfolios are

promising, suggesting a positive future for the program.

19. Such as between the Innovation Fund and the EIB, a collaboration and combination of instruments which the Commission has recently explored

in the context of the European Battery Fund (CINEA, 2024).
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IV. THE CLEAN INDUSTRIAL DEAL

In her July 2024 speech to the European Parliament,
Ursula von der Leyen set out her vision for the next five
years, in a bid to be re-elected as Commission Presi-
dent. The Clean Industrial Deal looks set to be as wide-rang-
ing as its predecessor, the Green Deal, seeking to
simultaneously ‘channel investment in infrastructure and
industry... create lead markets in everything from clean steel
to clean tech and... speed up planning, tendering, and per-
mitting’ (von der Leyen, 2024b).

The new measures in the Deal raise concerns that
they may repeat past mistakes by adding more unco-
ordinated layers to European green industrial policy.
In terms of investment, shifting financing from central
control to a national milestones approach could make
things worse, not better, for supporting cleantech man-
ufacturing.

1. From Cars to COP - a Wide-Ranging Proposal

In the political guidelines that accompanied her speech, the
returning President and her team expand on the vision for the

FIGURE 4: THE CLEAN INDUSTRIAL DEAL

Clean Industrial Deal, although much remains vague and ill-
defined (von der Leyen, 2024a).
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At the time of writing, the principal elements of the Clean
Industrial Deal include:

e Revising the European Climate Law to include a 2040
90% emissions reduction target.

¢ Introducing an Industrial Decarbonisation Accelerator
Act (IDAA). This could take the form of an NZIA for heavy
industry, using regulation to support the adoption of decar-
bonisation technologies for industrial heat and other related
uses. Specific reference is made to accelerating permitting,
as well as channelling investment to these industries. While
more concrete detail is currently missing, the IDAA might
be expected to follow some of the recommendations
brought forward by Industry and Member States under
2024’s Antwerp Declaration (CEFIC, 2024).

e New measures to ‘move further away from fossil fuels’,
including joint procurement for fuels and instating new
governance for the Energy Union.

e Extending the aggregate demand mechanism, Aggrega-
teEU, to include hydrogen and critical materials, as well
as gas.

* Revising the 2035 phaseout of internal combustion
engines to further include e-fuels.

e Introducing a Single Digital Booking and Ticketing
Regulation to harmonise the passenger experience in
cross-border train travel.

e Pursuing new Clean Trade and Investment Partner-
ships focused on cleantech and critical materials to
diversify supply chains.

14CE

* Maintaining EU leadership in climate diplomacy, par-
ticularly at COP30 in 2025.

The Clean Industrial Deal is also committed to ‘scale-up
and prioritise investment in clean energy infrastructure and
technologies’ (von der Leyen, 2024a). The political guidelines
also make explicit reference to funding measures that will be
relevant to cleantech manufacturing, such as:

e Proposing a European Competitiveness Fund (ECF),
as part of the next EU budget beginning in 2028, targeted
at strategic technologies?®. The ECF will co-invest, along-
side Member States and project promoters, into ‘simpler
and faster’ IPCEls, which will be proposed starting in
2025.

e Maximising public funds to de-risk private capital
through the EIB.

e Completing the long-delayed Capital Markets Union,
as well as launching the proposal found in this year’s Letta
report of a Savings and Investments Union (Letta,
2024).

e Making better use of green public procurement, by revis-
ing the Public Procurement Directive.

e Making full use of remaining resources available under
the NextGen EU recovery fund.

2. Will the Clean Industrial Deal Just Be More of the Same?

The Clean Industrial Deal will be a key focus of EU poli-
cymaking in the coming years. Von der Leyen's guidelines,
to be further detailed in the 2024 Work Programme, offer
promising initiatives for cleantech manufacturing, especially
if the IDAA and revised Public Procurement Directive
boost demand for clean technologies. The recognition of
the EIB's central role in funding strategic industries, along
with plans to let the Bank take on more risk, is a positive
sign. Additionally, a European Competitiveness Fund,
which could enhance IPCEls, may significantly improve EU
green industrial policy.

However, there is a risk that these proposals will
simply add another layer to existing industrial policy
without truly advancing it. The broad scope of the Clean
Industrial Deal —covering everything from buying train tick-
ets to EU performance at COP—lacks a clear, unified stra-
tegic vision. Without a cohesive approach, it could end up
being just another disconnected layer on top of the GDIP,
RePowerEU, and other past efforts.

