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Foreword

This report constitutes the Swedish Climate Policy Council’s evaluation of the Government’s
overall policy in relation to the climate targets established by Parliament and the Government. In
addition, it contains an overall picture of emission trends and a follow-up on the Government’s
climate policy action plan as well as its climate report to Parliament.

Over the past year, implementation of the policy has been heavily influenced by the ongoing
pandemic. Society’s ability to address the coronavirus crisis and its long-term economic and social
effects influences conditions for managing the climate transition in several ways. In this yeat’s
report, the Climate Policy Council has therefore chosen to place a special focus on the
Government’s policy response to the pandemic and on how crisis and recovery policies affect our
chances of achieving climate policy goals.

At the time of writing this report, the pandemic is still ongoing. As yet, there is no definitive
picture of the many events, connections and consequences that are relevant in this context. Yet
many major political decisions linked to the coronavirus crisis and its consequences need to be
taken now and in the near future. The fact that the Climate Policy Council is already presenting this
report about the crisis is in line with the Council’s ambition to provide relevant and useful policy
input for the Government and Parliament.!

The Climate Policy Council would like to express its sincere thanks to the more than 100
organisations, researchers, experts and practitioners who contributed to this report. The
conclusions and recommendations presented here are the Climate Policy Council’s own.

Stockholm, March 2021

Johan Kuylenstierna, Chair Tomas Kaberger
Cecilia Hermansson, Vice-Chair Markku Rummukainen
Karin Béckstrand Patrik S6derholm
Katarina Eckerberg Sverker Sorlin

1 As eatly as 11 June 2020, the Council presented some initial recommendations to the Government in a letter on recovery policy.
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Summary and Recommendations

2020 was an unforgettable year. The world was hit by a pandemic that profoundly affected people’s
lives across all continents and brought on a deep social and economic crisis. Countries around the
wortld have responded with comprehensive interventions involving huge government spending to
prevent the spread of the virus and combat the pandemic’s social and economic consequences.

The design of these initiatives will have a significant impact on the chances of achieving climate
targets, in both the short and the long term. This impact will be felt directly, in the economy and
society, and indirectly, such as through effects on trust in institutions and in international
cooperation.

This year, in its annual evaluation of the Government’s overall design of policies to achieve
Sweden’s climate goals, the Swedish Climate Policy Council has chosen to focus on the
Government’s crisis and recovery policy during 2020 and on the impacts of that policy on our
chances of achieving net-zero emissions by 2045. In addition, this year’s report contains a general
overview of emission trends and an assessment of the Government's climate policy action plan and
the Government’s climate report to the Parliament.

Big temporary reductions in emissions in 2020 - but negligible effects on our
chances of achieving our climate goals

The latest official statistics on greenhouse gas emissions in Sweden are for 2019, before the
pandemic broke out. The reduction in emissions that year was 2.4 per cent, slightly more than in
previous years, but still nowhere near the 6-10 per cent per year needed to reach net-zero
emissions by 2045. On the positive side, the 2020 interim goal of reducing emissions outside the
EU emissions trading scheme (EU ETS) by 40 per cent has been achieved, independently of the
pandemic’s short-term effects on emissions.

Greenhouse gas emissions decreased temporarily in 2020, both globally and in Sweden, mainly due
to restrictions and recommendations aimed at reducing the spread of the coronavirus. The
reduction in emissions was historically large, but not more than what is required each year for the
global temperature increase to be kept below 1.5 degrees. Emission reductions in any one year do
not diminish the greenhouse effect, either — the concentration of greenhouse gases in the
atmosphere just temporarily increases at a slightly lower rate than it otherwise would have. It is not
until net emissions reach zero or are negative that the conditions will be in place to stop global
warming. This requires permanent structural changes, which in turn call for further policy reforms.



ASSESSMENT

Greenhouse gas emissions decreased somewhat more in 2019 than in preceding years, but still far
from the pace required to reach net-zero emissions by 2045.

The temporary emission reductions achieved during the ongoing pandemic have only a marginal
effect on global warming and on Sweden’s opportunities to achieve its climate goals.

Sweden achieved the interim goal for 2020, which would have happened even without the COVID-
19 pandemic.

A window of opportunity for the climate transition...

The coronavirus crisis is taking a heavy toll on society and has hit many families and individuals
hard. But a crisis can also present opportunities to reset, rethink and implement major changes.
Conditions for the social transition towards achieving the climate targets will be better in many
ways after this crisis than they were after previous economic crises.

One reason is the long-term fundamental changes that took place prior to the crisis. These include
digitalisation and advances in technology, increasingly competitive renewable energy options,
industry’s focus on clean-energy competitiveness, well-developed climate policy frameworks, more
ambitious policies in a growing number of countries, and broad public support for the climate
transition. This can be termed the establishment and waturity of the climate transition.

Another reason is the breakthrough insight that rapid change and collective action are possible,
including extensive climate investment: an insight of momentum. Communities have shown that they
can react swiftly and resolutely during times of crisis. This interface between maturity and
momentum opens a window of opportunity to accelerate the climate transition.

... underutilised by the Government

In an emergency, it is natural for short-term crisis management to come to the fore. It is thus a
positive sign that in 2020 the Swedish Government took few decisions that risked directly
undermining its climate goals.

However, when it comes to recovery from the crisis and more long-term reforms, the bar must be
set higher. It is not enough to simply not do the wrong thing. The pace of climate transition
remains too slow, and current policy is insufficient for achieving the climate goals.

According to the Climate Policy Council’s analysis, only one-tenth of the Government’s recovery
measures also contribute to achieving Sweden’s climate policy goals. Although the Government
has been pushing for tougher climate goals and greater ambitions in the EU, several Member States
have linked their recovery measures more closely to the climate transition than Sweden has.



Government policies play a key role in generating understanding, shaping public opinion during a
crisis, and bringing together all stakeholders to act in a more unified way. The Government has
described its recovery policy as “a powerful green economic restart”, but the message has not been
consistent. We lack a clear, cohesive narrative about how to emerge stronger from the crisis to
achieve the vision of Sweden as the world’s first fossil-free welfare state.

ASSESSMENT

The pace of climate transition remains too slow, and established policy is insufficient for
achieving Sweden’s climate goals. Throughout the crisis, the Government has maintained the
focus of Sweden'’s climate policy action plan. Yet it has not yet made sufficient use of the window
of opportunity provided by the coronavirus crisis, to leverage crisis and recovery investments to
advance overall policies for the climate transition.

How the Government can better leverage the window of opportunity

Although 2020 was a tumultuous year, the Climate Policy Council’s analysis shows that so far, the
coronavirus crisis itself has not decisively changed the conditions for the climate transition in the
long term. Some investments in the industry and energy sectors may have been postponed, but
major new fossil-free initiatives have also been announced. The transport sector, which was already
undergoing a major shift, has been most affected by the crisis. However, it is still too early to say
what long-term impact this will have on our chances of achieving the climate goals. Current policy
priorities and plans remain relevant, despite the crisis. New strategies are not required. Instead, we
need to use this window of opportunity to turn plans into action and increase the pace of the
climate transition.

Create stronger ties between recovery policy and climate transition

The Government’s climate policy action plan is in place, as are numerous strategies and initiatives
in areas that are central to the climate transition. A range of business sectors have developed
roadmaps for clean-energy competitiveness. The Government is set to present its national recovery
plan under the EU-wide recovery and resilience facility. It is paramount for the Government to use
its recovery policy to implement the climate policy action plan and link all these different strategies
and roadmaps together, so that it can work more coherently. This would also enable the creation of
a strong and meaningful narrative about the way out of the coronavirus crisis — a narrative that also
boosts efforts to achieve the climate goals.

In June 2020, the Government established a Ministerial Working Group on Climate Policy, led by
the Prime Minister, to coordinate the implementation of its climate policy action plan. The working
group was also to play a central role in “climate-proofing” the recovery policy. Stakeholders
outside the Government, however, still struggle to understand whether and how the working group
will make a difference. Still, it has great potential to promote broader responsibility and ownership
around the implementation of the Government’s climate policy action plan and its overall policy



for achieving the climate goals. At the same time, the working group can ensure that the strategies
adopted and the decisions made by the Government are consistent.

RECOMMENDATIONS

Use the recovery policy to implement the climate policy action plan and existing strategies that
give concrete expression to the desire to be “the world’s first fossil-free welfare state”.

Strengthen the role of the Ministerial Working Group on Climate Policy, in accordance with its
mandate, and utilise it as a driving force in the Government’s efforts to achieve the climate goals.

Funding the window of opportunity

Extensive investment is needed in areas such as clean energy systems, transport and infrastructure
to make the climate goals achievable. Policy has an essential role to play in creating favourable
conditions for other stakeholders to invest sustainably. But there are also compelling reasons why
the state sometimes needs to be involved in (co-)financing climate initiatives, which is most evident
when it comes to public infrastructure. In addition to the EU, international economic cooperation
organisations such as the IMF, the World Bank and the OECD are encouraging their member
states to support green investments as they emerge from the coronavirus crisis.

Fiscal stimulus for economic recovery, together with an increased openness to publicly funded
support for business, can contribute strongly to a momentum that can intensify and accelerate the
climate transition. Together with an understanding of the maturity of the climate transition — for
example, the business community’s own transition strategies —a window of opportunity is created
for more effective policy to achieve the goals.

In the aftermath of the 1990s crisis, a fiscal policy framework was created that helped Sweden
achieve a more transparent budget process and more robust public finances. In an emergency
requiring urgent action, the framework ought to be applied in ways that do not risk closing the
window of opportunity for economically viable climate investments. The flexibility in the fiscal
policy framework should be leveraged so that savings to reach the surplus target are not increased
too rapidly.

The fiscal policy framework, which focuses on the long-term robustness of public finances, lacks
an analysis of the climate change risks to this robustness. The review of the framework planned to
begin in 2025 and end in 2027 should thus be brought forward to ensure that the risk analysis
includes relevant risks for future generations. A debt anchor of 35 per cent of GDP has been set to
provide a significant margin to the EU debt ceiling and to debt levels identified as problematic.
However, an overly low debt anchor may mean that Sweden is investing too little in future
generations. This is a risk that, based on the need for a climate transition, may prove to be at least
as large, or greater, than the risk of insufficient savings.



Monetary policy, which is controlled by the Riksbank, also needs to address the requirements and
opportunities of the climate transition and the risks posed by climate change. On the one hand,
climate change can make it more difficult for the Riksbank to reach its inflation target and
therefore threaten financial stability. And on the other hand, the Riksbank’s monetary policy
governing the purchase of corporate bonds, for example, can affect the chances of achieving the
climate goals.

The Climate Policy Council believes that the new Riksbank Act, which is being drafted at the time
of publication of this report, should be developed on the basis of a clear climate perspective. The
Council recommends that the new Riksbank Act require the Riksbank to address the impact of
climate change on monetary policy and to contribute to the achievement of the climate goals.

RECOMMENDATIONS

Utilise the flexibility of the fiscal policy framework to allow a longer period to restore savings to
the surplus target, to create scope for investments that contribute to the climate transition.

Bring forward the review of the fiscal policy framework and include the climate perspective in the
risk analysis of the robustness of public finances.

Include a climate perspective in the ongoing redrafting of the Riksbank Act.

Prerequisites for climate investments

Protracted permitting procedures are a known obstacle to the timely implementation of vital
climate investments. Paradoxically, the rules that are supposed to ensure environmental
considerations in town and country planning risk slowing down the climate transition. In addition
to the review of relevant legislation and rules previously recommended by the Climate Policy
Council and initiated by the Government, it is important to ensure that licensing authorities are
equipped with the necessary resources, sufficient skilled staff and clear guidelines in order to
process large numbers of applications more quickly.

The climate transition requires new knowledge and improved skill sets across all industries and
areas, in both the civil and the private sector. To strengthen Sweden’s competitiveness, the
Government should seize the opportunity offered by its ongoing recovery policy to invest in
targeted and in-demand upskilling for the climate transition. Broader efforts to raise public
awareness and mobilise civil society can also facilitate the implementation of policies that will
achieve the climate goals.

Like many other government agencies and research reports, the Climate Policy Council has
highlighted the importance of ensuring that investments in transport infrastructure contribute to a
more transport-efficient society. However, the orientation document that is now on the



Government’s table, which is intended to govern investments in transport infrastructure for at least
half the period leading up to net-zero emissions in 2045, does not point to any major change. The
Government needs to bring together the relevant authorities to jointly develop a basis for transport
investments within the framework of the climate policy goals.

RECOMMENDATIONS

Implement a faster, more transparent permitting procedure for investments that contribute to the
climate transition.

Invest in knowledge and skills for boosting climate transition efforts as part of the ongoing recovery
policy.

Ensure that the national transport infrastructure plan contributes to a more transport-efficient
society within the framework of the climate goals.

The European Green Deal and recovery plan

The Government should be inspired by how the EU has conflated recovery policy and the climate
transition, and how the climate agenda has been tied to a broader sustainability agenda for
promoting resource efficiency and the circular economy, biodiversity and a just transition.
Sweden’s climate transition will be strongly influenced by all the new and amended rules and
regulations now being developed at the EU level, linked to the European Green Deal and its
comprehensive recovery plan. There is reason to revisit whether the Government Offices of
Sweden possess sufficient resources to be able to both influence and capitalise on the European
wave of green reform, which has only just begun.

RECOMMENDATION

Strengthen Sweden’s engagement and influence in the EU by participating in a strategic,
coordinated and active manner in the European Green Deal and recovery plan as well as in related
political processes.

Openings for behaviour change

In several areas, the coronavirus crisis has brought about rapid and extensive behavioural changes.
Policy should strive to support behavioural changes that can make a positive contribution to the



climate goals and discourage behaviours with negative impacts. For example, this might include
supporting more sustainable travel patterns and online meetings, developing rules and regulations
that facilitate more efficient use of buildings or more efficient logistics for e-commerce, and
stimulating outdoor life and sustainable tourism locally. When the pandemic is over, those who
chose to drive their car during the crisis need to return to using public transport and other more
climate-efficient means of transport.

RECOMMENDATION

Promote behavioural changes that aid our chances of reaching Sweden’s climate goals.

Follow up and report on the implementation of the climate policy action plan

In accordance with the Climate Act, in December 2019 the Government decided on a climate
policy action plan which was to guide efforts over the subsequent four years to achieve the climate
goals. However, the Government has not provided an update on the plan’s implementation to
Parliament, in its 2020 climate report or in any other context. This follow-up is important for the
Government’s own work and to deliver on the climate policy framework’s vision for clarity and
transparency.

For almost three years, the Government has been announcing that an assessment of the impact of
all relevant proposals in official government inquiries and official policy input on the climate goals
will be carried out. This has not yet happened.

RECOMMENDATION

Report on how the implementation of the climate policy action plan is progressing in the annual
climate report to Parliament.

Present the climate report at the same overarching appropriations level as the budget statement.
Decide that an assessment of the impact on our chances of achieving the climate goals is to be
included in all official government inquiries and inputs to Government decisions.
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— A tumultuous year



1. Introduction — A tumultuous year

In January 2020, few could imagine the year ahead. A global pandemic was not unexpected —
epidemiologists had warned that it was only a matter of time — but for most people it was an
abstract, distant threat with no practical meaning. Now, as this report is being published in March
2021, everyone knows what a pandemic is and understands its profound effects on everyday life.
More than 3 million people have died from Covid-19 worldwide, and more than 150 million have
fallen ill.! Many more have been affected by the political, economic and social consequences of the
pandemic.

1.1 Encounter with the health crisis affects the climate change transition

A valuable lesson from the past year is how quickly society can mobilise resources and adapt in a
crisis situation that endangers our life and health. Policy decisions and behavioural changes that
were inconceivable before 2020 not only proved possible, but were accepted by the vast majority
of people. Real-time online social interaction, at work and at home, grew quickly to levels that were
previously thought would be possible only years into the future. Global and European cooperation
between private and public stakeholders, the pharmaceutical industry and governments, enabled
effective vaccines to be developed and approved in a fraction of the time that this complex process
normally takes. Governments around the world have put aside the ordinary framework for
economic policy to some extent in order to take firm decisions and invest substantial public
resources to combat the spread of infection and economic and social damage from the pandemic.

Society’s ability to address the coronavirus crisis influences the conditions for managing the climate
change transition in several ways. Because of the enormous scale of the crisis response, the impact
of the decisions taken will be felt for a long time. The rapid-fire developments during the 2020
crisis year have also changed the conditions for climate efforts as well, and thus affected Sweden’s
chances of achieving its climate targets. The dimensions and scope of these changes are certainly
greater than we can grasp today. Among them, however, is confidence in the power of policy to
address crucial societal challenges and in international cooperation to solve global problems.

1.2 Climate crisis still high on the agenda

2020 was one of the warmest years ever recorded, with a global average temperature more than
1°C above pre-industrial levels. In Sweden, 2020 was the warmest year since the 1860s, when the
Swedish Meteorological and Hydrological Institute started measuring temperatures. It was thus
another year in a long-term trend in which every decade since 1980 has been warmer than the
previous one.2 The negative effects of climate change are becoming increasingly apparent
worldwide through more extreme weather events, such as heat waves, droughts and floods, with
implications for food supply, water resources, health and ecosystems.3

As the extent of the coronavirus’s effects became clearer, concerns grew that the climate transition
would be put on hold — or in the worst case, take several steps back. It can be noted that some of



the resources that countries around the world can use in their recovery policies also provide
climate solutions, but many investments have also been made to date do not contribute to the
transition, or may even hinder it. Of course the long-term impact of the coronavirus crisis cannot
be evaluated yet. However, it can already be established that innovation and global collaboration
drove developments in several areas in 2020. The use of renewable energy continued to expand
worldwide, despite the deep economic crisis, while the retreat from fossil fuels continued.
Electricity from solar and wind power is now produced at a lower cost than coal power neatly
everywhere in the world, helping to redirect major financial flows. Multinational oil companies are
predicting a drop in demand and announcing a shift in investments to renewable energy sources.

The climate issue was also high on the global political agenda in 2020. Many countries, including
major economies such as China, South Korea, Japan and Canada, as well as the European Union,
either set targets for net-zero greenhouse gas emissions by mid-century, or announced they intend
to do so.P The new U.S. administration is expected to do the same in 2021.

1.3 Has crisis management policy during the pandemic affected our
chances of achieving the climate targets?

The Swedish Government aims to push for a more rapid global transition away from fossil fuels by
demonstrating at the national level that the transition goes hand in hand with economic
development and social welfare.> An important test for this goal is the formulation of crisis policy
during the pandemic, including policies for long-term recovery. To what extent do they contribute
to, or hinder, the achievement of climate policy goals?

Against this background, in this year’s review report, the Climate Policy Council has chosen to
explore in depth the question: Has crisis policy during the pandemic affected our chances of achieving climate
policy goals? Crisis policy here means all policies across multiple policy areas that have emerged in
direct response to the coronavirus crisis and its effects, or have cited them in their rationale. Of
course, this crisis policy is not entirely distinguishable from other policies related to the climate
change transition and other societal challenges. Many new developments in recent years have
reshaped the context, including the climate policy framework and the EU’s Green Deal, which
were agreed on in December 2019, before the pandemic and therefore by no means as a result of
it. Since then, however, the EU recovery programme has had strong ties to the Green Deal.

The corona crisis has hit society so hard that many established ideas, principles and behaviours
have been disrupted and, in some cases, completely transformed. As a result, a perception has
emerged that it is possible to achieve larger-scale change in a relatively short time. The changes that
have taken place and the significant resources invested open a window of opportunity. It is also a
well-known phenomenon that times of truly deep crisis can cast a new, merciless light of truth. In
this light, we see things with fresh eyes. The crisis does not merely need to be confronted and
averted. It also makes changes that have previously seemed improbable or uncomfortable suddenly

bThe net-zero emissions targets have different definitions in different countries and thus in practice different meanings, mainly depending on
how the effects of soil and plant carbon sequestration are estimated as well as greenhouse gases other than carbon dioxide. But they all
express the goal of no longer contributing to increased levels of greenhouse gases in the atmosphere by mid-century. See, for example, the
Net Zero Tracker.!¢!



seem not only possible, but the right thing to do or even the necessary thing to do. The future after
a crisis can, and should, be different from the past — what the philosopher Immanuel Kant more
than 200 years ago called “a moral demand for a difference”.6

This report consists of two parts:

Part I contains the Climate Policy Council’s regular review of emission trends and the
Government’s reporting to Parliament, as well as a follow-up to the first climate policy action plan
presented in December 2019.

Part I1 contains the review of the Government’s corona crisis policy and how it has affected our
chances of achieving the climate targets, including what Swedish crisis management policy looks
like in a BEuropean context. The term corona crisis is used as a collective term for the pandemic, the
economic crisis that followed, and all its social and other spillover effects.
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2.Climate targets and emission trends

The overarching goal of the climate policy framework is that Sweden should have net-zero
greenhouse gas emissions by 2045, and negative net emissions thereafter. Parliament has decided
that the target is achievable if emissions within Sweden’s borders are at least 85 per cent lower by
2045 than in 1990. The remaining emissions can be covered by so-called supplementary measures.
These can include an increased net uptake of carbon dioxide in forests and soils, verified emission
reductions through investments in other countries, or carbon capture and storage from the burning
of biomass, known as BECCS (bioenergy with carbon capture and storage). Sweden’s negative net
emissions beyond 2045 mean that the supplementary measures must be greater than Sweden’s
remaining greenhouse gas emissions.

The climate policy framework includes a number of interim targets in addition to the overall 2045
target. While the 2045 target applies to Sweden’s total emissions, the interim targets apply to a
subset of emissions. Sweden’s total greenhouse gas emissions can be roughly divided into two
parts: emissions that occur outside the EU emissions trading system (EU ETS) and emissions from
sectors included in the trading system. For emissions not included in the EU ETS; there are three
interim targets set for 2020,¢ 2030 and 2040. In addition, there is a 2030 interim target for domestic
transport. Emissions within the ETS are included in the 2045 target of net-zero emissions but do
not have their own national interim target and are instead limited by the EU ETS framework. The
goals of the climate policy framework are summarised in Figure 1 below.

¢ The official emissions statistics for 2020 will not be published until December 2021, which is why this target is still relevant.
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Figure 1. Targets in the Swedish climate policy framework.
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2.1 Emission trends through 2019

The latest available official statistics on greenhouse gas emissions are from 2019, when total
greenhouse gas emissions within Sweden’s borders (territorial emissions) were just below 51
million tonnes COze, which is almost 30 per cent lower than in 1990.4

A large part of the decrease is due to the gradual increase in the use of biofuels and increased
efficiency in the energy sector. Emissions have fallen by as much as 66 per cent since 1990. In the
transport sector, the use of biofuels and more efficient vehicles has helped to curb emissions, but
increased traffic volumes limited the overall reduction to 17 per cent. Industry has reduced its
emissions by roughly 20 per cent and agriculture by 9 per cent since 1990. The “other” section
includes waste management and reflect a reduction in waste landfilling since the early 1990s.

%0

80 —

70 —

60

50 -19%

-9%
-66%

Mt CO,e

40

30

20

R
S
Development 1990-2019

-17%

1990 1995 2000 2005 2010 2015 2019

- Agriculture - Transport Other

Electricity & heating

Figure 2. Domestic greenhouse gas emissions by sector, 1990-2019, in million tonnes of CO; equivalent .

Source: Swedish Environmental Protection Agency

Annual fluctuations in emissions are due to several factors, including weather, economic cycles and
political decisions. For example, Figure 2 above shows that the economic recovery following the
financial and real estate crisis in the early 1990s led to increased emissions, and during the 2007—
2008 financial crisis, emissions fell first before rising again when the economy picked up in 2009
and 2010. Trend-wise, the largest emission reductions occurred over the 10-year period 2005-2014,

4 'The latest emission statistics cover the years 1990 through 2019. The totals include emissions that occur within Sweden’s borders, but
exclude land use, land use change and forestry.
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with an average annual reduction rate of over 2 per cent. The pace then slowed, and greenhouse
gas emissions decreased, on average, by less than 1 per cent per year between 2015 and 2018. This
coincided with the fact that emissions from heating, which accounted for a large part of the
reduction, no longer fell at the same rate, while industrial emissions increased.

Between 2018 and 2019, emissions decreased slightly more, by 2.4 per cent. However, the rate
remains lower than is needed to reach the 2045 net-zero emissions target through continuous
annual reductions. That would require annual reductions of 6 per cent if supplementary measures
can be fully utilised, and of 10 per cent if emissions are to fall to zero. In reality, the reduction in
emissions will not be completely even. Major technological shifts and sudden changes in the world
around us can cause discontinuities or step-off effects in the rate of reduction. However, the
average reduction rate of 6—10 per cent per year serves as a yardstick to assess whether emissions
are falling fast enough and, if not, what change of pace is needed. For each year the reduction rate
is too slow, the demands for stricter emission reductions increase in the coming years.

ASSESSMENT

Greenhouse gas emissions decreased somewhat more in 2019 than in preceding years, but still far
from the pace required to reach net-zero emissions by 2045.

Sections 2.1.1 and 2.1.2 describe emission trends between 2018 and 2019 in more detail, based on
the classification from the climate policy framework — i.e., emissions from installations included in
the EU ETS and emissions outside it. Figure 3 below shows the proportion of emissions in
different sectors covered by the ETS. A somewhat simplistic summary is that larger installations
within industry, electricity and district heating production, as well as aviation within the EU, are
covered by the ETS, while transport, agriculture and other emissions (solvents, working machinery
and waste) are outside of it.
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Figure 3. Sweden’s territorial greenhouse gas emissions in 2019, by sector. The striped area of the bars indicates
emissions included in the ETS.

Source: Swedish Environmental Protection Agency8?

2.1.1 Emissions in the ETS were 5.5 per cent lower in 2019 than in 2018

Sweden’s greenhouse gas emissions from the installations covered by emissions trading account for
about one-third of total territorial emissions. Since the system was introduced in 2005, emissions
from these installations have decreased by a total of 17 per cent, or just over 1 per cent per year.
The largest single decrease occurred in 2019, when emissions were 5.5 per cent lower than in 2018.
Driving this rapid development was the energy sector, where emissions fell by 11 per cent, while
industrial emissions fell by just under 4 per cent.

Emission for energy installations in the ETS decreased by 11 per cent

The reduction in emissions in 2019 can be explained by the unusually high emissions in 2018. This
was due to a cold winter and limited access to biofuels. In 2019, the winter was milder, access to
biofuels improved, and several coal-fired plants were phased out — which may have been
accelerated by the tax increase on fossil fuels introduced in August. In 2019, greenhouse gas
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emissions from electricity and district heating production covered by the EU ETS were 3.9 million
tonnes COze, accounting for 20 per cent of greenhouse gas emissions in trading sectors.

Emissions from industrial installations in the ETS decreased by 4 per cent

Industry accounts for about a third of Sweden’s total greenhouse gas emissions and 75 per cent of
emissions in trading sectors. The reduction in emissions in industry was largely due to reduced
emissions from refineries and the mineral industry. The reduction in emissions from refineries is
due to the fact that two plants have had maintenance stoppages, and the reduced emissions from
the mineral industry are due to reduced production of clinker. Emissions from the iron and steel
industry rose in 2019 due to increased production within Sweden.

2.1.2 Emissions outside the ETS decreased by @.4 per cent between 2018 and 2019

Emissions outside the trading system totalled 31.7 million tonnes in 2019, about half of which were
from transport. This is 31 per cent lower than 1990 levels. Although emission reductions occurred
across all sectors, domestic transport, residential and commercial heating, waste treatment, and
industrial and energy installations account for most of the emission reductions during the period in
absolute terms. Between 2018 and 2019, emissions outside the ETS decreased by only 0.4 per cent.

In order to monitor emission trends outside the ETS towards the 2030 and 2040 interim targets,
the climate policy framework provides for what are known as indicative emission pathways. These
are defined as a linear reduction from the actual emissions level in 2015 to the respective interim
targets, with a higher pathway if supplementary measures are used and a lower pathway without the
use of supplementary measures (see Figure 4 below). The fact that emissions are above the
indicative levels in a single year does not mean that the targets will not be met, but that emissions
will have to be reduced more quickly in the coming years. According to the climate law, the
Government must present an analysis and, if necessary, tighten policy if emissions exceed the
indicative target pathway.!0

Figure 4 shows emissions outside the EU ETS from the base year 2015 to 2019 (black line) and the
two indicative emission pathways (red and green lines, respectively). Between 2015 and 2016,
emissions were below the level that includes supplementary measures, but above the level without
supplementary measures. Since then, emissions have been above even the level that includes
supplementary measures. The reduction in emissions slowed in 2019, resulting in emissions that
were 2 million tonnes above the lower indicative pathway that year and 1 million tonnes higher
than the upper indicative pathway.

Since emissions have been higher than both indicative pathways for several years, the Climate
Policy Council believes that this emphasises the need for the type of analysis required by the law.
Carbon dioxide accumulates in the atmosphere, growing into a kind of emission debt for each year
that emissions are higher than the target expressed in the indicative pathways. With this approach,
the emission debt for the period 2015-2019 can be interpreted as the surface between the black
line and the red and green lines in Figure 4, depending on the emission pathway.
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Figure 4. Greenhouse gas emissions from sectors outside the ETS.

Transport emissions decreased by 2 per cent

Emissions from domestic transport account for a third of Sweden’s total greenhouse gas emissions
and roughly half of emissions outside the EU ETS. In 2019 transport sector emissions were 2 per
cent lower than in 2018. Emissions need to be reduced by at least 8 per cent per year to meet the
2030 target for domestic transport. In 2019, emissions from domestic transport were 17 per cent
lower than in 1990.

Agricultural emissions increased by 1 per cent

Greenhouse gas emissions from the agricultural sector make up about 14 per cent of Sweden’s
total emissions and about 20 per cent of emissions outside the EU ETS. Between 2018 and 2019,
emissions increased by about 1 per cent, mainly due to an increase in emissions from the use of
crop residues such as manure. Compared with 1990, emissions have fallen by 9 per cent.

2.2 Emission trends in 2020 — preliminary estimates

2020 will be a year to remember, with major emission reductions both in Sweden and the world
that were brought on by the restrictions and recommendations imposed by governments and
authorities to mitigate the spread of COVID-19. Both business travel and leisure travel declined,
and other behaviours also changed significantly (see fact box 1 below).

It is not yet evident from the official emissions statistics how greenhouse gas emissions have been
affected by the corona crisis, as the latest statistics refer to 2019. The Climate Policy Council has
previously pointed to the value of accelerating the reporting of greenhouse gas emissions, as it
would increase the ability to follow up and develop policies to achieve the climate targets. The
rapid changes underway in both policy and emissions underscore this need.



Fact box 1: Changes in behaviour and consumption during 2020 affected greenhouse gas
emissions

For Sweden to achieve the climate targets, greenhouse gas emissions from the production of goods
and services within its borders (territorial emissions) must be gradually reduced to zero. A
complementary measure of territorial emissions is consumption-based emissions, which include
emissions in Sweden and abroad that result from meeting demand throughout society for
household consumption, public-sector consumption, and public investments such as buildings
and infrastructure. Consumption-based emissions were 82 million tonnes CO.e in 2018, which
can be compared with territorial emissions of 52 million tonnes COe the same year.

Over the past decade, greenhouse gas emissions from Swedish household consumption have
decreased gradually, despite growth in the volume of consumption. Two-thirds of that drop is
attributable to lower production emissions from both imported and domestically produced goods.
The remainder is attributable to a change in what people are choosing to consume.?

During the pandemic, restrictions to stop the spread of infection have led to a rapid change in both
the composition and the volume of consumption. So-called close-contact industries have seen a
sharp decrease in demand. Reduced travel, mainly international but also domestic, reduced
tourism, increased teleworking, and fewer visits to restaurants, concerts and theatres are all
examples of the consequences of restrictions.!® This is also evident in the number of restaurant
and hotel bankruptcies, which were 27 per cent higher in 2020 than the average over the last three
years.

Some consumption categories do not show a significant impact from the pandemic. The need for
heating, electricity, food and drink remains. Purchasing channels, however, have changed
somewhat. This is most evident in the sharp increase in e-commerce for food and pharmaceutical
products. The biggest increase is seen among older people.’®

Preliminary estimates of how the pandemic affected global emissions in 2020 show that daily
carbon dioxide emissions were at most around 17 per cent below the average of recent years.!6
This is a direct result of the restrictions and recommendations imposed by governments and
authorities to mitigate the spread of COVID-19, and to some extent due to the subsequent
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economic downturn. In countries with the toughest lockdowns, total emissions fell by up to 26 per

cent during the lockdown period, according to one study, and emissions from road traffic by
around 50 per cent.!”

Taken over the whole year, global carbon dioxide emissions are estimated to have been about 6—8

per cent lower in 2020 compared with 2019.16.18 This is the largest observed decrease for a single
year, and also roughly the decrease required each year for temperature increases to be kept below

1.5°C.

These figures are based on factors such as fuel sales and traffic volume studies, not on official

emission statistics. The Climate Policy Council’s own estimates based on similar methods indicate a

reduction in emissions on the same order of magnitude in Sweden as the global average for the full

year 2020. Preliminary figures from the Swedish Transport Administration show that emissions
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from road traffic decreased by 9 per cent in 2020, mainly due to a decrease in vehicle traffic during
the pandemic. Added to this was a reduction in carbon dioxide emissions from new cars due to
electrification and efficiency improvements.!?

ASSESSMENT

The temporary emission reductions achieved during the ongoing pandemic will have only a
marginal effect on global warming and on Sweden’s ability to achieve the climate targets.

There are no conclusive research findings on how an economic crisis affects emissions in the
longer term; however, temporary emission reductions caused by an economic recession have
generally been followed by a rebound effect, with a rapid rise in emissions. Early analyses show
that pattern seems to apply in this crisis as well. In countries such as China and Brazil, greenhouse
gas emissions have started to rise again as economic activity returns to more normal levels.!
Whether they can reach pre-crisis levels may depend on whether and which economic structural
changes took place or began during the crisis, more lasting behavioural changes, or the robustness
of their climate policies.?0

Temporary emission reductions in themselves have an insignificant effect on the earth’s
temperature fluctuations. Emissions were also high in 2020, and carbon dioxide released into the
atmosphere will remain there for a long time to come. In 2020, the concentration of greenhouse
gases in the atmosphere also increased.

What matters is that emission reductions become permanent over time, and this requires structural
changes to approach zero emissions and a sustainable use of resources. Accomplishing this
requires further political reforms. It is not until net emissions to the atmosphere reach zero or are
negative that the conditions will be in place to stop global warming.

2.2.1 Sweden achieved the 2020 interim target

The first interim target in the climate policy framework, agreed back in 2009, was a 40 per cent
reduction in greenhouse emissions outside the ETSe by 2020 over 1990 levels. We can already
conclude that this target was achieved by a wide margin, even though official emissions statistics
for 2020 are not yet available. The target was achievable even without the temporary emission
reductions that occurred in 2020. Thanks to those temporary emission reductions, the target might
have been achieved even without the use of flexible mechanisms. Without the temporary
reductions in 2020, a gap of 1.5-2.5 million tonnes of COze would probably have had to be filled
through flexible mechanisms.

¢ A maximum of 13 per cent may be achieved through flexible mechanisms. This means that Sweden can acquire credits for emission
reduction measures in other countries.
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ASSESSMENT

Sweden achieved the interim target for 2020, which would have happened even in the absence of
the coronavirus pandemic.

2.3 Achieving future climate goals requires tighter policies

On 15 March 2021, the Swedish Environmental Protection Agency (EPA) presented updated
scenarios for continued emission trends based on agreed policies. The so-called reference scenario
includes all instruments introduced by the Government and Parliament through June 2020. In this
scenario, the targets beyond 2020 will not be met.

According to the agreed policy scenario, emissions outside the ETS will fall by 44 per cent by 2030
compared with 1990. The interim target aims to reduce emissions by 63 per cent. This means the
target could not be achieved even with the full use of flexible mechanisms of 8 percentage points.

The corresponding 2040 target is a 75 per cent reduction in emissions compared with 1990, of
which flexible mechanisms must not exceed 2 per cent. The decision scenario indicates a decrease
of 51 per cent for 2040.

The sectoral target for domestic transport is to reduce emissions by 70 per cent by 2030 compared
with 2010. In the decision scenario, the emission reduction stays at 35 per cent — halfway to the

target.
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Figure 5. The Swedish EPA’s greenhouse gas emissions scenario with agreed policy through 30 June 2020.2!

In the second half of 2020, the Government clarified the level of ambition and regulations in its
proposals to develop the reduction obligation for fuel for road transport and working
machinery.2223 In its climate report to Parliament, the Government assessed that these proposals,
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together with other applicable policies, are positioned to close the gap in the targets by 2030. The
Government’s impact assessments indicate that the reduction obligation alone could reduce
emissions by 6—7 million tonnes COsze by 2030. It is uncertain how large this effect would actually
be in practice, however, and relying on this instrument alone to close the entire emissions gap is a
risky strategy. Furthermore, such large emission reductions require enormous volumes of
renewable liquid fuels, mostly from biomaterials. The Climate Policy Council has previously noted
that there are significant risks in terms of availability and pricing around sustainable biofuels in
such large volumes. The Swedish EPA’s decision scenario does not include the increasing
reduction obligation in the coming years, since it has not yet been decided, only announced.

Against this background, the Climate Policy Council sees the Swedish EPA’s decision scenario as a
relevant point of departure for discussing the needs for tighter policies in more areas. This scenario
does not currently lead to the attainment of either the 2030 interim targets or the 2040 targets.
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3.Follow-up on the Government’s climate policy
action plan and climate report

This chapter contains a follow-up on the Government’s climate policy action plan and its annual
climate report to Parliament.

According to the Climate Act, the Government must present a climate policy action plan every
four years during its electoral period. The action plan must include the Government’s planned
climate policy initiatives during the electoral period and a description of how the Government
considers that they will affect the chances of achieving the climate targets. The first climate policy
action plan was presented as a bill to Parliament in December 2019.5

The primary aim of the annual climate report is to describe emission trends, key decisions in
climate policy during the year, and the impact of those decisions on greenhouse gas emission
trends.

There is no formal requirement in the Climate Act for the annual climate report to Parliament to
contain any follow-up on the action plan. However, the Climate Policy Council considers that it
would be natural and appropriate to use the climate report to monitor the implementation of the
action plan in a transparent, systematic manner. In the Government’s 2020 climate report, the
action plan is only mentioned in passing,f with no update on the more than 100 actions included in
the plan is taking place. The Government also does not refer to the action plan in press releases on
related activities, and there is no summary on the Government’s website or any other information
on the status of the plan’s implementation. In other words, the climate report lists a significant
number of decisions taken, but it lacks a connection to the plan that should be guiding the
Government’s work.

The intention of the climate policy framework was to approach climate policy with a long-term
mindset, continuity, clarity and transparency.?* The Government wrote in its proposal: “A law
describing the government’s climate policy efforts in a concrete and clear way also enables
everyone to access information about how this work will take place. The opportunity to consult the
regulatory framework and understand how efforts are developing and which next actions should be
taken increases.”