In terms of financing, the European Competitiveness
Fund may not provide the focused support cleantech

20. If we follow the logic of STEP, we can expect that this will include, but not be limited to, cleantech. In the current security paradigm, we can
expect dual-use or military technologies also to be included, perhaps further squeezing the potential allocation for decarbonisation

technologies.
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manufacturing needs. While positioned as a streamlined,
more impactful part of a reformed EU budget, there is some
indication that it will be part of a move away from the cen-
tralised structure of the MFF, towards disbursing funds to
Member States when approved milestones are hit, similar to
the governance of the Recovery Funds (Valero, 2024). This
could mean dismantling successful existing programmes
intended to support the best projects across Europe.

Just as the NZIA shifted from an EU-wide focus on key
technology sectors to a more Member State-driven
approach (Redeker, 2024), the Competitiveness Fund could
result in 27 uncoordinated national investment plans. Pro-
jects would reflect national political priorities rather than
being located in regions where additional manufacturing
capacity would most benefit EU competitiveness. Com-
pared to the well-funded and unified industrial policies of
China, the US, and Canada, this would be a weak strategy.

20

The Clean Industrial Deal (CID) risks repeating past
mistakes by failing to learn the lessons from South
Korea, the US, or even the EU’s own GDIP. This could
slow the EU's cleantech manufacturing growth. The prob-
lem lies both at the institutional level, where policy layering
has replaced a cohesive strategy, and with Member States,
which resist ceding authority to the EU.

To succeed, the EU and Member States must shift
their approach. The Commission needs to prioritise
a unified strategy, while Member States must put
Europe's economic, climate, and security interests
first. If this alignment occurs, the CID could deliver
a stronger green industrial policy. This paper will
conclude by exploring how the CID can achieve this.
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V. HOW THE CLEAN INDUSTRIAL DEAL
CAN IMPROVE EU GREEN
INDUSTRIAL POLICY

The EU and its Member States have both the incentive
and means to address cleantech challenges. With the
global cleantech market set to exceed €580 billion by 2030,
capturing a share is vital for Europe (IEA, 2023). This will sup-
port a just transition, contribute to economic growth,
and align with Europe’s 2050 decarbonisation goals.

An effective green industrial policy is key. Targeted
regulations can address concerns around offtake, compe-
tition, and time-to-market, while public finance de-risks pri-
vate investment.

Learning from the Green Deal Industrial Plan, the
Clean Industrial Deal must address key challenges.

First, the policy landscape is fragmented, with initia-
tives sometimes conflicting or lacking robust analysis

(Veugelers, Tagliapetra and Trasi, 2024). Second, there’s a
need for better data, monitoring and governance (which
connects to the private sector) at the EU level to inform
policy and track impacts (Jager, 2024). Lastly, financial
resources from the EIB, Innovation Fund and other sources
must better align with project needs, using instruments
like loan guarantees and quasi-equity (Sweatman, 2017;
Besnainou and Karagianni, 2024).

The Clean Industrial Deal offers the EU a chance to
create an attractive investment environmentand address
past policy gaps. The Commission should focus on five
key areas to ensure cleantech competitiveness and
deliver a coordinated green industrial strategy.

1. Setting a clear objective to guide the Clean Industrial Deal

PRIORITIES FOR THE CLEAN INDUSTRIAL DEAL

The EU faces arange of challenges to its cleantech indus-
try, including the price competition from China, the challeng-
ing investment environment for scale-ups, the social need
to deliver jobs through the green transition, and concerns
that an overreliance on a single supplier poses a geopolitical
risk. Past efforts at green industrial policy have, in their over-
lapping objectives, tried to tackle all these important issues.

However, to be effective, green industrial policy
requires a clear, guiding objective, against which policy
interventions and funding decisions can be judged. Cur-
rently, the EU’s approach has been one of overlapping objec-
tives without a clear justification for their implementation
(typified by the NZIA). This makes choosing when to introduce
or suspend a policy, or award or withdraw financial support,
more difficult.

The Clean Industrial Deal, as outlined by President von der
Leyen, is an opportunity to refocus green industrial policy at

EU level. Her political guidelines highlight that the achievement
of the EU’s 2030 decarbonisation target, and the setting
of amore ambitious 2040 interim target, will be central. This,
therefore, should be the primary target, with others being
secondary. Policymakers need to ask themselves “how will
this measure ensure Europe’s decarbonisation, while contrib-
uting to job creation/security/industrial competitiveness”.

Europe’s decarbonisation pathway should be of top pri-
ority in the design of measures such as the Industrial Decar-
bonisation Accelerator Act. Conversely, concerns about
competitiveness and job creation should be more explicitly
addressed in the debate around the reform of the European
Climate Law, including clear pathways for how clean tech-
nologies will contribute to the 2040 target and steer future
industrial policy planning.
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2. Developing an embedded European governance for green

industrial policy

PRIORITIES FOR THE CLEAN INDUSTRIAL DEAL

The successful industrial policies of other nations, from
South Korea to the United States, have relied on an embed-
ded autonomy relationship with the private sector to ensure
that policy interventions and funding programmes are effec-
tive and align with the needs of industry. Such a dynamic
depends on public authorities being well-resourced, with
strong data-gathering capacities, and in close collaboration
with (but not captured by) industry through collaborative fora.