Against this background, the Climate Policy Council considers it problematic that the Government
does not in any way report on the progress made in the implementation of the central governing
document: the climate policy action plan. In addition, the division of responsibilities for
implementation among ministries and ministers that the Government says has been made not
transparent to the public or Climate Policy Council.

f“The Government has begun extensive efforts to implement the action plan. Responsibility for implementation is shared among several
ministries and government ministers, and all the Government Offices are affected by these efforts. The Government’s ambition is for all
actions to be implemented during the electoral period in order to close the emissions gap.” 82 ©-156)
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RECOMMENDATION

Describe the implementation of the climate policy action plan in the annual climate report to
Parliament.

The prerequisites for a coordinated implementation of the climate policy framework have been
strengthened by a ministerial working group on climate policy, which the Government established
in June 2020, to be led by the Prime Minister. In addition to the Prime Minister, this working
group consists of seven ministerss in charge of areas that the Government has deemed crucial to
achieving the climate targets. The Government has announced that the purpose of the working
group is to integrate the climate change issue in all relevant policy areas so that the climate policy
framework and action plan become more cleatly and closely tied to the Government’s work.2>
When the working group was presented, it was also stated that the group would play a central role
in a green recovery after the crisis.2¢ But the working group met for the first time on 9 November,
long after the major economic decisions on the Government’s recovery package had already been
taken and presented in the budget.h

According to the Government, the working group on climate policy should be convened
regularly,?? although it is unclear how often. The second meeting of the working group took place
on 9 March and, according to the press release, addressed sustainable urban development and
electrification.

The Climate Policy Council welcomes the fact that this group was formed, which was also one of
the recommendations in last year’s report?’. Stakeholders outside the Government, however, still
struggle to understand if and how the working group will make a difference in the Government’s
efforts. The working group has great potential to create broader responsibility and ownership
around the implementation of the Government’s climate action plan and its overall policy for
achieving the climate targets. At the same time, the working group can ensure that strategies and
decisions taken by the Government are cohesive.

The Climate Policy Council notes, however, that the Government’s interventions in 2020 relevant
to the climate change transition have not been linked to the climate action plan, suggesting that
both coordination and communication are still lacking.

RECOMMENDATION

¢ Ministers of the working group on climate policy in addition to the Prime Minister: Minister for Business, Industry and Innovation, Minister
for Finance, Minister for Infrastructure, Minister for Energy and Digital Development, Minister for Rural Affairs, and Minister for Financial
Markets and Housing.

b According to the government website, this meeting discussed matters such as how to facilitate the domestic production of biofuels to help
create new green jobs and regional development.
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Strengthen the role of the ministerial working group on climate policy in accordance with its
mandate, and utilise it as a driving force in the government’s efforts to achieve the climate
targets.

3.1 Follow-up of the climate policy action plan

3.1.1 Content of the action plan - from ambition to policy

Since the Government has not reported on its progress in implementing the climate policy action
plan, the Climate Policy Council has conducted its own follow-up. This was made more difficult by
the fact that the planned actions are described only vaguely throughout, and they lack a timetable
for implementation, which we criticised when the plan was presented.! Similarly, the division of
responsibilities for implementation made by the Government among ministries and ministers is
not transpatent.

The action plan expresses a wide range of ambitions, priorities and planned actions across many
sectors, from the local to the global level, which the Climate Policy Council welcomes. However, it
is not easy for the reader to understand which concrete actions and results the plan will result in.
The Government Offices has summarised the action plan in a “list of actions in the climate policy
action plan”.28 It contains a total of 132 items which the Climate Policy Council has taken as a
starting point for its follow-up on the action plan’s implementation.

The items in the list vary in nature. There are a number of ambitions and priorities, such as Sweden
pushing for a tightening of EU emissions trading. It is difficult to assess the extent to which these
are achieved, how active the Government has been, or what role they have played in any success.
Such ambitions rather serve the purpose of clarifying the direction of government policy. Other
actions in the action plan are more like follow-ups, either in the form of planned commissions of
inquiry and remits to government agencies, or as specific announced decisions on new or updated
policy instruments.

The Climate Policy Council has followed up on efforts around the action plan based on three
categories of actions: ambitions, commissions of inquiry or remits, and policy instruments. It is
only the last category that directly affects stakeholders and, by extension, greenhouse gas emissions.
Figure 6 illustrates how the items in the action plan are divided among the three categories.

Of the items in the plan, 30 per cent are expressions of general ambitions and priorities in the
government’s work. The largest share of the items, about 40 per cent, are planned inquiries and
remits to government agencies. These remits are often a step in the process of later deciding on a
new or improved instrument, but in these cases the action plan only says that a commission of
inquiry should be appointed. Barely 30 per cent of the items are specific plans for new instruments

1 Within three months, the Climate Policy Council must submit an assessment of the action plan to the Government. Such an assessment was
included in the Council’s annual report in March 2020.27
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or for tightening up existing instruments. Here, the plan states that these should proceed through
to decision and implementation.

- Ambitions

Investigation or
Government assignment

- Policy change

Figure 6. Number of announced actions in the climate policy action plan, by category.

When the action plan was presented, the Government received some criticism that it did not take
enough of an international perspective. However, our review shows that around 60 per cent of the
ambitions and priorities outlined in the action plan relate to the Government’s efforts within the
EU or globally. They also respond to provisions in the Climate Act that require the action plan to
describe how the Government’s actions contribute to achieving both national and global climate
targets. The internationally oriented goals mainly involve working towards a more ambitious policy
at the EU level, such as harmonising the regulatory framework for the green taxonomy. A smaller
proportion, around 20 per cent, involves advocacy at the global level, such as promoting the
integration of climate considerations into trade agreements and, of course, the implementation of
the Paris Agreement.

- National
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Global

Figure 7. Number of announced goals in the climate action plan, by level.
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As far as actions in different sectors are concerned, as much as 40 per cent of the items in the
action plan concern the transport sector. This is natural, since domestic transport accounts for a
third of Sweden’s territorial emissions, has its own ambitious sectoral target, and is not included in
EU emissions trading. However, only 3 of the 132 items in the action plan concern agriculture,
despite the fact that the sector accounts for 14 per cent of total greenhouse gas emissions.

3.1.2 Implementation of the action plan by the Government

The Climate Policy Council has examined the progress of implementation through a categorisation
of the 132 action plan items, one year after the plan was presented.

In the Climate Policy Council’s assessment, the Government is taking active steps for the vast
majority of the ambitions or priorities we have identified in the plan, although it is not possible to
determine to what extent the ambitions are being met.

Figure 8 illustrates the Council’s assessment of the situation on 1 January 2021 for the actions that
can more easily be followed up, such as appointed inquiries, government remits or agreed

instruments. More than half of the 36 planned new or improved instruments have either been
decided on, or are slated to be decided by Parliament in the first half of 2021.

Examples of decisions expected in spring 2021 are the development of the reduction obligation for
petrol and diesel, the reduction obligation for aviation, and climate declarations for buildings. In
the absence of a timetable in the action plan, it is not possible to assess whether the Government is
on track. But given that the Government still has time within its current electoral period, the
Climate Policy Council considers that the plan’s initiatives that can be followed up will be
implemented in good time. Annex 1 contains a list of the Government’s decisions during 2020 that
aim to help achieve the climate policy goals.
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20

Number of decisions

- Not prepared for decision

Prepared for decision in 2021

- Decided

Policy Investigation or
instruments Government assignment

Figure 8. Results of the Government’s initiatives through 31 December 2020, with the climate action plan divided
into different categories.
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The vast majority of the announced commissions of inquiry and government remits are underway.
Of the announced inquiries, 18 have been appointed, and 36 remits have been given to various
government agencies through December 2020. Among the appointed inquiries is the Climate Law
Inquiry, which has been tasked with reviewing all relevant legislation to ensure that the climate
policy framework has an impact.

Among the remits to government agencies are remits at a strategic partnership level, such as the
continuation of Fossil-Free Sweden, and those of a more specific nature, such as remits to the
Swedish Energy Agency to investigate the need for additional instruments to promote Swedish
biofuel production using new technologies.

Examples of agreed policy changes are a tax reduction for green technology installations, a new
green rebate for electric trucks, and state aid for charging infrastructure where it is currently
lacking. The Government is also working on three strategies listed in the action plan: an agreed
circular economy strategy, and a bioeconomy strategy and national electrification strategy that are
under development.

3.1.3 Impact of the action plan on emission trends

In its previous assessment of the Climate Action Plan, the Climate Policy Council criticised the
Government’s lack of reporting on the extent to which planned efforts, individually or collectively,
contribute to the attainment of the climate targets. In its 2020 report, the Climate Policy Council
presented its own estimate of the short-term and long-term potential of the action plan to reduce
greenhouse gas emissions. Below, we present an updated assessment of whether the plan’s
potential can still be achieved.

Since the action plan contained few specific plans for policy changes in the near future, the Climate
Policy Council previously assessed that the potential for emission reductions in the near future was
small, and it relied almost entirely on the planned incremental increase in the fuel reduction
obligation. The plans for developing the reduction obligation have since been implemented, as
have some other intended initiatives in the action plan. In our assessment, the action plan could
lead to a reduction in greenhouse gas emissions of around 2—2.5 million tonnes COze by 2023
compared with a scenario without any action plan (represented by the dark blue area in the yellow
bar in the figure below), a slightly higher figure than our assessment in last year’s report. The action
plan’s potential for reducing greenhouse gas emissions within Sweden in the short and the long
term is illustrated in Figure 9 below.



36

=1/3

Current Existing Climate policy Remaining
emissions policies action plan emissions

If all the proposals in the action plan are implemented, the long-term effect on
greenhouse gas emissions can be significant, but it is not enough to achieve the long-term goal.

Figure 9. If all proposals from the action plan are implemented, the long-term impact on greenhouse gas emissions
could be significant, but not enough to achieve the long-term goal.

The Climate Policy Council’s previous assessment based the long-term potential of the action plan
on assumptions that the plan’s goals would be fully realised, including optimal interaction with
other stakeholders, and that all actions would be implemented quickly and effectively. This was
therefore not a forecast, but an estimate of the magnitude of the action plan’s potential impact on
emission trends if the measures envisaged were fully implemented. According to this estimate, the
action plan has a long-term potential to reduce current greenhouse gas emissions by about a third
in addition to agreed policies, which were also estimated to reduce emissions by about a third by
2045. All in all, the agreed policies and the action plan combined have the long-term potential to
take Sweden two-thirds of the way to its target of net-zero greenhouse gas emissions by 2045.

One year after the action plan was presented, the Climate Policy Council considers that this
potential is still achievable. The Government has taken important steps towards long-term results.
An example is the appointment of a commission of inquiry on the phase-out of fossil fuels, which
will propose a year when fossil fuels in domestic transport and working machinery should be
phased out, as recommended by the Climate Policy Council in its 2019 report. Similarly, efforts
have been made to support industry’s transition away from processes using fossil fuels and to
achieve negative emissions through BECCS (bioenergy with carbon capture and storage), mainly
within the framework of Industriklivet, a state-funded programme aimed at actions for reducing
greenhouse gas emissions from industrial processes and achieving negative emissions. However, it
is important to realise that these are only initial small steps towards major changes. Neatly all the
crucial decisions and major investments remain.
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3.2 The climate report’s impact assessment has improved

Under the Climate Act, the Government must provide an annual climate report to Parliament. The

report must contain:

1. A description of emission trends;

2. The major climate policy decisions during the year and what these decisions can mean for
greenhouse gas emission trends; and

3. An assessment of the need for further actions, and when and how decisions on such actions
can be taken.?

As in the previous year, the 2020 climate report was presented as a sub-annex to the Budget Bill’s
annex for expenditure area 20, “General environment and nature conservation”. The Climate
Policy Council has previously stated that this can lead to the perception that climate goal
attainment still primarily lies within the realm of responsibility of environmental policy, and is not
something that should inform overall policy. The Climate Policy Council therefore reiterates its
previous recommendation to present the climate report at the same level as the financial plan, as
the climate issue affects all policy areas.

Section 5.2 provides a detailed description of the Government’s various interventions during 2020
in the heavy emissions sectors. Appendix 1 also contains a summary of relevant decisions taken by
the Government during the 2020 calendar year, mostly in conjunction with the autumn budget bill.
Most of the decisions concern the transport sector.

In some cases, the Government has also reported on decisions that counteract the climate policy
goals.] If these decisions were presented consistently, it would be easier to assess the impact of the
Government’s overall policy.

The Climate Policy Council has examined how the 2020 climate report meets the requirements of
the law, noting that it improved from the previous year. The main flaw in previous climate reports
has been in the assessment of the various decisions’ impact on greenhouse gas emission trends.
The latest report shows improvement in this regard. The Government presents estimates of the
impact of individual instruments as well as scenarios containing an estimate of the overall impact
on emission trends. The impact assessment of individual instruments is presented uniformly as an
impact on annual emissions in 2030. However, it is not clear how the calculations were made or
what assumptions lie behind them, making it difficult to evaluate the Government’s assessments.

Overall, the Climate Policy Council welcomes the fact that the Government has raised its level of
ambition on several fronts in assessing the impact of agreed policies on greenhouse gas emissions.
However, the Government should increase transparency around how the assessments were made,
including an explanation of underlying assumptions. Table 1 summarises the requirements of the
Climate Act and how the Government fulfils them in the 2020 climate report.

i These include a lower enumeration of the tax amounts for petrol and diesel (through 31 December 2019) and a reduction in the carbon tax
on petrol and diesel relative to the increase that the CPI and GDP enumerations would have otherwise called for.
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Table 1. The Climate Act’s requirements on climate reporting, requirements fulfilment on the part of the
Government, and Climate Policy Council comments. Green highlighting: The Government meets the legal
requirements. Yellow highlighting: The Government’s compliance with requirements should be improved.

Climate Act requirements Climate Policy Council comments

The Government reports historical emission trends up to
2018 for the various climate targets and scenarios with
Reporting of emission trends decisions through 31 December 2019, as well as a
scenario that includes the planned reduction obligation
for fuel through 2030.

The Government reports, retrospectively, impact
assessments of decisions taken from 1 July 2018
through 2019, as well as the estimated effects of
selected decisions in the 2021 Budget Bill. However, it is
not clear how the calculations were made or what
assumptions lie behind them.

Reporting of major climate policy decisions
during the year and what these decisions can
mean for greenhouse gas emission trends

The Government notes that further actions are needed

Assessment of the need for further actions, to achieve the climate targets beyond 2020 in addition to
and when and how decisions on such actions | what was announced in the budget bill. The Government
can be taken does not specify a timetable for this or for

implementation of the climate policy action plan.

The impact assessment in the climate report mainly concerns decisions taken through December
2019. Only a few of the interventions presented in the budget bill —i.e., concurrently with the
climate report — are accompanied by any impact assessment. The Government writes that it
intends to follow up with more detailed impact calculations for the proposals included in the 2021
Budget Bill. It is not clear that the law requires these efforts to be included in the climate report.
The Climate Policy Council believes, however, that the Government should present the impact
assessments when the decisions are taken or proposed to Parliament, rather than afterwards.

A prerequisite for the Government’s ability to assess the impact of decisions on achieving climate
policy goals in the future is the inclusion of such impact assessments in all relevant policy input
documents from commissions of inquiry and government agencies. It is therefore positive that the
Government has provided extra resources and remits to several agencies in order to develop better
impact assessments.

On the other hand, it is noteworthy that the Government has not yet implemented the changes
announced long ago in the ordinance containing the regulations for impact assessments, namely
the Committees Ordinance3? and Ordinance on Regulatory Impact Assessments,3! as
recommended by the Climate Policy Council in its 2019 report. A similar proposal was presented
in broad agreement back in 2016 by the All-Party Committee on Environmental Objectives.32 For
almost three years, the Government has announced that a review is underway. This delay seems
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difficult to understand because it is the Government itself that decides on an ordinance. A three-
year delay is not a negligible part of the time remaining before the climate targets are to be
achieved. The Climate Policy Council therefore calls on the Government to implement the

announced changes concerning impact assessments in inquiries and policy input documents as
soon as possible.

RECOMMENDATIONS

Present the climate report at the same level as the financial plan.

Decide that an impact assessment of the potential to achieve the climate targets should be
included in all relevant commissions of inquiry and government decisions.
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4. A window of opportunity for the climate change
transition

The coronavirus crisis is taking a heavy toll on society, requiring delicate priority-setting, and it has
hit many families and individuals hard. Considerable resources have been devoted to fighting the
pandemic and its consequences, resources that could otherwise have been used for other efforts.

In 2020, actions and restrictions by governments around the world to prevent the spread of
infection led to the deepest global recession since World War 11, with far-reaching economic,
political and social consequences. Unemployment has increased sharply in most countries, and
nearly 100 million33 more people are estimated to be living in extreme poverty after one year of the
pandemic.k

But a crisis can also present a window of opportunity to reset, rethink and realise major changes.
Such a window of opportunity is open to facilitate the transition after the corona crisis. The
conditions for society’s transition towards achieving the climate targets will in many ways be better
now than they were during previous economic crises.

Responding to the crisis requires balanced measures based on factual analysis. But it also requires a
credible narrative about how we could emerge from the crisis — one that coincides with the
solutions needed to also achieve the climate targets, through mutually supportive measures.
Previous crises, and what science has said about them, offer lessons to be learned. Shaping such a
narrative is also the responsibility of policy-makers, who should build credibility for policy
proposals and mobilise commitment to achieve policy objectives. This also means that the task falls
to the Government, and part of the Climate Policy Council’s evaluation is to determine whether
and how the Government has worked to shape a credible way forward.

4.1 Lesson learned from previous crises

No two deep social crises are the same. The corona crisis is a health crisis whose effects have a
major impact on the national economy and government policies. Most major economic crises in
the 20th and 21st centuries have been brought on by geopolitical conflicts or instabilities in the
economy. Despite the differences, there are nevertheless important lessons from these eatlier crises
that are relevant to policies for achieving the climate targets.

A common experience from many crises is that they act as accelerators of ongoing, underlying
changes. The oil crises of the 1970s and eatly 1980s led to key political choices that accelerated the
Swedish energy transition from fossil fuels to renewable energy. But this was not because of
concerns over climate change, but rather because of economic pressures and ambitions to increase
the security of supply.

¥ The number of extremely poor, living on less than 1.9 U.S. dollars a day, fell by about 1 billion up to 2020 in an unbroken trend over two
decades. The number of extremely poor people in the world by eatly 2021 is estimated to be roughly 700 million.!¢2
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The so-called 1990s crisis has thus far been described as Sweden’s deepest and longest-lasting
economic crisis since the 1930s. It hastened the ongoing introduction of targets and market
solutions, and also led to the formation of the fiscal framework for contributing to the long-term
viability and stability of budgetary policy. Before the crisis hit in the early 1990s, the environmental
issue was high on the political agenda. In 1991, Sweden introduced a carbon tax that was never
seriously questioned at the time; on the contrary, it appeared to be prescient and far-sighted.34
During the acute crisis phase, environmental issues were deprioritised by voters, but they remained
on the political agenda.?> Underlying efforts to build institutions and regulations abroad and in
Sweden proved to produce sustained results from a longer historical perspective.

The 2008 financial crisis was a global financial crisis that started with the collapse of the U.S.
mortgage market. The spillover effects on the global economy were extensive. Large stimulus
packages were launched, some of which were called green and focused on investments in
renewable energy and energy efficiency, especially in the EU. Despite this window of opportunity
for the climate issue, climate change reforms gradually lost momentum, and differences in EU
Member States’ views on green growth widened both during and after the financial crisis.36-3
Research shows how investors became more risk-averse and less likely to invest in research and
climate change.3 At the same time, a parallel development took place during those years that laid
the foundations for today’s institutional climate change framework. The EU had already agreed on
integrated energy and climate targets in 2007, and a climate law was passed in the UK in 2008,
providing a structure for target-setting and accountability. The UN’s major climate conference in
Copenhagen in the autumn of 2009 was not the success many had hoped for. But at the climate
conference in Cancun the following year, the wotld agreed on what is known as the 2°C target.

From research on past social crises, lessons emerge for how policies can now address the corona
crisis in relation to the climate change transition:

e A crisis can cause social and political tensions, as during the Depression in Europe in the 1930s
or, more recently, in the wake of the 2008-2009 financial crisis. However, a crisis can also be a
window of opportunity for change, enable new ideas to be established as truths, and lead to
positive changes and reforms, as in Sweden after the oil crisis.3%-4!

e A crisis must be interpreted and made comprehensible, and policies play an important role
here. The way the crisis is described and understood by citizens, in turn, is important for
enabling politicians to implement the necessary changes. 4245

e One lesson learned from the green initiatives that followed the financial crisis of 2008—-2009 is
that targeted measures for renewable energy, for example, are vital but not enough. The right
market conditions need to be in place, and fossil-fuel energy subsidies should not be given in
parallel, but rather be phased out.*¢

e Another lesson learned is that crisis management places great demands on long-term policy.
The immediate economic and social impacts demand most of our attention during the first
phase of an emergency. This means that longer-term societal goals can easily fade into the
background. Paying attention to synergies between big-picture concerns such as employment,
competitiveness and public health is crucial for maintaining support for the climate change
transition through a crisis.*1,42:47-49
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4.2 New conditions — maturity and momentum

The social crisis triggered by the pandemic is shaping the conditions for the climate change
transition. At the same time, the transition has its own longer-term course, and it is essential to
keep this in mind. Even in this longer-term perspective, the Climate Policy Council considers that
the conditions for the transition are significantly better today than they were in the years
immediately after the financial crisis of 2008, the last global economic crisis.

So when we talk about a window of opportunity, we are referring to a combination of two things
that have become apparent in the past year. One is long-term underlying changes in politics,
institutions, public opinion and grassroots movements, new knowledge, technological advances
and a number of other social phenomena. This can be viewed as the establishment and waturity of
the climate transition. The realisation that this problem must and can be solved within a relatively
short time scale has grown significantly and now fundamentally affects politics, business, the media
and civil society on a daily basis.

The second thing is an emerging insight that rapid change is possible, since it is playing out in real
time right now. This is what the corona crisis has given to the climate crisis: it shows that measures
can be put in place quickly and that a rapid transition is indeed possible. It is an insight about
momenturr. Communities have proven to react swiftly and resolutely during times of crisis.

The nexus of maturity and momentum offers great potential for overall policy. Below we discuss
some of the changes in conditions signalling that the climate transition has reached a degree of
maturity that makes it a growing majority prioritise it very highly. After this section, the discussion
hones in on the new fiscal conditions produced by the crisis, which, in our assessment, provide the
chance to start somewhat anew and consider the investments that the transition will require.

4.2.1 A new context for the climate change transition

There are several underlying factors which, taken together, offer more favourable conditions for
achieving the transition after the corona crisis than after previous economic crises:

e Fossil-fuel energy systems are being seriously challenged by renewable energy systems, which
now appear to be the most profitable to invest in.50 Renewable energy sources are expanding
rapidly throughout the world, even in the absence of subsidies. Almost 90 per cent of new
electricity generation capacity added in 2020 used renewable energy sources. The IEA predicts
that by 2022, all installed solar and wind power capacity will be greater than that of all plants
powered by natural gas, passing coal power by 2024.5! The cost of renewable electricity has
been lower than for oil, per unit of energy. This opens up a whole new era in which renewable
electricity not only beats fossil-based electricity, but can replace oil in the transport sector and
fossil-fuel raw materials in many industrial processes.

e There is a much stronger institutional climate architecture in place in terms of legislation,
objectives, agreements and processes, nationally and at the EU and UN levels, most notably
through the 2015 Paris Agreement and the EU’s Green Deal. Many countries have passed
climate laws and set up various independent climate policy councils tasked with reviewing the
policies of their respective governments. More and more climate-related cases are being settled
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in courts which, in several cases, have found governments and companies guilty of non-
compliance with conventions and agreements on emission restrictions — agreements that did
not exist just a few decades ago. (For the development of climate policy frameworks and
independent recommendations, see Appendix 4.)

e Today the business community is clearly working to streamline and develop businesses to
make a positive contribution to achieving climate goals, as business representatives view it as
crucial to long-term competitiveness. Companies choose to aggressively present their enhanced
climate commitments, likely because it is appreciated by consumers and investors alike and is
also a sign of political goodwill. High-profile moves have been made by companies such as
Microsoft, which is aiming to become carbon-negative by 2030, removing more carbon dioxide
than it emits. In Sweden, LKAB has launched plans for fossil-free iron ore production that
constitute the largest Swedish industrial investment ever, with investments of up to 20 billion
SEK annually over 20 years. In Norrbotten, SSAB’s HYBRIT project for fossil-free steel has
been joined by another Swedish company that is investing in hydrogen-based steel production
for the global market and has attracted well-known industrial and financial investors.

e Public support for the transition and for the necessary changes has grown over the past 10
years. Pressure is mounting from recent environmental movements, such as Fridays for Future.
Extensive studies from the World Values Survey and UNDP also show that support is stronger
and broader across all age groups and in the vast majority of countries, although public debate
at times often seems to highlight extremes and conflicts.52-54

e The perception that the transition is urgent and binding has become increasingly established,
contributing to the growing impact of a time-budget mindset. Research clearly reveals that the
ambitious climate targets cannot be achieved unless the pace of change quickens very soon.5

e Behaviours are changing faster than we thought possible. The crisis has proved that it is
possible to live in more than one way. Socio-economic disparities that we had not reflected on
enough have been brought to the fore. Opportunities abound for discovering and maintaining
more climate-smart behaviours, such as online meetings that replace physical travel, premises
that are used more efficiently and thus reduce the environmental burden on new infrastructure,
and increased local tourism and outdoor activities that can reduce long-distance travel.

This does not mean that the difficult-to-interpret state of the world is unequivocally positive from
the point of view of climate action. Global policies prior to the financial crisis focused on greater
integration, improved cooperation and more open borders, which in the long term would have
benefited the climate transition as well. Instead, the corona crisis is occurring amid an ongoing
trend towards stronger prioritisation of national interests and a sharper tone in the debate on
everything from politics to science and facts, as well as a trend towards weakened international
cooperation and more border barriers of one kind or another. The “overall policy” that has a
bearing on the climate targets thus also significantly affects questions around knowledge, the media
and the general climate in society.
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4.3 Funding the window of opportunity

The world’s shift to net-zero greenhouse gas emissions by mid-century will require substantial
investment, including in clean energy systems, transport and industrial production, and sustainable
land use.5-58

Both public and private investments need to be sustainable. The primary task of policy is to create
a stable framework to accomplish this, including by correcting market failures. One example is
putting a price on emissions through various taxes and charges, thereby internalising the negative
external impacts caused by carbon-emitting activities. There are also reasons for the central
government to co-fund certain climate investments. This mainly applies to public infrastructure —
public goods in which private companies cannot be expected to invest enough.

In addition, many climate investments in industry involve extensive changes in production
processes and, in some cases, new value chains for goods such as battery-powered vehicles or
hydrogen. Such investments are generally associated with significant economic risks that private
operators are rarely prepared to take without government backing. Furthermore, advances in
technology can often lead to positive spillover effects that help to boost the long-term
competitiveness of industry but provide insufficient incentives for an individual investor.5? During
a period of structural change and major investments, government agencies are also likely to need
additional resources, including new skills — for example, for urban planning and permit procedures.

In 2020, governments around the world approved economic stimulus packages totalling an
estimated US$14 trillion to address the coronavirus crisis.! This is about twice the sum of all public
expenditure in all EU Member States combined in the year prior to the outbreak of the pandemic.
The stimulus measures were more than ten times larger than the annual investments deemed
necessary to reduce global greenhouse gas emissions enough to keep temperature increases below

1.5°C.60

Of course, a global political and economic mobilisation of this kind also affects the chances of
achieving the climate targets. The design of crisis policy in general, and economic stimulus in
particular, can support or undermine the climate targets. Investments in physical infrastructure that
do not promote the climate transition risk both contributing to substantial emissions during the
construction phase, and cementing established carbon-intensive structures and behaviours for a
long time to come. Investments in fossil-free systems, on the other hand, can significantly reduce
emissions over time. This is why investments are important, both in how they are targeted and how
swiftly sensible climate investments can be made. The longer the transition takes, the more carbon
dioxide that old installations will emit, and the less carbon budget will remain to build the necessary
systems for clean-energy, climate-neutral communities.®! It is also important to minimise carbon
dioxide emissions during construction, by reducing material consumption, increasing recycling and
reuse, and choosing materials with as low emissions as possible.

!'This amount includes US$8 trillion in direct budget effects and about US$6 trillion in loans, guarantees or share capital.!o3
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4.3.1 A greater international focus on fiscal policy to address the crisis

As the world’s governments invest in extensive budgetary stimulus measures to restart the
economy, an opportunity is opening up for direct investment in measures that greatly reduce
climate impact. This possibility is bolstered by the increased competitiveness of clean energy
solutions. All this creates greater opportunities for synergies among pressing objectives such as
public health, improved competitiveness, increased employment and reduced climate impact.

The pandemic has provided a deeper understanding that the consequences can be great and
difficult to manage if long-term challenges are not prepared for in a timely manner. Insufficient
preparedness in responding to the pandemic has cost human lives and health and has involved
considerable costs to society. Counteracting the effects of future pandemics requires more support
and reforms on several levels throughout society.

Similarly, more investment is needed to achieve the long-term climate goals and thus reduce the
costs of a worsening climate crisis as much as possible. During the crisis, international
organisations such as the European Commission, OECD and IMF have advocated for
governments to use fiscal policy (increased government spending and transfers) to mitigate the
economic consequences of the pandemic. Rarely have the fiscal gates stood as open as they do
now. Interest rates are already historically low and are expected to remain low for some time,
limiting central banks’ ability to stimulate the economy with further interest rate cuts. This, along
with the chokehold on business production and household spending caused by the various
restrictions of the crisis, means that fiscal policy should largely take over responsibility from
monetary policy.m

In particular, climate change and digitalisation are consistently highlichted as priority areas for
government investment and reform. The IMF, for example, initially advocated large state-backed
investments combined with gradually rising carbon prices.®2 At the same time, more and more
business investment is already taking place to convert industry to clean-energy production. For
businesses, these investments make sense because they are about strengthening their profitability
and competitiveness.”

The need for fiscal stimulus for economic recovery, together with an increased openness to
publicly funded support for businesses, can drive momentum to intensify the transition on our way
out of the corona crisis. Together with an understanding of the transition’s degree of maturity — in
particular, the business sector’s own aggressive transition strategies — a window of opportunity is
created for more impactful policy to achieve the climate targets.

4.3.2 Flexibility of the Swedish fiscal framework

The fiscal framework consists of a restrictive state budget process, external follow-up and a
number of budgetary policy objectives, including debt anchored at 35 per cent of GDP and a
surplus target of one-third of a per cent of GDP over a business cycle. The framework was created

™ Monetary policy is a collective term for policies managed by the Riksbank that aim to achieve price stability and financial stability. A weaker
economy has traditionally been met with interest rate cuts, but at zero interest, the scope for stimulus via monetary policy is limited. Instead,
fiscal policy has grown in significance for stabilisation policy.

n See the roadmaps presented by 22 business sectors within the framework of Fossil-Free Sweden.!04
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in the wake of the 1990s crisis and has helped to strengthen Swedish public finances, which has
been beneficial not least in connection with the corona crisis.

The mechanisms of the fiscal framework can create an obstacle to forward-looking reforms for
many years to come, as they generally steer towards increased government savings following a
period of high spending, as is now the case during the corona crisis. But as the Swedish Fiscal
Policy Council has written, the fiscal crisis response does not have to conflict with the fiscal
framework, which is in practice quite flexible.63

Among other things, the Fiscal Policy Council has said:

... there are no rules on how exctensive savings must be in a single year. However, the framework document
includes reasoning on how deviations should be handled to achieve the target over a normal business cycle. If there
is a clear discrepancy, the Government must present a plan for how savings will return to the target and there are
guidelines in the framework document on how such a plan should be designed. The speed of the return strikes a
balance between the need to return to the target and the need for cyclical considerations. There is nothing in the
[framework that prevents the Government from allowing savings to deviate sharply from the target level in a deep
and exctensive crisis situation, or to allow the return to be more protracted than normal.3: p-38

Although Swedish fiscal policy must also be tied to the EU’s regulatory framework, there is
flexibility within this, too, which has been activated for the ongoing crisis. In its regular assessment
of the Swedish economy, the IMF notes that “There is room for increasing public expenditure
over the medium term to enhance growth and achieve Sweden’s ambitious green and inclusion
objectives”, and that “it is important to not prematurely return to the surplus target”.64

Overall, the Climate Policy Council believes that it is both entirely possible and urgent for the
Government to simultaneously safeguard the fiscal policy framework and increase public
investment to achieve the climate targets and leverage the momentum created by the current crisis.

When fiscal policy is applied vigorously during the crisis, it is vital for public funds to be used
wisely. It is therefore crucial that the consequences of different investments are assessed in a
systematic and transparent manner, and that such assessments take explicit account of the climate

policy goals.

RECOMMENDATION

Utilise the flexibility of the fiscal policy framework and delay the return of savings to the surplus
target to create scope for investment that contributes to achieving the climate change transition.

4.3.3 Climate change and fiscal sustainability

Ongoing climate change has increasingly come to be seen as a fundamental risk to economic and
financial stability and sustainability. However, this has not yet been taken into account in the design
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of the Swedish fiscal policy framework, even though it was modified as recently as 2019. A new
review is due to begin in 2025, and a new framework could enter into force in 2027.

The Climate Policy Council notes that the study used as input for the updated framework only
analysed fiscal sustainability based on factors such as demographics and the labour market.65 There
was also no climate perspective in the inquiry’s directive.®¢ Since then, several international and
national institutions, such as the Riksbank, Bank of England, IMF and OECD, have invested
heavily in including the climate transition in their own financial and economic analyses.

The Climate Policy Council believes that the fiscal policy framework must be based on a risk
analysis for sustainability in a broader and longer-term perspective than is the case today. The debt
anchor of 35 per cent of GDP has been set to provide a significant margin to the EU debt ceiling
and to debt levels identified as problematic. However, too low a debt anchor may mean that
Sweden is investing insufficiently for future generations. The risk of underfunding the transition
may prove to be equal to or greater than the risk of insufficient savings.

Thus, a well-developed risk analysis, also integrating climate considerations, could conclude that it
is more important for the current generation to invest in the near future, to benefit future
generations. Such a strategy would be in line with recent reports from the IMF, for example.62 A
review is needed of whether the Swedish framework is fit for purpose for addressing the transition
while ensuring sustainable public finances. Such a review would also provide the Government with
better support for living up to the Climate Act’s requirement that the Government’s work “be
conducted in a way that provides the means for climate policy and budget policy goals to
interact”.2? Given the limited timeframes before Sweden is to achieve net-zero greenhouse gas
emissions, such a review cannot be delayed until 2025; it should begin as soon as possible.

RECOMMENDATION

Bring forward the review of the fiscal policy framework and include the climate perspective
in the risk analysis of the sustainability of public finances.

4.3.4 Monetary policy and climate change

In economic policy, it is not only the Government’s fiscal policy that affects the chances of
achieving the climate targets. Monetary policy°, for which the Riksbank is responsible, also needs
to take a position on the requirements and opportunities of the transition and the risks posed by
climate change.

Climate change can, on the one hand, affect the Riksbank’s ability to reach its inflation target if, for
example, petiods of drought or flooding in any part of the world destroy harvests and food prices
rise. In addition, climate change can have a major impact on the value of assets and threaten

© According to the Riksbank Act (1988:1385), the Riksbank must maintain a fixed monetary value while promoting a secure and efficient
payment system.
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financial stability. On the other hand, monetary policy can make it more difficult to achieve the
climate targets if, for example, the purchase of corporate bonds contributes to increased
greenhouse gas emissions. Emergency credits and liquidity assistance are other examples of central
bank measures that can affect the potential to reach the climate targets.

A new Riksbank Act is under preparation. The directive (2016: 114) that gave rise to the inquiry
into a new Riksbank Act lacks any reference to the need to include climate issues in the analysis.
The investigation presented in December 2019 (SOU 2019:46), which will serve as input to the
new act, hardly affects the Riksbank’s activities related to climate change. The words “climate” or
“climate impact” are mentioned only four times in the nearly 2,000-page investigation.
Sustainability, which includes climate change and the environment, is to some extent included in
proposals related to asset management, cash management, and research and external analysis.

The Swedish investigation proposes that the Riksbank be given a secondary objective of
contributing to a balanced development of production and employment — i.e., taking actual
economic considerations into account without prejudice to the primary target, which is the
inflation target. This compares with the current review of the strategy of the European Central
Bank (ECB), which explicitly includes environmental sustainability in the secondary objective.6”
Some countries have also raised the issue, and the UK has already worked the climate issue into its
monetary policy by recently updating the Bank of England’s remit to include the climate target.p

The Riksbank has developed its own strategies.®8 In view of its bond purchases, the Riksbank has
decided to apply norm-based negative screening when purchasing corporate bonds starting in
January 2021. This means that the Riksbank only buys bonds issued by companies judged to
comply with international norms and standards for sustainability.®

The Climate Policy Council believes that the new Riksbank Act should be developed with a clear
climate perspective. In its climate action plan, the Government has stated that in the context of the
review of various societal objectives, they shall, if necessary, be reformulated to make them
compatible with the climate targets, and that all relevant legislation should be reviewed so that the
climate policy framework has an impact. The Council recommends that the new Riksbank Act
include its consideration of the impact of climate change on monetary policy and that the Riksbank
contribute to the achievement of the climate targets.

RECOMMENDATION

Include the climate perspective in the ongoing revision of the Riksbank Act.

p “I am today updating the MPC’s remit to reflect the Government’s economic strategy for achieving strong, sustainable and balanced growth
that is also environmentally sustainable and consistent with the transition to a net zero economy.” Remit for the Monetary Policy
Committee (MPC), letter from Rishi Sunak, Minister for Finance, to Andrew Baily, Governor of the Bank of England, 3 March 2021.
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5.Evaluation of the Government's crisis policy

This chapter contains an analysis of how the Swedish government’s handling of the coronavirus
crisis affects the chances of achieving the climate targets. Section 5.1 highlights the budgetary
measures taken by the Government in response to the crisis. Sections 5.2—5.3 describe how the
policy implemented has affected the conditions for the climate transition in key areas, and section
5.4 places Swedish policy in an EU perspective.

5.1 Crisis policy content and budgetary profile

5.1.1 The three dimensions of crisis policy

Over the past year, the Government has taken hundreds of decisions on policies aimed at fighting
the pandemic and its spillover effects, as well as stimulating the post-crisis relaunch of society and
the economy. These efforts can be divided into three categories. The first concerns short-term
efforts to prevent the spread of infection and to save companies, jobs and public services from the
acute effects of the crisis and to avoid a wave of unemployment and bankruptcy. These are
referred to as rescue measures. The second category consists of medium-term efforts to restart and
stimulate an economic recovery. These are referred to as recovery measures. A third category deals
with reforms — long-term interventions to become better equipped to address future pandemics and
other crises or global problems that persist even after the crisis is over. When it comes to the
Government’s overall efforts tied to the corona crisis, meaning the three categories combined, we
use the terms ¢risis policy ot relief effort below. Table 3 summarises and gives examples of the three
categories of crisis policy.