The EU’s current governance architecture is far from this
ideal, although there are elements that can be built upon to
deliver coordinated governance for the Clean Industrial Deal.
Mario Draghi, in his landmark report on European compet-
itiveness, advocates for a wholesale restructuring of this
architecture, with the development of Competitiveness
Coordination Frameworks to consolidate the maze of bod-
ies into a single new structure (Draghi, 2024). This will now
be taken forward in the form of a Competitiveness Coor-
dination Tool. It is important that this tool builds upon what
has already worked at EU-level, rather than dissolving
already-effective teams and fora into a new format that
will take time to be impactful.

The Clean Industrial Dialogues provide a model for
structured collaboration between the highest levels of the
Commission, industry, and civil society and should be
expanded upon, under the leadership of the Executive
Vice-President for Prosperity and Industrial Strategy and
the Executive Vice-President for a Clean, Just, and
Competitive Transition. The collaboration between these

22

two Executive Vice-Presidents, and their division of roles,
needs to be clearly structured to ensure that their overlap-
ping mandates support, rather than hinder, the governance
of green industrial policy.

The next wave of Clean Industrial Dialogues should
focus on designing the Clean Industrial Deal and
implementing the GDIP. They should be informed by
analysis of financial instruments from the Investors Dia-
logue on Energy (with an expanded remit to include clean-
tech manufacturing), as well as the soon-to-be-launched
monitoring platform for net zero manufacturing, which
should provide more granular data on sector development.
Following the conclusions of the Dialogues, the Commis-
sion will need to be much more transparent about
how it has implemented the findings (or where and
why some were not implemented), with progress eval-
uated at the subsequent round of meetings.

To monitor implementation on the ground, the European
Industrial Alliances can advise on key sectoral bottle-
necks and identify where further public intervention will be
most effective, as well as on improving sectoral financing
plans. Given that the EIB and national promotional
banks already participate in these Alliances, they are the
best fora for enhancing the implementation of financial
instruments in support of cleantech manufacturing. The
Alliances should be expanded to include sectors not
currently covered, such as carbon removals and grid
technologies.
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3. Improving the regulatory framework for cleantech

PRIORITIES FOR THE CLEAN INDUSTRIAL DEAL

In an encouraging signal, the EU will launch regular Imple-
mentation Dialogues and stress test the EU acquis under
the Commissioner for Implementation and Simplification.

However, the policymaking processes of past EU efforts
have fallen short of this standard. The Clean Industrial
Deal should set a new benchmark for effective EU
policymaking. The Commission should use this next
mandate to conduct thorough impact assessments,
particularly for the Industrial Decarbonisation Accelerator
Act, which risks repeating NZIA's mistakes.

DGs GROW and CLIMA should review the current
green industrial landscape, incorporating critiques from
the European Court of Auditors to identify policies that
truly benefit cleantech manufacturers.

Specific attention should be paid to new additions to the
EU green industrial policy toolkit, such as Sustainability
and Resilience Criteria. These recommendations should
then be incorporated into the impact assessment of the
reform of the Public Procurement Directive. The overall
objective of this reform should be to build on the direction
taken in NZIA and deliver a binding European framework
for green public procurement. This framework should incen-
tivise Member States to use this tool to create lead markets
for European-manufactured cleantech, thus creating the
conditions for innovative companies to scale quickly.

Another element of von der Leyen’s political guidelines
relevant to cleantech manufacturing is the pursuit of the
Capital Markets Union and, more broadly, the comple-
tion of the Single Market. The next Commission should
pursue the Letta report’s proposal for a European Savings
and Investments Union, Mario Draghi’s suggestion to
transform the European Securities and Markets Authority
into a European Securities and Exchange Commis-
sion, and the implementation of the ‘28th regime’ of har-
monised standards for innovative companies. These
initiatives have the potential to directly address some of the
key barriers to scaling cleantech (Draghi, 2024; Letta, 2024,
von der Leyen, 2024a).

These measures represent some of the clearest vehi-
cles forimproving the business environment for clean-
tech manufacturing in the EU. Combined with ambitious
public investment to support promising companies,
they provide a means to regain Europe’s fading clean-
tech competitiveness.
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4. Launching a Cleantech Investment Plan

PRIORITIES FOR THE CLEAN INDUSTRIAL DEAL

The current landscape of EU public finance for cleantech
manufacturing features effective tools and institutions, but
they are employed in an uncoordinated manner. There is
also an overreliance on grant financing through calls for
proposals, which is effective for supporting R&D and some
FOAK projects but less impactful for large-scale manufac-
turing, which is less risky but more capital-intensive.