In practice, the boundaries between these different categories are not sharply drawn. They overlap
with one another, and one specific intervention can contribute in more than one dimension.
Nevertheless, in order to create a manageable structure in the analysis, all the Government’s
interventions have been placed in one of these three categories based on an assessment of their
main impact.

Actions in the three categories do not necessarily follow in sequence. Rescue measures might be
needed for a long time, even after recovery has begun. Reform decisions, in turn, normally take
place on an ongoing basis during the various phases of the crisis. These or similar concepts are
used slightly differently in different contexts. For example, both the EU’s and the Swedish
government’s comprehensive “recovery programmes” contain a large number of long-term
reforms.



Table 2. The Government’s crisis policy can be divided into three categories of interventions.
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THE GOVERNMENT'S RELIEF EFFORTS

Recovery Reforms
Category Rescue
These are both what the Government and the EU
effectively include in the “recovery policy”.
Immediate Temporary/time-bound
(The pandemic has Permanent
Time . (From one to several
: come in several waves; ears, depending on (Or at least very long-
perspective rescue measures have ysars, cep N - Very -ong
. the course of the term/not time-bound.)
thus become relatively S
. economic crisis.)
protracted/recurring.)
Reduge the spread of Stimulate economic
infection .
activity and o
Secure critical public employment in general Strengthen society’s
functions and or in specific sectors ability to respond to
livelihoods o future crises
Purpose Strengthen financial )

P Protect vulnerable institutions Continue to address
families, businesses e societal problems that
and organisations Help municipalities, are not due to the
from waves of regions and businesses crisis

to restore economic
bankruptcy and
balance
unemployment
Travel restrictions Support for residential )

o construction and Enhanced medical
Additional support for renovations expertise in elder care
the regions’ health ] o
care costs Increased general Reduction obligation

. . government grants to for fuel

Examples Testing and vaccines icipaliti d
municipalities an Strengthening of the
Rescue l'oans for regions legal system
companies -
o Additional Increased research
Crisis support for appropriations for road funding
public transport maintenance

Source: Own categorisation, based on several sources. 70-74
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5.1.2 Scope

In 2020, the corona crisis made its mark on policies everywhere. It is difficult to identify which
decisions would still have been taken without the pandemic, or decisions were not taken because of
it. The analysis in this report thus covers, in principle, all new actions relevant to the climate targets
decided by the Government during the 2020 crisis year.d This includes about 40 bills, just over half
as many ordinance amendments, and nearly 100 remits to different government agencies.

A summary of all additional budget items in 2020 provides a picture of public expenditure around
crisis policy and aid allocation. The summary includes the spring amendment bill, the autumn
amendment bill, and all 12 additional revised budgets for the 2020 budget year. Our analysis also
includes a total of 105 billion SEK in additional appropriations from the 2021 Budget Bill, which
was decided in 2020 but applies for the 2021 budget year. The vast majority of these appropriations
— 97 billion SEK — are presented by the Government under the heading “A powerful green
economic restart”. The Climate Policy Council has thus chosen to start from the Government’s
own description and has included all these budget appropriations in the crisis policy. This
demarcation serves the best purpose of evaluating how the overall political response to the corona
crisis has affected the possibility of achieving the climate targets.

The pandemic is still ongoing at the time of publication of this report, and the Government has
already decided on additional revised budgets for 2021 as well. More decisions will certainly follow
on further rescue and recovery measures. These are not included in the analysis below, which was
limited to decisions taken in 2020.

5.1.3 Breakdown of budget expenditure

This section gives an overview of the Government’s budget initiatives during the crisis that were
agreed decided through 31 December 2020. The summary thus illustrates how the state’s economic
crisis package has been distributed, but it does not give a complete picture of either the crisis policy
as a whole or the impact on climate targets. Decisions that are not associated with any budget item,
such as legislative changes, can have a major impact. Decisions that do not affect the budget are
included in the latter description of the Government’s public governance in sections 5.2-5.3.

The Government’s budget decisions during the pandemic outbreak in 2020 consisted almost
entirely of urgent interventions to save businesses and jobs, reduce the spread of infection and
strengthen health care, as shown in Figure 10. Only the 2021 Budget Bill provided greater scope
for recovery and long-term reforms.

The 2021 Budget Bill contained unusually extensive new investments of just over 100 billion SEK.
The supplementary budget was roughly the same as the total supplements in the four previous
state budgets combined. However, the budgeted additional expenditure for emergency relief policy

4 More precisely, the decision taken on 1 February 2020, the day the Government decided to classify COVID-19 as a “socially dangerous
disease”, applies through 31 December 2020.



55

in 2020 was significantly larger, around 290 billion SEK.r Such expenditure will also be added in
2021, in addition to the regular budget bill. This additional expenditure can be compared with the
original state budget for 2020, which included total expenditures of 1.03 trillion SEK.

350
300 —
250 —
~
B 200 — Rescue — Health
g
= Rescue — Companies,
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Figure 10. Expenditure for crisis policy in additional amending budgets in 2020 and in the 2021 Budget Bill.

The interventions for 2021, which the Government referred to as a powerful green restart package,
mainly include targeted longer-term reforms that do not appear to have been given priority for
maximising the economic stimulus effect in the near future. In the Climate Policy Council’s
analysis, only just over a third of additional expenditure in the 2021 Budget Bill consists of actual
recovery appropriations. This is a logical priority given the nature of the corona crisis, as classic
stimulus policies produce a limited effect as long as demand in the economy is simultaneously held
back by infection controls and social distancing recommendations.

5.1.4 Short-term rescue measures can reduce the risk of setbacks in the transition

As shown in Section 5.1.3, the vast majority of public expenditure on crisis policy has so far
consisted of various types of rescue measures aimed at supporting businesses and public-sector
organisations. A central question that has often been raised in the Swedish debate is whether these
subsidies are going to carbon-intensive activities or otherwise undermine the climate transition.

The Swedish Government’s rescue measures for the business community have largely consisted of
generally designed support, mainly furlough and rescue loans, which can in principle be given to all
companies affected by the crisis. However, these subsidies can have an indirect impact on
greenhouse gas emissions and climate change. In principle, general aid to companies means that

r However, real expenditure was significantly less than budgeted for certain interventions, especially the so-called conversion aid to companies.
Statistics Sweden and the National Financial Management Authority estimated government expenditure on pandemic-related support at 117
billion SEK in the first three quarters of 2020.
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the central government contributes to maintaining the current structure of the business sector,
which can counteract the structural change that could otherwise have been accelerated by the
economic crisis, including a trend towards reduced climate impact.”> The longer the aid period, the
greater the risk of such preservation effects. Another risk that should be noted is that innovative
new companies, which often have a weak financial position, cannot count on aid based on past
turnover or other past circumstances. This can reduce the pace of innovation in business and its
ability to achieve the transition.

However, the Climate Policy Council believes that substantial, short-term rescue measures can also
be defended from the perspective of climate change. Large-scale bankruptcies, mass
unemployment and widespread economic vulnerability would have deep, long-term economic and
social consequences, thus also reducing the scope for action for policies aimed at achieving the
climate targets. They could also undermine public support for an ambitious climate policy.

In relation to turnover and employees, general business aid in Sweden during the corona crisis has
largely benefitted the service sectors, such as hotels, restaurants, and hospitality and tourism
businesses, which bear a large share of the wage costs, but have comparatively little climate
impact.s

A small proportion of government spending on rescuing businesses and organisations has been
directed at a particular industry or business. Such targeted rescue measures can more directly affect
the chances of achieving climate targets by either preserving an inefficient or fossil-dependent
industry that might otherwise have shrunk or closed down, or by saving businesses that are central
to the transition. When implementing such targeted measures, it becomes essential to assess
whether the aid must be associated with specific conditions to support, and not undermine, the
climate targets.

Several of the targeted rescue measures have gone to the culture sector, sports and the media
industry, which have little direct impact on Sweden’s greenhouse gas emissions. Interventions
aimed at the transport sector are the ones most relevant to the climate transition. On one hand,
this has occurred with companies in carbon-intensive aviation and, on the other hand, with freight
transport by rail and public transport, which have a low climate impact. Total expenditure on
rescue measures for rail and public transport totals nearly 7 billion SEK, while appropriations for
aviation amount to slightly over 9 billion, plus an additional 5 billion in credit guarantees to airlines.
Most of the aid for aviation has not been associated with any specific climate requirements, but
first arose when SAS received a capital injection of 5 billion SEK (see Section 5.2.1).

In conclusion, the Climate Policy Council considers that the vast majority of the Government’s
rescue measures during the corona crisis have little (positive or negative) effect on the chances of
achieving the climate targets. If more targeted rescue packages are to be given to carbon-intensive
industries, they should be tied to requirements that help to achieve climate policy goals, as
recommended by the OECD and others.76.77

s Based on follow-up from the Swedish Agency for Economic and Regional Growth, data from Statistics Sweden and our own calculations.
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5.1.5 Recovery measures and reforms can drive the transition

Recovery measures and longer-term reforms are the main tools the Government can use to drive
the climate transition heading out of the crisis. The discussion below includes an assessment of
how much of this expenditure can be considered to have facilitated or discouraged achievement of
the climate targets. The different budget measures are divided into three categories:

e Measures deemed to contribute positively to achieving the climate targets;
e Measures deemed to run counter to achieving the climate targets; and

e Measures not deemed to affect the chances of achieving the climate targets.

This categorisation does not contain an estimate of the importance of different measures or their
impact on the climate targets. The assessment is not limited to direct effects on greenhouse gas
emissions; instead, it looks more broadly at whether a specific budget item can contribute to target
attainment, for example in the form of innovation support for green technologies that can deliver
future emission reductions.

As stated above, the additional revised budgets for 2020 included mainly rescue measures and few
recovery and reform measures. Virtually all decisions of a forward-looking nature contributed
positively to achieving the climate targets. This included environmental compensation for freight
transport, extended biogas support, and increased expenditure on rail maintenance and broadband
in rural areas, a total of just over 1 billion SEK.

Figure 11 gives an overview of the climate profile of the recovery measures and reforms included
in the Government’s 2021 Budget Bill. The green colour indicates fiscal measures that help to
achieve the climate targets, while red indicates measures that run counter to the targets. The yellow
part of the bar indicates measures that are not expected to affect the chances of achieving the
climate targets.
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Figure 11. The Government’s fiscal measures for recovery and reform in the 2021 Budget Bill and their impact on
climate target achievement.
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It is positive that the Government’s recovery policy is largely devoid of measures that undermine
the achievement of climate policy objectives. But since only about 10 billion SEK, or 10 per cent
of the stimulus in the 2021 Budget Bill, contributes positively to achieving the climate targets,t 90
per cent of what the Government calls “a powerful green restart package” does not contribute to
the climate transition. When it comes to emergency relief measures, it is natural that they can be
designed to a lesser extent to simultaneously contribute to long-term societal goals. However, when
it comes to crisis recovery and reforms of a long-term nature, the bar must be set higher. Sweden is
facing a major transition away from fossil fuel use towards net-zero emissions. It is not enough to
simply not do the wrong thing. An extraordinary fiscal measure should also make a powerful
contribution to the transition.

The roughly 90 billion SEK in supplementary budget appropriations in 2021 that are not
considered to affect climate goals include two types of interventions. Some are deemed not to be
relevant from a climate perspective, such as strengthening the legal system or raising
unemployment benefits, while others may affect emissions development, but their net effect is
difficult to assess. Among the latter are, most notably, a general tax reduction for investments of
approximately 5 billion SEK in 2021 as well as increased investment support for rental apartments
and student housing of 3 billion SEK in 2021-2023. The way these investments are designed
greatly determines the potential to achieve the climate targets in both the short and the long term.
The Government, however, did not analyse the measures’ impact on the potential to achieve the
climate targets and has not announced any conditions linked to the transition in order to benefit
from these subsidies.

In terms of volume, Sweden’s recovery programme so far appears to be relatively moderate.u This
can be partly explained by a less severe economic downturn than in several other countries, but it
also suggests that there is scope to both prioritise climate investment within the budget and to
increase the overall volume of public investment in order to achieve the climate targets. When the
current infection control restrictions and recommendations can eventually be eased and thus the
rescue packages scaled down, it will also make more sense for the Government to expand longer-
term recovery policy.

It is not only decisions aimed at stimulating the economy or otherwise associated with a budget
item that affect the overall impact of crisis policy on achieving the climate targets. In our continued
discussion, the perspective is broadened from fiscal measures only to include other government
decisions relevant to the climate transition. The following section evaluates whether and how the
different instruments that were introduced or changed in 2020 will help accelerate the transition to
a clean-energy society and their potential effects on greenhouse gas emissions in the emitting
sectors.” The discussion also touches upon the Government’s rescue measures in the transport
sector.

tThis is in line with the Government’s own description of 9.7 billion SEK in investments in green recovery in the 2021 Budget Bill (in press
release 200914). However, the content differs slightly. The Government includes investments in nature conservation and biodiversity, which
are not part of this climate-related scope. Instead, these include certain investments in charging infrastructure, climate-related research and
broadband expansion.

uThe recovery package in the 2021 Budget Bill is about 2% of GDP. Total budgetary stimulus including rescue aid as of 31 December 2020,
according to the IMF Fiscal Monitor Database about 4% of GDP.16

v For a more detailed description of emissions included in the different sectors, see Swedish EPA (2020).7
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5.2 Crisis policy from a sectoral perspective

The emphasis in this section is on the four emitting sectors of domestic transport (including
working machinery), industry, electricity and heating, and agriculture, which together account for
over 80 per cent of Sweden’s total greenhouse gas emissions. In several of these sectors, a positive
trend was noted before the corona crisis, with rapid technological development and innovations
showing great potential to curb emissions on the path to commercialisation. When the crisis hit,
there was a fear that these processes would stall or even take a few steps backwards. However, the
Climate Policy Council’s analysis reveals that despite a turbulent year for society as a whole, the
conditions for the climate transition in the major emitting sectors appear to have been affected to a
relatively small extent, even though the sectors differ.

ASSESSMENT

So far, the corona crisis has not made climate action in the major emitting sectors more difficult,
but the long-term effects are still uncertain.

The short-term economic downturn and the emission reductions gained during the year have in
themselves little impact on long-term trends. The Climate Policy Council sees no sign that the
focus would have shifted away from the climate transition in the major emitting sectors. Business
investment fell by 9 per cent in 2020 compared to 2019, which can mean that some climate-
relevant projects and investments have been postponed. However, there is much to suggest that
the pre-crisis direction will also continue after the crisis — that is, a gradual shift towards reduced
emissions in most sectors and a long-term focus on investments in key technologies for clean-
energy competitiveness.

The transport sector is a possible exception to that general picture, especially public transport. In
the short term, the reduction in travel has caused considerable income losses for public transport
operators. The contraction of demand they suffered during the crisis, if prolonged, could lead to
higher prices, lack of investment and reduced travel by public transport. Since the shift from
private car use to public transport is a vital solution for transport sector efficiency and the
transition to zero emissions, this would risk reducing the chances of reaching both the 2030
transport target and the overarching 2045 climate target.

As regards the instruments presented by the Government in 2020, the analysis shows that most of
them help to achieve the climate targets. Figure 12 shows the distribution of the fiscal measures
decided by the Government in 2020 that can be expected to have an impact on greenhouse gas
emissions in each sector, whether positive or negative. As can be seen, the Government has
invested most heavily in the transport sector. This reflects both the sector’s substantial need for
support during the corona crisis and its high priority in the Government’s climate action plan.
Here, instruments are available that can both have a positive impact on achieving the climate
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targets, and can make them more difficult to achieve. Investments linked to industry and the
energy sector are significantly smaller, but contribute unequivocally to laying the foundation for
reduced climate impact.

None of the Government’s fiscal measures directly support reducing the climate impact of
agriculture. On the other hand, green sub-sectors within agriculture have received aid that helps to
reduce climate impacts in other sectors. This applies in particular to the extended support for
biogas production, which contributes to reductions in the transport sector, and new aid for the
rewetting of drained wetlands. The latter measure aims to increase carbon storage in these soils and
thereby reduce climate impact.¥
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Figure 12. Expenditure agreed in 2020 that affects greenhouse gas emissions in the four biggest emitting sectors.
Green indicates a potential contribution to climate target achievement and red a detraction.

In order to exemplify the type of instruments decided by the Government in the different sectors,
Table 3 presents some of the measures in each sector, both those that support the transition
(green) and those that slow it down (red). This also includes measures that do not affect the
budget. Each sector is analysed in more detail in sections 5.2.1-5.2.4.

v Drained wetlands release carbon dioxide and nitrous oxide, while rewetting can contribute to the soil becoming a net sink of greenhouse
gases. Such changes are included in climate statistics, such as “land use” and “land use, land-use change and forestry (LULUCEF)”, but are
not currently included in national climate objectives in the climate policy framework
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Table 3. Examples of actions in each sector that the Climate Policy Council assesses have a positive (green) or
negative (red) impact on the conditions for achieving the climate targets

Sector Decisions in 2020
e Increased support for investment, pilot and demonstration
projects through Industriklivet
o Government credit guarantees for green investments
Industry

e Tightened reduction obligation for petrol and diesel

e Reduction obligation for kerosene

e Reduced subsidies for company cars

e Enhanced environmental management in bonus—malus
e Cycling infrastructure

e Charging infrastructure for heavy-duty vehicles

o Extended biogas protection

Transport e Support for public transport
e Support for aviation industry (with some climate change
requirements)
e Tax credit for parking at workplaces
e Paused indexation of fuel taxation
| o No targeted instruments in recovery policy
Agriculture
e Support for solar cells and energy storage
e Taxdeductions for installing green technology
e Measures to reduce plastic use
E1ectr1cTty and e Abolition of tax exemption for certain biofuels for heating
heating

N
®.
A

Cross-sectoral

e More efficient permitting processes for electricity grids
e Climate declarations for buildings
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5.2.1 Climate change in the transport sector — the impact of crisis policy

The domestic transport sector today accounts for roughly a third of Sweden’s total greenhouse gas
emissions and is the only sector with a specific sectoral target. According to the 2030 target,
greenhouse gas emissions from the transport sector should fall by 70 per cent from 2010 levels.

The Climate Policy Council’s 2019 report highlighted three areas that could lead to significant
emission reductions in the transport sector in the period leading up to 2030:7

1. A more transport-efficient society that limits the need for transport and uses more efficient
means of transport;

2. Electrification through electric vehicles and expanded charging infrastructure;

3. A phase-out of fossil fuels through alternative clean-energy fuels in more efficient vehicles.

The transport sector is the emissions sector most affected by the infection control restrictions
imposed during the pandemic. Overall, travel has decreased, and there has been a redistribution
among different modes of transport. Public transport has been hit hard, while individual passenger
transport modes such as cars, bicycles and walking have increased as a proportion of total
passenger transport. Teleworking and more online meetings have reduced work-related travel,
which in ordinary circumstances accounts for just under a quarter of emissions from domestic
transport. The emission reductions from business travel in 2020 have been estimateds® at roughly
23 per cent, which corresponds to just under 1 million tonnes COze. However, this reduction is
offset by a shift from public transport to cars for getting to work.80 Preliminary figures from the
Swedish Transport Administration indicate that emissions from road traffic decreased by 9 per
cent in 2020, mainly due to a 10 per cent decrease in vehicle traffic during the pandemic. Added to
this was a reduction in CO2 emissions from new cars through electrification and efficiency
improvements.!?

The Government’s crisis policy contains many measures that are enablers for achieving zero
emissions in the transport sector.

Aviation

The aviation industry has received the largest share of government aid, including credit guarantees
to aviation companies worth 5 billion SEK a capital injection to Swedavia of 3.1 billion SEK, and
5 billion SEK for the recapitalisation of SAS, as well as the procurement of temporary public
service obligations for more domestic routes. Only one of the measures, the recapitalisation of
SAS, has been combined with environmental requirements for SAS, involving an emission
reduction target that was brought forward,* potentially helping to reduce long-term emissions from
air transport. Some, but not all, support measures have been targeted to geographic areas that lack
good alternatives to air transport. The more forward-looking initiatives announced by the
Government for the aviation industry (a reduction obligation for aviation fuel and research funding
for aviation decarbonisation) are aligned with the climate action plan. However, sustained measures
for fossil-fuelled aviation are many times greater than the forward-looking measures for green
aviation.

* SAS will reach its climate targets in 2025 instead of 2030, as previously planned.
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Public transport

After the aviation industry, public transport has received the greatest policy support during the
corona crisis. The Government has earmarked 5 billion SEK for public transport (3 billion in 2020
and 2 billion in 2021) in order to compensate for large revenue losses and help maintain a
functioning public transport system. The Government has not decided on any sustained rescue
measures aimed at rail traffic, even though, like air traffic, it has declined sharply during the
pandemic. Despite the crisis support, public transport finances are in dire straits, which could
result in cancellations and a deterioration in quality, making it more difficult to attract passengers
after the pandemic.8! Infection control restrictions also risk making a negative long-term impact on
attitudes towards public transport. Extensive efforts are likely needed on the part of the central
government, municipalities and regions to secure public transport after the pandemic is over.

Bicycles and cars

In addition to crisis support for public transport, there are smaller-scale measures to transform the
transport sector and promote a transport-efficient society. For example, increased bicycle
commuting as a result of infection control restrictions has been met with modest interventions
from the Government, mainly in the form of 300 million SEK in addition to urban environmental
agreements, a few other initiatives for more and safer cycling, and changed regulations for bicycle
lanes. At the same time, driving to work has been rewarded by temporarily considering parking for
employees as a tax-free benefit. The Climate Policy Council considers that this might be justified
for a limited period of time, but the decision actually increases subsidised car ownership and
driving. The exemption should be abolished as soon as possible from the perspective of infection
control. The Government has presented proposals that make company cars less advantageous,
which is in line with the Climate Policy Council’s previous recommendation to remove all subsidies
for car ownership and driving.

Freight transport

Freight transport has been less affected by the crisis than passenger traffic. Nevertheless, the
Government has provided a capital injection to state-owned Green Cargo (1.4 billion SEK), a rail
freight operator that showed weak profitability even prior to the pandemic. In addition,
environmental compensation for promoting the shift from road to rail freight has been expanded
(400 million SEK annually from 2021). So-called eco-bonuses that promote the shift to maritime
transport have been extended (100 million SEK). One challenge not addressed in government
policy, however, is how e-commerce door-to-door delivery, which has spiked during the corona
crisis and can be expected to keep expanding, should grow in a climate-smart way.

Reduction obligation for petrol and diesel

From an emissions perspective, the reduction obligation for petrol and diesel is the most impactful
instrument for the transport sector. The Government has estimated that this measure will result in
an emission reduction of 6—7 million tonnes COze by 2030.82 The reduction obligation is not a new
instrument. What has occurred in 2020 is that the Government has clarified its proposal on which
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reduction obligation should apply for the years leading up to 2030. To mitigate the anticipated
price increase from the reduction obligation, the GDP indexation of the fuel taxes is being put on
hold, which for 2021 is estimated to lead to a reduction in tax revenues of 940 million SEK. This
measure undermines the climate transition, as it can lead to increased demand for fuel and higher
emissions than has otherwise been the case.

The Climate Policy Council has previously warned against a strategy that uses the reduction
obligation alone to meet such a large part of the transport sector’s 2030 climate targets, depending
on risks to sustainability and the economy. In addition, Sweden pledged to achieve environmental
objectives?? in terms of emissions of nitrogen oxides (NOx) from road traffic,y which is not
achievable if fuel volumes are as large as the Government anticipates in the 2020 climate report. In
practice, biofuels produce the same amount of NOx emissions as fossil fuels, while electrification
and reduced traffic volumes reduce NOx emissions.8* The Swedish Environmental Protection
Agency has stressed that the reduction obligation must not replace the investments in
electrification and increased transport efficiency needed to achieve both aviation and climate
targets.8>

The Government hopes that the reduction obligation will promote Swedish biofuel production.
But the fuel market, both for fossil fuels and biofuels, is global. As demand is likely to increase in
other countries as well, procuring enough sustainably produced biofuels may become a challenge.
The Climate Policy Council therefore welcomes the Government’s move to include electrofuels in
the implementation of the reduction obligation. As a result, the raw material base will be
broadened from biomass to include clean-energy electricity.# For this to make a real contribution,
production capacity and hydrogen infrastructure are required. The Council is also pleased that the
Government has tasked the Swedish Energy Agency to develop proposals for a comprehensive
strategy for the role of hydrogen and of electrofuels in the Swedish energy system.t Major
investments are also underway in other EU countries that Sweden should take note of and actively
participate in.

As in the past, the challenge remains with regard to long-term instruments for high-blend liquid
biofuels. The current solution of temporary tax exemptions depends on short-term state aid
approvals from the European Commission, in addition to biogas, which has been approved for tax
exemption through 2030 provided that it is not produced from food raw materials. The
Government has also extended aid for biogas production from agriculture (200 million SEK).

Electrification

As a further change in policy, the Government has announced stricter emission requirements in
the bonus-malus system to accelerate the vehicle fleet’s transition to more electric cars and fewer
cars with high fossil-fuel consumption. According to the Government’s own estimates, this could

v Air traffic pollution is estimated to cause close to 3,000 premature deaths each year, of which approximately 2,800 deaths are estimated to be
due to exhaust gases (particulate matter, nitrogen dioxide and others) and about 200 to wear particles.!%

* Electrofuels are carbonaceous fuels — liquid or gaseous hydrocarbons — produced from electricity which can offer a way to harness and store
electricity from renewable sources like solar and wind during periods when production is high and prices low.

# The Government’s Fossil-Free Sweden initiative presented a hydrogen strategy back in January based on the industry’s fossil-free roadmaps.
The Government notes this in its remit to the Swedish Energy Agency but makes no mention of consultation or how these two different
strategies should relate to each other. 110111
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reduce emissions by 2 million tonnes COze by 2030. The long-announced Electrification
Commission was formed during the year and focuses on heavy transport. The Government has
also appropriated 500 million SEK in 2021 and the same amount in 2022 for heavy-vehicle
charging infrastructure in the form of regional pilots, including hydrogen. Working machinery and
eco-friendly trucks are now also included in the previous system of green rebates for electric buses.

Infrastructure that promotes a transport-efficient society

The Climate Policy Council already stated in its 2019 report that the policy instruments for
promoting a transport-efficient society are weak compared with those for electrification, biofuels
and more efficient vehicles. If traffic volumes continue to rise according to historical trends,
meeting emission targets in the transport sector will likely be difficult. In such a development, new
infrastructure for road traffic would also entail significant government expenditure and in itself
lead to increased resource consumption and climate impact.

Like several other government agencies and research projects, the Climate Policy Council has
underscored the need to adapt transport planning in order to direct government transport
investment towards greater transport efficiency.86-90 The Swedish Transport Administration has
itself highlighted the need for a well-formulated planning process from the current infrastructure
plan to a more integrated transport plan.9!

In the 2020 Budget Bill, the Government took a step in this direction by also making the 2030
climate target for domestic transport an interim target within the transport policy objectives. The
Climate Action Plan states that a follow-up on this change must be carried out. The plan also
contains several actions aimed at influencing transport demand and the choice of transport modes
as well as measures that lead to a more efficient use of existing infrastructure.

A test of whether the adjusted target formulations have led to significant changes is the orientation
document for transport infrastructure planning during 2022—-2033 and 2037 that the Swedish
Transport Administration presented in October 2020.92 The climate targets are covered quite
extensively in the documentation, but the Swedish Transport Administration assumes in principle
that they need to be achieved through measures other than transport and urban planning,
However, a broad consultation opinion does not share the Swedish Transport Administration’s
view.20:93-9 Neither the result of the collaborative agency project SOFT®? nor the Swedish
Transport Administration’s previous proposal for reformed planning®! seems to have made any
major impact on the orientation document. However, the consultation bodies welcome the fact
that the Swedish Transport Administration’s document prioritises management of existing
infrastructure over new investments.

At the next step in transport infrastructure planning, the Government will present a bill that will
govern many hundreds of billions in investments over the next 12 to 16 years. It is apparent from
the responses from other agencies with key roles in urban planning that the Government’s
intentions for the revised targets and the climate action plan have not brought about the intended
impact, and that the Government has not been sufficiently clear in its remit to the Swedish
Transport Administration. The Climate Policy Council therefore believes that the current
orientation document cannot serve as background input for such a major long-term decision. The
upcoming infrastructure bill will steer investment in transport infrastructure for at least half the
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period remaining up to 2045, when the transport sector will have achieved zero greenhouse gas
emissions.

It is worrying that another planning period is in danger of elapsing without any significant change
in transport planning based on the climate policy framework. The Government needs to switch
gears, in terms of the current orientation document and in order to adapt the current infrastructure
planning process towards more integrated transport planning.

RECOMMENDATION

Ensure that the national transport infrastructure plan contributes to a more transport-efficient
society within the framework of the climate targets.

Window of opportunity — changing behaviours affect the transport sector

One aspect of the corona crisis’ window of opportunity involves encouraging behaviours that
promise to help curb greenhouse gas emissions after infection control restrictions are eased and a
somewhat new reality can be shaped. Conversely, there are behavioural changes that slow down the
transition and should therefore be discouraged so that they do not become permanent, such as
reductions in public transport use (Section 5.2.1). In simplified terms, travellers who have been
driving their cars should be courted back to using public transport, while those who have chosen
to ride their bikes or work at home instead of using public transport should be encouraged to keep
doing that, if they prefer. More generally, new behaviours around working from home, accelerated
digitalisation and travel-free meetings can eventually help to advance transport efficiency.

In the short term, the e-commerce boom has increased emissions from light freight transport. With
delivery to the customer’s door largely shifting to professional operators, the potential exists for
streamlining and reducing emissions. But realising this potential also requires both greater financial
incentives and other instruments. An analysis by the agency Transport Analysis?? suggests that the
Government should require e-commerce companies to make more environmentally friendly
delivery options be pre-selected on order forms, compelling customers to actively opt out of them.
They also propose that e-commerce companies provide customers with information about the
environmental impact of different delivery options. Transport Analysis also sees a need for
industry players to develop a kind of roadmap similar to those presented by different industries in
the government initiative Fossil-Free Sweden. Another example of a behavioural change would be
how the increase in teleworking has lowered demand for office space in urban centres and instead
increasing demand for bigger living and office spaces near people’s homes. Developments can thus
be directed towards a more resource-efficient and climate-smart use of premises. A regulatory
framework that makes the local use of premises more flexible should be developed so that
premises can more quickly be repurposed as needed. Together with shifts in travel times to work
and school, the potential exists to limit rush-hour traffic and thus make better use of existing
transport infrastructure and reduce the need for new investment.
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Because of infection control restrictions, people are spending more time outdoors exploring local
areas and taking holidays within the country, while Sweden has been welcoming fewer foreign
visitors.?8 All in all, the corona crisis has dealt a major blow to the tourism industry. And because
transport accounts for a large proportion of emissions from tourism, the potential to reduce
emissions exists when more people choose destinations closer to home along with less emissions-
intensive transport modes.” However, a previous trend in which Swedes expressed an increased
willingness to refrain from travelling abroad appears to be broken. A majority (86 per cent) say that
the pandemic has not affected their plans to travel abroad.!0

To encourage a less emissions-intensive development of leisure travel and a more sustainable
tourism industry, the options for closer destinations must be perceived as attractive, and transport
modes with a lower climate impact must be made available. Investments in local nature and
outdoor activities, which also have synergies with public health improvements and biodiversity
protection, as well as investments in overnight rail services throughout Europe, are two examples
of how this can be achieved. The relaunch of the tourism industry initiated by the Government in
its budget bill will play an important role in seizing such opportunities and managing the risks of
eased travel restrictions following the pandemic. The Climate Policy Council welcomes the
Government’s proposal to modify Visits Sweden’s mission as part of this restart, from marketing
Sweden as a destination solely for foreign tourists to also target domestic travellers.

The Government and its agencies should, in the near future, analyse which of these behavioural
changes can contribute to achieving the climate targets and how policies can support these
changes. The analysis should also take into account possible behavioural changes with negative
effects on the transition, and try to prevent them from remaining after the corona crisis.

RECOMMENDATION

Promote behavioural changes that improve the potential to achieve the climate targets.

Conclusions

Although many of the emergency relief measures have gone to carbon-intensive aviation, the
Government has continued its efforts overall to tighten governance, especially in terms of
electrification and renewable fuels. As regards the efficiency of the transport system, the picture is
more mixed. It is uncertain whether the Government’s intentions have yet made an impact, and the
crisis itself has brought with it fresh challenges. One example is how the future of public transport
might be affected in the long run by the behavioural changes seen in 2020. This requires further
analysis and a carefully considered process in order to ensure that any setbacks can be avoided.

However, there is a window of opportunity to leverage by supporting behavioural changes that
show promise for reducing greenhouse gas emissions: increased teleworking and travel-free online
meetings, more cycling and walking, and more climate-smart transport for the growing e-
commerce business. In this context, the 10 recommendations presented by the Climate Policy
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Council for the transport sector’s transition in our 2019 report remain relevant.” Finally, the
Council also wishes to highlight the importance of upcoming infrastructure bills for ensuring that
physical infrastructure boosts transport efficiency and for broadening traditional infrastructure
planning to encompass transport planning, which the Swedish Transport Administration has also
highlighted.

5.2.2 The climate transition in industry — the impact of crisis policy

Like transport, industry accounts for about a third of Sweden’s greenhouse gas emissions. The
Climate Policy Council has previously pointed out that there are good technical and economic
opportunities for reducing emissions to zero by 2045, but they demand timely investment? For
industry, this involves a relatively small number of major investments that can already be identified
to a great extent, in areas such as carbon-free hydrogen, expanded electricity grids, increased
production capacity of renewable fuels, and carbon capture and storage (CCS). Many of these
investments were also on the agenda prior to the corona crisis. Most notably, the industry’s own
climate roadmaps® make it clear that the necessary emission reduction solutions are gaining strong
momentum.

At an aggregated level, the corona crisis does not seem to have significantly impacted the long-term
direction of industry or the obstacles faced in the transition to zero emissions. Industrial
production fell sharply between February and April but recovered in late spring and summer. The
second wave of the pandemic in the winter of 202021 had significantly less impact on industry
than the first wave. The Economic Policy Institute’s tendency indicator!0l, which fell slightly in
December, rose again in January 2021. And the economic climate was judged to be robust in
January, mainly due to the volume of order backlogs and expectations of increased production
volumes in the coming months.

Industrial investment fell slightly in the first half of 2020 compared with the corresponding period
in 2019 but recovered in the third quarter.”® For the full year, industrial investment decreased by
4 per cent compared with total business investment, which fell by 9 per cent. It is too eatly to
predict investment trends in the longer term and how they will potentially affect the very
investments necessary for industry’s transition. However, trends during 2020 do not indicate that
the corona crisis has affected the long-term direction of industry or significantly affected the
obstacles to achieving zero emissions. Furthermore, there are examples of key transition projects
that are continuing unabated and some indicating that the crisis may have hastened a transition
already underway. HYBRIT, the joint initiative by Vattenfall, SSAB and LKAB to develop fossil-
free steel production, is an example of the first category, and Preem’s decision to end plans for a
new fossil-fuel refinery in Lysekil and focus on biofuels belongs in the latter category.

For industry, all targeted interventions for recovery policy contribute to long-term reductions in
greenhouse gas emissions to some extent, in particular through increased resources for investment,
pilots and demonstration projects. This is mainly being accomplished through increased
appropriations for Industriklivet (the increase corresponds to a total of 500 million SEK by 2023)

i See, for example, the 2020 Report of the Climate Policy Council.?
6 See the roadmaps presented by 22 business sectors within the framework of Fossil-Free Sweden.!04
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to support projects that help reduce industry’s process-related emissions. The Government’s own
assessment is that this contribution could deliver emission reductions of 1.7 million tonnes CO2e

by 2045.

In addition to interventions that involve direct government expenditure, the Government also
proposes significant investments in state credit guarantees for green projects, which, based on
technology-neutral criteria, aim to provide for major industrial investments that help achieve the
goals of the environmental objectives system and the climate policy framework. A total of 50
billion SEK in guarantees is proposed for the period 2021-2023. Such a policy instrument can be
vital for reducing the business sector’s risk around big investments in emission reduction
technologies, but the Government has not yet announced specific details on how the guarantees
will be designed. To make an impact, they need to add some value that commercial operators and
established investment banks do not already offer. A fee that reflects the risk of credit losses and
covers administrative costs will be charged from the borrower, and technology-neutral criteria will
be established to select the projects that can receive the credit guarantees.!2 How the details are
formulated will likely affect business sector demand for the green credit guarantees and thus the
instrument’s impact on investment in new technologies.

Conclusions

The Climate Policy Council’s analysis shows that, taken together, the Government’s policies for
industry in 2020 improve the conditions for achieving the climate targets, mainly in terms of
investments in emission reduction processes. None of the interventions during the crisis are
expected to preserve existing emission-intensive structures. However, several significant obstacles
remain. Several of them involve cross-sectoral challenges around the need for expanded and
modernised electricity grids, new infrastructure and the right conditions for carbon-free hydrogen,
as well as shorter lead times for obtaining environmental permits. These obstacles must be
removed to ensure that industry’s transition to zero emissions takes place fast enough.

The Government has extended the Fossil-Free Sweden initiative through 2024, partly in order to
develop strategies to address common challenges around the roadmaps. However, the Climate
Policy Council still lacks a specific process for implementation, follow-up and updates of the
roadmaps, which must be done by the Government together with each industry and which the
Council called for in its 2020 report. The stakeholders involved need to secure the roadmap
activities, and more forceful decisions are necessary to remove obstacles and lay the groundwork
for necessary investment in industry’s climate transition.

5.2.3 The climate transition in agriculture — the impact of crisis policy

Agriculture accounts for approximately 14 per cent of Sweden’s greenhouse gas emissions, mainly
in the form of methane and nitrous oxide. Fossil fuels are also used in agriculture, but their
emissions are reported under the working machinery category in the emissions statistics. The
downward trend seen in many other sectors, and for greenhouse gas emissions as a whole, cannot
be observed in the agricultural sector. Compared with other sectors, known solutions with the
potential to significantly reduce emissions are largely lacking. This applies in particular to emissions
caused by biological processes in livestock farming and from agricultural land.103
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Few crisis interventions have been directly targeted to agriculture, which is expected given that the
sector is among those that have experienced growing rather than shrinking demand. Less effort has
been made to tackle the problems of migrant seasonal labour shortages, green jobs for people far
removed from the labour market, and better matching of job-seckers with green jobs. All this,
however, has a weak and indirect link to the sectot’s transition.

For interventions that help ensure a competitive agricultural and food sector, the Government has
budgeted a total of nearly 5 billion SEK over the next three years. Funding will mainly be provided
for implementing the national food strategy, which was approved in 2017. The overarching
objective is a competitive food chain marked by increased food production in parallel with efficient
resource use. Although this has no immediate, short-term impact on greenhouse gas emissions
from agriculture, it supports processes that contribute to sector’s the long-term transition. The
strategy is also meant to help achieve relevant national environmental objectives and sustainable
development across the country.