Although the Commission President’s political guidelines
anticipate the introduction of a European Competitive-
ness Fund (ECF), it will not come into force until 2028 at
the earliest and will face intense political pressure during
budget negotiations from 2025 to 2027. As such, Euro-
pean cleantech manufacturing cannot rely on the
ECF. Therefore, it is essential for Europe to make
better use of the resources it already has.

To bridge the gap to the ECF and address the finance
challenges facing cleantech scale-ups, the EU should
launch a Cleantech Investment Plan targeted at strate-
gic manufacturing sectors?!. This Plan should primarily be
implemented through the EIB, in collaboration with the
Innovation Fund, with its design and involved institutions
informed by the Clean Industrial Dialogues and the
Investor’s Dialogue on Energy. The Plan could include
the following actions:

e Expand the Hydrogen Bank model of fixed pre-
mium auctions to other strategic cleantech sectors
or parts of the value chain, such as battery components
or green steel.

e Reappraise the projected size of the EU Innovation
Fund based on current, higher forecasts for the EU
carbon price (see Figure 3). Allocate a greater propor-
tion of projected revenues for the period 2024-2030
to calls within the 2024-2027 timeframe, before the next
EU budget. These frontloaded funds could either
expand the size of grant calls or serve as a sup-
plementary EU guarantee, through InvestEU,
for EIB lending to cleantech manufacturing
(Besnainou and Karagianni, 2024, CINEA, 2024).

Align the EIB’s proposed Strategic Tech-EU
programme with the objectives of the Clean
Industrial Deal to ensure that sufficient guarantees
and quasi-equity instruments, among others, are
directed towards the cleantech value chain to enhance
international competitiveness. The Wind Power Action
Plan model of counter-guarantees could be replicated
to support other strategic industries, such as batteries
(Draghi, 2024).

21. The Cleantech Investment Plan should also include support for bringing new innovations to market (up to the FOAK stage) and R&D. This will be

the subject of a future I4CE paper.
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5. Supporting national contributions to a European green

industrial policy

PRIORITIES FOR THE CLEAN INDUSTRIAL DEAL

While European financing is preferable to an uncoordi-
nated national approach, the EU competes with countries
benefiting from continent-sized markets and substantial
fiscal support for cleantech. Therefore, it is crucial to
introduce greater flexibilities in the use of national
State Aid and the remaining RRF resources.

Initiatives like the TCTF have supported cleantech
investment but have skewed the Single Market, with
larger Member States benefiting the most. Coordination
of national fiscal support (IPCEls) has been slow and
complex. With fiscal constraints looming under
reformed EU rules, the focus must be on empowering
all Member States to invest in cleantech while respect-
ing the new regime. Co-investment through EU pro-
grammes, which is not counted when assessing a
Member State's debt sustainability, is a key way forward.

Ensuring Member States retain the flexibility
and incentives to continue green investments is
essential to supporting cleantech manufacturing.
This can be achieved through:

e Prioritising investments that align with the Clean
Industrial Deal in national medium-term fiscal
structural plans under the new economic gov-
ernance framework.

¢ Increasing the scope for co-financing between
Member States and the EU regarding cleantech
manufacturing, supported by additional EU
finances under the European Competitiveness
Fund.

e Making use of flexibilities introduced under STEP
to use unspent RRF funds to increase Member
State contributions to the InvestEU guarantee.
National authorities should also be encouraged to
launch domestic guarantees and quasi-equity
schemes for cleantech using their own unspent
Recovery Funds?2,

e Assess the barriers to Member State participation
in the EU’s “auctions-as-a-service”, proposing
reforms to ensure a wider participation beyond
Germany.

e Reform IPCEls to increase the speed at which
funds are disbursed.

22. As was recently demonstrated using Bulgarian recovery funds, under the direction of the EIF (ACP Group, 2024)
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The past five years have seen success for
European cleantech, but the industry now
faces a crisis. Factory closures, uncertainty,
and relentless global competition demand urgent
action to maintain Europe's competitiveness.
However, Europe struggles to match China's cost
advantages or the US's IRA subsidies. Even when
projects choose Europe, scaling up with the right
type of finance remains a challenge.

The EU has introduced several green industrial
policies, achieving some successes like the In-
novation Fund and EIB finance. Yet, the array
of regulations and funding streams has
created more of a policy maze than a cohesive
strategy.

26

Ursula von der Leyen’s Clean Industrial Deal
represents a step forward but risks repeating
past mistakes. To compete globally, defend
economic security, and support decarboni-
sation, the Deal must streamline existing
tools into a coordinated strategy that secures
the future of European cleantech manufac-
turing.
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