In line with Climate Policy Council recommendations, the Government has continued to phase out
exemptions and reductions of the carbon tax in non-ETS sectors, though not in the case of
agricultural machinery, which saw an increase in reductions that remained throughout 2020.
According to the Government’s own assessment, these long-term subsidies have also resulted in
higher greenhouse gas emissions than has otherwise been the case. The stepwise reduction
obligation, together with funding for electrifying working machinery, will counteract this over time.
According to the Government, emissions from working machinery are expected to be reduced by
1-2 million tonnes COze by 2030 thanks to the reduction obligation.

However, the remaining problem of methane and nitrous oxide emissions, which account for more
than half of the sector’s total greenhouse gas emissions, is not addressed by the instruments
announced in 2020. An increase in existing support for agri-environmental improvement measures
that can be used for methane reduction is proposed for 2021, but assessments conducted every
three years show a modest effect.194 Furthermore, government funding in the 2021 Budget Bill for
rewetting peatlands and restoring and constructing wetlands has a positive climate impact,'4 which
could add to the supplementary measures within the scope of the climate targets.

Conclusions

With regard to agriculture, recovery policy only marginally improves the prospects of reducing
emissions. Rewetted peatlands can eventually have a positive climate impact. However, methane
and nitrous oxide emissions remain unaffected by both crises and policies thus far. The previous
recommendation of the Climate Policy Council remains: A clear plan and interventions are needed
from the Government to clearly address the obstacles standing in the way of a transition for
agriculture.

5.2.4 The climate transition in the electricity and heating sector — impact of crisis policy

Greenhouse gas emissions from electricity generation and district heating production account for
about 8 per cent of greenhouse gas emissions in Sweden. Together with emissions from the
individual heating of residential and commercial premises, electricity generation and heating



7

together account for 10 per cent of Sweden’s emissions. This is significantly less than in most other
countries. Electricity generation and heating account for more than half of all greenhouse gas
emissions for the EU as a whole.

To achieve zero emissions in this sector, the remaining fossil fuels — mainly from plastic waste in
combined heat and power plants — must be phased out. The solution to the energy sectot’s own
climate challenge thus largely remains out of its hands. Recycling technologies must be developed
and scaled up, and infrastructure and mechanisms for managing and collecting plastics must be
developed and improved. The amounts of plastic in society and in incinerated waste continue to
grow. Furthermore, not all these emissions can be managed by reducing the use of fossil-based
plastics or through circular material flows. CCS in conjunction with the burning of waste remains
an option, as well as a shift from fossil-based plastics to bio-based plastics.

The effects of the corona crisis vary for the different stakeholders in the energy sector. Overall
demand for electricity and heat has not been significantly affected, as the economic impact in the
business sector has been weaker than many have feared. The Government’s various support
packages for the business community in response to the crisis has helped to keep up demand. This
means that established businesses and plants have been able to operate without major disruptions.

However, investments in new plants, mainly in the wind power industry, have been impacted.
Many wind power projects planned to be operational in 2020, 2021 and 2022 have been postponed
due to delays in necessary decisions, in contracts, and in deliveries resulting from factory closures
or travel restrictions that have prevented foreign specialists and key staff from finding their way to
the areas where the wind farms will be built. The delay of these investments by a mere few years
will not have a significant impact on the climate transition.!%> However, the problem is that
environmental permits are only valid for a limited time. If this period is exceeded, operators need
to reapply, entailing a delay of many years and a significant obstacle to accelerated electrification.

Few recovery policy interventions have been directly targeted to the energy sector. The Swedish
Energy Agency has been tasked with designing an operational support system for BECCS to
capture and store COz from renewable sources. In the longer term, this can enable negative
emissions on a large scale. Other positive efforts include increased support for solar cells and
energy storage as well as tax deductions for green technology installations. The introduced tax on
plastics and increased funding for introducing digital waste traceability systems, in accordance with
the EU Waste Directive, have the potential to reduce emissions from waste incineration over time.
On the other hand, the Government’s decision to abolish the tax exemption for certain biofuels
for heating risks increasing the burning of fossil fuels and thus greenhouse gas emissions.

In addition to the energy sector’s own emissions, the energy system plays a crucial role in the
climate transition of society as a whole. The supply of clean-energy electricity in particular is a
critical factor for all other sectors and requires both sufficient production and transmission
capacity. This is further explored in Section 5.3.

Conclusions

The corona crisis has had relatively little impact on the energy sector’s ongoing operations, but it
has delayed some investments in new generation capacity especially in wind power. The challenges
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that existed before the crisis still remain: the amount of fossil-based waste that is incinerated needs
to be reduced, electricity grids need to be expanded and modernised, and the production capacity
for electricity needs to increase in the longer term. Crisis policy has included some minor steps in
the right direction and no decisions that directly delay the transition.

5.3 Cross-sectoral challenges and decisions

Each sector has its own unique circumstances and conditions, both in terms of opportunities and
challenges, for transitioning to zero greenhouse gas emissions. However, there are also several
critical cross-sectoral conditions and important links between actions in different sectors that must
be addressed for the climate targets to be achievable.

A fundamental challenge in all sectors is increased resource efficiency and the transition to a more
circular economy.!% By streamlining the use of energy and materials, the transition becomes less
demanding, and greater emission reductions are possible in a near future.> The transition to a
more efficient use of natural resources also tends to have greater positive synergies with other
societal objectives, along with lower social costs than in scenarios with higher energy and resource
use.!07 In the transport sector, this means steering towards a more transport-efficient society,
reducing both the volume of renewable fuels needed to achieve the climate targets and the climate
impact of building new heavy-transport infrastructure. In the energy sector, the remaining fossil-
based emissions from incinerating waste can be phased out through reduced use and increased
recycling of fossil-based plastics upstream in the value chain. Several areas of industry, such as
cement production, can significantly reduce their emissions through increased recycling of various
raw materials and other materials, while the use of concrete in new builds can be streamlined or
replaced by construction in other materials, such as wood.

To realise this potential, regulations and instruments are needed that do not undermine, but instead
enable the drivers for increased resource efficiency and a more circular economy. In 2020, the
Government took some steps in this direction. In June, a circular economy strategy was presented
that aims to identify what needs to be done to transition to circular production, consumption and
business models as well as non-toxic, circular material cycles. The Swedish Environmental
Protection Agency has received targeted funding to drive the transition to a circular economy and
to implement, revise and apply the regulations in this area.

Furthermore, the Government has given a new remit to the All-Party Committee on
Environmental Objectives to evaluate targets and strategies to reduce the climate impact from
consumption. This is in line with the Climate Policy Council’s previous recommendation to
develop policies to stimulate and support household, business and public-sector demand for zero-
emission, more resource-efficient goods and services. The Climate Policy Council considers it
important to coordinate this investigation with related policy developments, such as the strategy
and the announced circular economy action plans. Otherwise, there is an obvious risk that different
overlapping strategies and target documents will stack up and become incalculable and difficult to
understand for the stakeholders involved.

The Government has taken certain decisions during the corona crisis that support more resource-
efficient solutions that reduce the need to travel, such as regulatory changes that facilitate online
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business meetings and other types of meetings. For the rest, there is a lack of rapid and flexible
decisions on the Government’s part that could reinforce behavioural changes during the crisis that
would help to achieve the climate targets.

Beyond this broad theme, four more specific challenges are emerging that concern several of the
sectors: the need for infrastructure investments for carbon-free electrification, access to sustainable
biofuels, licensing for critical investment projects, and the need for a leap in knowledge for the
climate transition.

5.3.1 Infrastructure investments for clean-energy electrification

As the electrification of industry and the transport sector picks up, demand for electricity is set to
increase sharply. Since last year’s report, several major industries have announced plans to replace
processes powered by fossil fuels with electricity,!8 which means that projections of future
electricity demand need to be revised.!1%

This further increases the need to develop and expand the electricity grids in order to deliver the
right power at the right time. In places where new industrial plants with a high demand for
electricity will be established, the need for more robust electricity grids will be especially great, as
well as in cities and along critical transport routes, where increased electrification of the vehicle
fleet generates increased demand for electricity. Investments in both electricity grids and solutions
for storing electricity over different periods of time must be ramped up, and regulations must be
modernised to promote the electricity systems of the future, which will include growing volumes of
weather-dependent electricity generation and new market entrants. In 2020, the Government
moved in that direction. For example, the Swedish Energy Markets Inspectorate has received
additional funding to speed up the permitting processes for new grid investments. (See more
below, in the chapter on permitting processes.) A bill aimed at creating specific incentives for
power companies to make investments that increase grid capacity has also been drafted.

However, more needs to be done to further accelerate development. The Climate Policy Council
has previously pointed to proposals that have already been investigated and said the Government
should accelerate the process of translating existing policy-making input into concrete changes in
regulations, government remits and instruments.?’ The Climate Policy Council welcomes the
Government’s appointment of the long-announced Electrification Commission, although its remit
is limited to the electrification of the transport sector. But time is running out, and the Commission
needs to produce concrete proposals that can be implemented without undue delay. The challenges
are so great that they cannot simply be solved by a handful of incremental changes. Fundamental
questions regarding regulations and market design must be addressed, requiring close collaboration
between industry and government agencies in the coming years.

If this succeeds, we will be well-positioned to deploy renewable electricity, without subsidies, at
prices that will often be lower than fossil fuel costs. This, in turn, will open up opportunities to
produce hydrogen for fossil-free industrial processes such as steel production, zero-emission fuels
in the transport sector, or small-scale cogeneration. Hydrogen production will be able to utilise
cheap renewable electricity from solar and wind power in periods of surplus and thus balance the
electricity system. This will provide the opportunity to effectively integrate the electricity, transport,
industrial and heating sectors and replace a variety of fossil fuels.
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In February 2021, the Government tasked the Swedish Energy Agency with developing proposals
for a comprehensive hydrogen strategy, to be presented by 31 July 2021.110 A hydrogen strategy has
already been developed within the Government’s Fossil-Free Sweden initiative.!'! Here, too, it is
important that different processes and remits are coordinated and lead to concrete actions.

5.3.2 Access to sustainable bioenergy

Replacing fossil fuels and materials with bio-based alternatives provides an opportunity for several
sectors to significantly reduce their use of fossil-based energy and raw materials, in particular the
transport sector and industry. This development is expected to lead to a substantial increase in
demand for biomass. The Government’s policies for reaching the transport sector’s climate targets
by 2030 today rely heavily on large volumes of biofuels. The Climate Policy Council has previously
warned that increased demand from big countries, and from other sectors, is likely to effectively
limit supply and raise the price of sustainably produced biofuels.

Developments in the EU are progressing towards electrification, and at present the EU has a more
negative attitude towards the use of bioenergy in general. An example is the Commission’s
proposal to classify bioenergy together with natural gas as a “transitional technology” under the
sustainable investment taxonomy, which could make it more difficult to finance Swedish biofuel
production facilities, for example. In Sweden, forest bioenergy consists of forest industry by-
products, which makes a big difference when calculating climate impact since the forest is not
harvested solely for the purpose of being used as fuel. Bioenergy from forestry and agriculture by-
products is replacing fossil-based energy in other sectors, helping to curb emissions. It will thus be
important to take a more holistic approach across sectors, and to realise that forest coverage and
industrial structures are not comparable in different regions of Europe.

The links between the use of bioenergy from forestry and their climate impact are complex,
depending to a large extent on how forests are managed, their carbon storage potential, and the
uses of forest products. In addition, there is a great deal of uncertainty in the calculations
depending on the systems perspective, meaning what is included and whether the calculation is for
the short or the long term.

Added to the problem is the decades-old conflict between the forest industry and nature
conservationists. It is a conflict that cannot be easily resolved, because it involves prioritising
between different environmental and social goals. Questions should therefore be asked about the
conditions under which biomass can help to achieve the climate targets and how to balance
different environmental and social goals as they relate to forests. Another question revolves around
how to shape government regulations to create the best conditions to achieve such a balance.
The Government needs to work through the opportunities, conflicting targets and external factors
relevant to forest bioenergy, including analysing the impact of EU policy developments on
Sweden’s climate strategy.

The bioeconomy strategy that the Government has announced over the course of several years,
but that has not yet presented, could take a comprehensive approach to the existing challenges and

2 See also Section 5.3.3 in Camia et al. (2021).197
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the priorities that must be made regarding the role of biomass in the climate transition. The
Climate Policy Council believes that such a strategy should be developed as a matter of urgency.

5.3.3 More efficient permitting processes

Many industries and individual companies, as well as municipalities, regions and other public-sector
stakeholders, are facing investment decisions that are crucial for determining whether or not we
achieve the climate targets. Resources will need to be redirected from investments that drive
greenhouse gas emissions to those that reduce them. This applies to everything from fossil-free
steel solutions to new infrastructure for a transport-efficient society and increased domestic
production of sustainable biofuels.

Policies need to lay the best possible foundation for sustainable investment. One important
obstacle to sustainable investment is that regulations and permitting processes around key
investments are often both time-consuming and unpredictable.!12113 A clear example is the
permitting procedure for new power grid concessions, which takes many years from the time a
power company files an application until a decision is reached, including appeals. Market players
point out that, in many cases, the current regime gives rise to unnecessary duplicate procedures and
that the installation of new electricity generation units or energy-demanding facilities must wait for
a grid concession decision when all other licences are already in place.

The corona crisis has exacerbated these problems, partly because some investments delayed in
2020 risk missing their deadlines for environmental permitting. New time-consuming permitting
processes risk delaying critical investments in both production capacity and electricity grids. The
Government must urgently take action to minimise these risks. Changes are needed at three levels:

1. Laws and regulations need to be reviewed so that the climate targets become more of a driving
factor when granting permits.

2. Government agencies need to improve and streamline their processes in order to shorten
processing times and make their decisions more predictable and legally certain.

3. Extra resources are needed to support more rapid decision-making.

In 2020, government policy only addressed the third point, and only partially, when the Swedish
Energy Markets Inspectorate received additional funding to process permit cases more quickly.
The Land and Environment Courts also need more resources and enhanced skills. The Climate
Law Inquiry (M 2019:05) is already working on the first point, and will issue an interim report in
the spring of 2021. The so-called grid concession inquiry was appointed by the Government in
2018 to propose “legislative changes that modernise, simplify and improve the power grid’s
regulatory framework”.114 In its final report, the inquiry presented a number of proposed changes
to the regulatory framework on power grid concessions.!!> However, the proposals have been
criticised for not resulting in a faster permitting process; on the contrary, parts of the process are
expected to take longer and the process become more complicated.bb

The Climate Policy Council would like to emphasise the need to implement ready-made proposals
produced by previous inquiries that contain broad support for implementation, and the need to

bb See, for example, specific opinions from the inquiry’s experts Helene Mirtensson, Bengt Johansson and Ronald Liljegren, as well as Bjorn
Galant.
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promptly investigate outstanding issues, so they do not become an obstacle to vital investments
that can enable the transition.

RECOMMENDATION

Implement a faster, more transparent permitting procedure for investments that contribute to the
climate transition.

5.3.4 The need for a knowledge leap for the transition

The solutions that can help Sweden to transition require both improvements and new knowledge,
innovations and investments in infrastructure and in new production processes. A skilled
workforce is a critical factor in all these areas. There is already a shortage of skilled workers, such
as engineers, technicians and installers. The Confederation of Swedish Enterprise’s recruitment
survey concludes that the skills shortage is hindering growth in three out of four member
companies, and that the climate transition is increasing the need for reskilling.!'¢ Many employers
report that they see a growing need to recruit, mainly in energy and electrical engineering,
electronics, computer technology and automation.!” Even in many of the industry roadmaps for
clean-energy competitiveness, access to the right talent is raised as a critical factor for the
transition.!18 Technical solutions must also be organised effectively, and significant conversion
processes are sometimes required to design sustainable solutions. This requires a solid knowledge
of economics, organisational and behavioural issues, and insights into how such transition can be
promoted. Upskilling measures are also necessary in the public sector — for example, at licensing
authorities and municipalities.!16

Yet unemployment is rising, not least as a direct consequence of the pandemic’s aftermath.
According to Statistics Sweden’s labour force survey,!1? the unemployment rate increased from

6.8 per cent in 2019 to 8.3 per cent in 2020, a figure that according to forecasts by the Swedish
Public Employment Service!20 will increase further in 2021 and 2022. This is particularly true in the
close-contact industries in the private service sector, while demand for industrial labour continues
to rise.

This lack of job matching in the labour market brings considerable costs, including increased
government expenditure, reduced business growth, and human suffering for those affected by
unemployment. In addition, the transition risks being slowed down unless the right skills are
available to companies and government agencies.

The Government can help reduce this risk by funding and organising a “knowledge leap for the
climate”, which should include reforms throughout the education system from primary school to
university. For example, those already employed will need additional training to cope with the
technology shifts ahead. Another key reform should involve more upper-secondary and vocational
training focused on areas that currently face, or are expected to face, skills shortages, such as
electrification and the battery production, hydrogen and process industries. In addition, the skill
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sets of government agency officials must also be enhanced in these areas. The agencies need to stay
on their toes and work proactively to facilitate and accelerate the transitions currently taking place
both locally and nationwide, especially within the EU regulatory framework and investment
initiatives. Sufficient knowledge and capacity are needed for this, especially at the licensing
authorities, so that processes are not unnecessarily delayed.

Part of the Government’s crisis policy aimed at limiting rising unemployment has been to fund
additional spots for student enrolment at universities, trade schools and folk high schools. These
decisions have not identified any specific areas of expertise, with except for certain measures to
meet the needs of health care and elder care. The Climate Policy Council believes that the
Government should use the upcoming funding for promoting skills during the recovery policy
period to meet essential skills needs for the climate transition. This can involve specific
professional skills in certain sectors, but also general nationwide upskilling and involvement in the
climate transition and its opportunities, not least through educational activities. The mobilisation of
civil society and a better understanding of the transition’s conditions and opportunities facilitate
the implementation of policies that can achieve the climate targets.

RECOMMENDATION

Invest in knowledge and skills for boosting climate transition efforts as part of the continued
recovery policy.

5.4 Sweden’s crisis policy from an EU perspective

Sweden’s national policy is closely intertwined with and influenced in all areas by EU-wide
decisions. Yet Sweden has a voice in these decision-making bodies and can thereby influence the
direction of policy throughout the EU. The climate change issue is no exception — quite the
contrary. There are many EU laws and regulations that are already in place or will be signed into
law in Sweden, directly affecting how climate policy is shaped. The EU emissions trading scheme
(EU ETS) is perhaps the most obvious example. Sweden has been a driving force here in
tightening emissions trading, which has sent emission allowance prices soaring and has accelerated
the phase-out of European coal power.

Sweden’s actions in relation to the EU and other Member States are thus crucial both for shaping
domestic policies and, potentially, for the direction of the entire EU effort to achieve the climate
targets. This became particularly evident in 2020, when the pandemic and its economic, political
and social consequences became intertwined with the climate agenda and Europe’s green transition
ambitions.
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5.4.1 Fast pace in the EU, with a focus on green recovery

In 2019, the EU had already laid the foundations for comprehensive reforms in terms of climate
change, energy, biodiversity, resource efficiency and the circular economy through the Green
Deal.ce In June 2020, the EU decided that the Green Deal should govern recovery policy (and
long-term budgets) after the COVID-19 crisis in order to steer towards both a rapid economic
recovery and green growth, and thus a more sustainable, resilient Europe. The Green Deal assumes
that all EU actions and policies will contribute to the union’s fulfilment of the Paris Agreement
goals and make the EU the world’s first climate-neutral continent by 2050. The EU has thus firmly
integrated its recovery policy with the climate transition, and the transition in turn with a broader
sustainability agenda.

Also in 2020, the EU decided both on its new long-term budget of more than 1 trillion euros over
the period 2021-2027 and on the Next Generation EU recovery instrument, totalling 750 billion
euros. These two initiatives combined represent a substantial increase in the EU’s budget. In
December, an agreement was also reached on the recovery fund formally known as the Recovery
and Resilience Facility (RRF), which lies at the heart of the recovery instrument. The fund will
support public investment and reforms in Member States, helping them mitigate the economic and
social impacts of the COVID-19 pandemic. Each country is expected to present a national plan by
30 April 2021 specifying which investments and reforms it intends to implement within the scope
of the fund. Sweden can withdraw around 35 billion SEK from the fund.dd The national plan
should explain how the measures strengthen national recovery policies both socially and
economically, as well as how the reforms ensure a green, digital transition and a more circular
economy. The European Commission will regularly evaluate implementation of the national plans.
By the end of 2020, the EU also approved a Just Transition Fund to support and compensate
those EU territories considered to be most affected by the necessary pace of decarbonisation. This
is not relevant to Sweden, however. Furthermore, significant resources are being channelled to
implement the Green Deal through the EU Framework Programme for Research and Innovation
— Horizon 2020 — which totals over 80 billion euros.

New climate law and a taxonomy for green investments

In March 2020, the European Commission presented its proposal for an EU-wide climate law as
part of the Green Deal. The main objective of the proposal was to create a clear framework for the
goal of a climate-neutral EU by 2050 (net-zero greenhouse gas emissions). The European
Parliament argued for a higher level of ambition and wanted to see a 60 per cent emission
reduction target by 2030. In December, the heads of state and government in the Council of
Ministers agreed that the 2030 target for the Climate Act should be a 55 per cent reduction in net
greenhouse gas emissions from 1990 levels. Negotiations between the Council, Parliament and the
Commission on the final target are still ongoing at the time of publication of this report.

« The Green Deal aims to increase resource efficiency and promote a circular economy, to reduce pollution and greenhouse gas emissions,
and to improve biodiversity. These measures aim to promote green growth and thus a more sustainable and resilient Europe.!68

dd The amount of the financial contribution is determined by three criteria: population size in 2019 (the larger the population, the greater the
RRF contribution), inverse GDP per capita in 2019 (the lower the figure, the greater the contribution) and the average unemployment rate
in 20152019 (the higher the rate, the greater the contribution). All variables are then weighted and then compared to the weighted average
for all EU Member States (2020—-2021 finance plan).
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As eatly as 2021, however, the overarching decisions will be followed by specific proposals. The
European Commission is already working on several pieces of legislation that include stricter
energy efficiency requirements, higher renewable energy ambitions, emissions trading reform,
allocation of emissions targets for 2030, reduced climate impact from vehicles, and new rules on
carbon sinks in land use (called LULUCF). Furthermore, the Commission will present a renewed
industrial strategy for the March summit, and transport ministers will discuss the draft strategy for
sustainable and smart mobility.

In order to mobilise additional funding for the green transition, the EU has developed an
instrument — a taxonomy — to identify and steer towards sustainable investment. To be classified as
environmentally sustainable, an activity must contribute significantly to at least one of the six
established environmental objectives in the taxonomy, while not causing material harm to any of
the other objectives. No activity is excluded in advance, with the exception of fossil-based energy
production. The taxonomy is intended to ensure that the financial sector can use common
guidelines to determine which investments should be considered green.

After the Commission presented proposals for the more detailed regulations, the Swedish
Government criticised the fact that parts of the proposed taxonomy do not comply with already
agreed sustainability criteria, in particular with regard to bioenergy.!2! For example, proposed
criteria are formulated in a way that excludes a large part of the Swedish forest industry, as well as
hydropower, from being classified as green investments. The plan was to decide on the applicable
criteria by 31 December 2020, but due to the many comments received during December’s public
consultation from Member States, including Sweden, the process has been delayed.

Difficult to quantify and compare green recovery policies among countries

It is difficult to compare different national recovery programmes. Countries are regularly taking
new decisions on incentives and investments, making it is difficult to obtain up-to-date data across
many countries simultaneously. In addition, methods and delimitations differ, including on what is
classified as a green investment. Finally, fundamental differences in countries’ circumstances in
terms of industrial structure and energy systems, for instance, mean that the same type of stimulus
policy can be both green and brown, depending on where the activity takes place. For example,
support for electricity-intensive industries has very little direct effects on emissions in Sweden,
where the electricity system is almost completely decarbonised, while the same support in Poland
or Germany can be expected to contribute to increased emissions.

In studies that do present comparisons among the climate recovery packages of different countries
and regions, the EU consistently emerges as the “greenest” regione compared with other parts of
the world. The EU has succeeded relatively well overall in building on its future vision of a green
competitive Europe by tying the Green Deal together with the major recovery package following
the coronavirus crisis.

However, the level of ambition in the individual Member States varies markedly. As noted above, it
is difficult to make simple comparisons based on aggregated data. One study!22 presents Denmark,

e See, for example, Vivid Economics, Climate Action Tracker, Rhodium Group.
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France, the UK, Spain and Sweden as the five countries in the EU with the highest proportion of
green initiatives in their recovery packages. Another studyff that was initiated in order to evaluate
Member States’ national plans under the EU Recovery Fund argues that recovery packages from
Spain and Portugal have a very green profile, while Germany and France appear significantly less
green. In March 2021, the UN Environment Programme (UNEP) published yet another study!2
highlighting Denmark, Finland, Norway and Germany and others as leaders, while Sweden, for
example, was placed in a category of countries with yet-unrealised potential to act.

Taken together, these comparisons point to the fact that the EU as a whole has clearly linked
recovery policy to the climate transition and a broader sustainability agenda that encompasses
energy, circular economy and biodiversity. Individual Member States also offer many specific
examples of how the transition can become a major part of recovery policy. The potential for
learning and knowledge transfer among countries thus also exists, and can help to ramp up the
transition in Sweden as well.

5.4.2 Has the Government leveraged EU opportunities?

The Government’s climate action plan expresses a clear ambition to push forward and strengthen
EU legislation on, and targets for, increased emission reductions. During the autumn negotiations
on the new climate law, the Government supported the final proposal from the Commission for a
55 per cent reduction in emissions by 2030.

Based on the minutes from the Council of Ministers meeting, Sweden appears to have played a
prominent role in the Environment Council, especially in the agreement on EU climate law and
emission targets. Sweden has also pushed for a more ambitious climate policy in the Swedish
Transport Council, Energy Council and Competitiveness Council. On the other hand, the climate
transition does not seem to have been highlighted as clearly in the Financial and Agricultural
Councils.!24 This indicates that Sweden may have underutilised the potential to become more
consistent and coordinated in the EU Council of Ministers, missing an opportunity for the high
ambitions to make a real impact when the European Climate Act is to be followed up in 2021.124

The pace of EU reforms on the climate, energy and environment is not expected to slow in 2021.
On the contrary — many major legislative packages that will affect the transition will be prepared
over the course of the year. In addition, the national plans for the recovery fund will be reviewed
and approved by the Commission and EU finance ministers. The countries’ goals for a green and
digital transition will then be made clear. Sweden’s actions in these contexts will signal how much
weight the Government attaches to the climate issue in relation to other national priorities and the
weight with which Sweden will drive the climate issue during its EU presidency in spring 2023,
when several pieces of legislation presented in 2021 are likely to be finalised.!24

In order to meet the requirements of the recovery fund and thus gain full access to the fund’s loans
and grants, the Swedish recovery plan must contain at least 37 per cent, or about 13 billion SEK, of
green measures in line with the EU’s definition of a green investment.!2> Sweden’s national plan
will be based on policies in the 2021 Budget Bill. The Government has estimated the “green part”

ff Green Recovery Tracker, Wuppertal Institute, and E3G1°
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of its 2021 budget at about 10 billion SEK, which represents 10 per cent of the new policy in the
budget bill. In addition to this 10 billion, some support measures for research and development
and green reforms extending through 2026 are included in the EU guidelines.

One component of the Government’s budget is the investment in Swedish participation in the
relatively new EU instrument IPCEI (Important Projects of Common European Interest), which
aims to promote industrial ecosystems and technologies that enable non-fossil-fuel solutions of
common BEuropean interest. Member States participating together can apply for funding for
different types of multilateral partnership projects. Sweden’s contribution amounts to 200 million
SEK annually in 2021-2022 and 70 million SEK annually in 2023—-2027. The EU has made
exceptions in its state aid rules for projects financed through the IPCEI, which makes it easier for
Member States to provide financial support and, by extension, stimulate industry’s transition.

National policies to achieve the climate targets will be greatly influenced by the EU’s growing focus
on a green transition. During the Climate Policy Council’s stakeholder dialogues when preparing
this report, most industries placed more emphasis on the EU’s comprehensive reform agenda than
on the effects of the coronavirus crisis itself, or the impact of national policies on their own climate
transition. The Swedish Government’s actions in the EU will thus be vital not only for our
contribution to Europe’s climate transition, but for the competitiveness of Swedish companies and
their ability to contribute to that transition. In view of the rapid pace of reform and the large
economic values affected, it is essential that the Government Offices and relevant agencies have
the resources they need to safeguard essential interests and take coordinated action. The
Government Offices must plan for this and ensure that a lack of resources and skills do not put
the brakes on Sweden’s contribution to the EU’s ambitious climate goals.

Similarly, the Government and the business sector need to work together effectively so that
Sweden, and the European climate transition, can gain the greatest benefit possible from the funds
allocated to various EU projects, where stakeholders and partner constellations will compete to
access funding.

The Government’s continuing efforts should also draw inspiration from the way the EU has linked
comprehensive recovery packages to the transition, and the transition to a broader sustainability
agenda, for increased resource efficiency and a more circular economy.

RECOMMENDATION

Strengthen Sweden’s engagement and influence in the EU by participating in a strategic,
coordinated and active manner in the EU’s Green Deal and recovery programme as well as related
political processes.
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5.5 Conclusions — create stronger ties between recovery and the
transition

In an emergency such as the current pandemic, it is natural for short-term crisis management to
come to the fore. Longer-term goals such as the climate targets, meanwhile, risk being
overshadowed. The corona crisis does not appear to have hindered the Government’s
implementation of the climate action plan. That is very difficult to evaluate, however, because the
plan is vague and lacks a timetable, and no clear feedback has taken place (see Chapter 3). At the
same time, it is positive that the Swedish Government took few decisions in 2020 that directly
counteracted climate policy goals (see Section 5.1).

When it comes to recovery from the crisis and reforms of a more long-term nature, the bar must
be set higher. It is not enough to simply not do the wrong thing. According to the Climate Policy
Council’s analysis, only one-tenth of the Government’s recovery programme makes a positive
contribution to achieving the climate policy goals (see Section 5.1). The pace of the climate
transition remains too slow, and policies are insufficient for achieving the climate targets (see

Chapter 2).

The Government aims for Sweden to push for a faster transition away from fossil fuel use in
European and global climate efforts.5 It has also been pushing for tighter climate targets and
greater ambitions in the EU, but it is not clear that Sweden’s national recovery policy can be
described as leading from a climate perspective (see Section 5.4).

The coronavirus crisis is taking a heavy toll on society and often requires difficult priority-setting. It
has hit many families and individuals hard. At the same time, a crisis can also open up new
opportunities. The period following the corona crisis can serve as such a window of opportunity
for the climate transition (see Chapter 4). The Climate Policy Council’s overall assessment is that
the Government has thus far not made sufficient use of this window of opportunity.

OVERALL ASSESSMENT

The pace of climate change remains too slow, and established policies are insufficient for
achieving the climate targets. Throughout the crisis, the Government has maintained the focus of
the climate action plan. Yet it has not yet made sufficient use of the window of opportunity
provided by the corona crisis, which would allow for crisis and recovery investments to bolster the
overall policy for the climate transition.

The Government’s policies need to more unequivocally encourage the climate transition. This is
especially true in a year when the state is investing larger sums than normal in the national
economy and taking decisions that will have an impact over several decades. The Government’s
climate action plan is in place, as are numerous strategies and initiatives in areas that are central to
the climate transition, including the 22 roadmaps for clean-energy competitiveness developed by
different industries. The Government is set to present its national recovery programme under the
EU-wide recovery and resilience facility. It is paramount for the Government to use the recovery
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policy to implement the climate action plan and to link all the different strategies and roadmaps
together. This way, a stronger narrative can be formulated for guiding us out of the corona crisis.

The window of opportunity during a crisis also provides the means to shape a new narrative about
the crisis. Research on past crises finds that policy plays a key role in interpreting and clarifying
what happens during the crisis so that it can be managed more constructively. Without a common
narrative about the way forward, the crisis can instead open itself up to conspiracy theories,
destructive reactions and a more divided society (see Section 4.2.1).

In the budget bill from September 2020, the Government describes its recovery policy as the
starting point for an impactful green transition. The finance plan begins by stating: “Economic
policy has two overarching purposes. It must be supported by a powerful green restart package. At
the same time, it must combat long-term social problems to enable Sweden to emerge stronger out
of the crisis.” The Climate Policy Council believes that the Government’s own communication
around the budget and recovery policy has been inconsistent in this messaging. No clear, common
narrative or picture of goals has been created for society’s recovery from the corona pandemic.

Instead of a message that makes climate action fundamental to the recovery, other priorities and
descriptions are the prime concerns.s¢ The Government has not linked the recovery policy to its
own vision of becoming the world’s first fossil-free welfare state. The measures presented are
decoupled from the climate action plan presented by the Government as recently as late 2019. This
weakens the credibility and impact of the Government’s policy for enabling the climate targets to
inform all areas of policy.

The European Union’s recovery programme, on the other hand, is borne along by a comparatively
clear, consistent narrative of the green and digital transition that will make society more sustainable
and resilient. The major budget initiatives are also consistently described as a tool for realising the
Green Deal that the Commission presented and anchored back in 2019. Several other European
governments, such as those in France and Germany, have also made green transition and green
investment key themes of their recovery packages. The Government should draw inspiration from
the way the EU has woven together recovery policy and the climate transition, as well as how the
climate agenda has been tied to a broader sustainability agenda for promoting resource efficiency,
the circular economy, biodiversity and a just transition.

RECOMMENDATION

Use the recovery policy to realise the climate policy action plan and existing strategies that give
concrete expression to the desire to be “the world’s first fossil-free welfare state”.

2 When the Minister for Finance presented the autumn budget, three main themes were highlighted: Investments in green recovery, welfare
initiatives and security in the transition. When asked about the top priorities, the minister replied that there were three things: “jobs, jobs,
jobs”.170
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Annex 1. Government decisions in 2020 aimed at contributing to climate policy goals

Decision

Tax reduction for green technology installations

Framework for green Swedish government bonds

Enhanced and broadened Industriklivet

National carbon capture centre

Tax on waste incineration

Strategic automotive research and innovation reinforced with support for working machinery

New green rebate for electric trucks and other eco-friendly trucks as well as electric-powered machinery

Increased appropriations for rail network maintenance

State aid to cover white areas (coverage gaps) on charging station maps

Charging infrastructure requirements for some buildings

Stricter definition of green vehicles and tougher environmental requirements for government official cars

Continued cancellation of ESR surpluses continues

Approval of the London Protocol (allows the export of carbon dioxide intended for storage under the seabed)

Support to property owners for renovations and energy efficiency measures for apartment buildings

Enhancements and extensions: The Climate Leap to 2026

Investment in the rewetting of previously drained wetlands

Earmarked funds for implementing the climate action plan

Conversion support for cars, from fossil fuels to biofuels or biogas

Funding for the Swedish Energy Agency to set up a system of reverse auctions or fixed amount for carbon
separation, capture and storage

Support for regional electrification pilots with charging infrastructure for heavy-duty vehicles, including
hydrogen tank infrastructure

R&D for aviation biofuels and electrification

Extensions: Support for advice on energy and climate change

Extended support in 2021 for municipalities and businesses to install solar cells and for energy storage

Safe cycling: 2-year funding, including government cycling infrastructure

Temporary extension: Biogas production support for vehicle gas

Temporary enhancement: Urban environment agreements have a special focus on cycling

Extension and further development: Environmental compensation for rail freight transport

Procurement of overnight rail services for European countries; operator is the Swedish Transport Administration
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Assessment of climate impacts: Government agency funding

Negative emissions: Design of criteria and methods for selecting suitable land: remits to government agencies

Swedish participation in IPCEI projects

Modernisation of existing biorefinery testbeds

State green credit guarantees

Tax reduction for green technology installations

Framework for green Swedish government bonds

Enhanced and broadened Industriklivet

National centre for CO2 separation

Tax on waste incineration

Strategic automotive research and innovation reinforced with support for working machinery

New green rebate for electric trucks and other eco-friendly trucks as well as electric-powered machinery

Increased appropriations for rail network maintenance

State aid to cover coverage gaps on charging station maps

Charging infrastructure requirements for some buildings

Stricter definition of green vehicles and tougher environmental requirements for government official cars

Continued cancellation of ESR surpluses continues

Co-financing of the Just Transition Fund

Continued tax exemption for clean, high-blend biofuels in 2021
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Annex 2. Analytical framework of the Climate Policy Council

This annex briefly describes the analytical framework developed by the Climate Policy Council and
uses its analyses of the compatibility of overall policy with the climate targets. For a more detailed
presentation including references, please refer to the Council’s website and previous reports (2019,
2020). The framework consists of criteria for assessing the Government’s leadership and governance, as
well as a method for assessing the impact of the policy’s specific istruments.

Leadership
and governance:
seven criteria

System Emissions

Policy instruments:
method for impact
assessment

Figure 1 The Climate Policy Council’s analytical framework for evaluating the Government'’s overall
policy and climate policy action plan.

Criteria for assessing leadership and governance

Research in recent decades has increased our understanding of the profound changes in the
economy and society that are needed to curb climate change and achieve sustainable
development.!26.127 On the other hand, the research does not yet provide clear answers as to how
policies should be designed to drive or direct a radical transformation of this kind.128 Furthermore,
the climate transition has special conditions and circumstances. To date, it has been driven mainly
by policy goals rather than technological and economic developments, and it needs to happen
within a relatively short period of just a few decades.

Complex systemic challenges place new demands on policy, as does the fact that there is no global
policy authority capable of making binding decisions.!2%:130 Research has highlighted the role of the
state in stimulating and facilitating different kinds of stakeholder collaboration, in addition to its
role as legislator and regulator. This is also reflected in political practice, from the Paris Agreement
at the global level to the EU and the policies of individual countries. The emphasis on
collaboration and networks of various kinds is linked to the understanding of the climate transition
from a systems perspective.

The climate transition can neither rest solely on decisions taken from above by the Government
and Parliament, nor on implementation by government agencies. Participation and engagement are
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required from all stakeholders: politicians, the business sector, research organisations, civil society
and individual citizens. However, the Government and its agencies have an important role in
offering platforms for collaboration between different stakeholders and creating context and
coordination among different initiatives. Research suggests that such collaboration has several
positive effects, such as strengthening trust among stakeholders, promoting greater acceptance and
legitimacy for policy decisions, and enabling common learning and innovation.

However, initiating, stimulating and orchestrating stakeholder collaboration does not take away
from the state its traditional key role of making laws or introducing economic instruments that help
operators to make an optimal socio-economic contribution to the transition. Robust instruments,
such as legislation, regulations and economic instruments that provide the right market incentives,
are still required. Policies for driving the climate transition need to continuously evaluate the most
effective mix of the roles of the state as enabling and as governing. There is growing research
literature in several different fields which highlights important considerations and trade-offs when
designing effective policies. From this broad discussion, the Climate Policy Council has chosen to
highlight seven criteria as essential in order for national policies to create the conditions for an
economically, environmentally and socially sustainable transition.



Table 1. Criteria for an effective and sustainable climate transition policy.

Criteria

Effective policy

Common goals and vision

The policy should deliver a common view of goals that is firmly
anchored among all stakeholders and a clear vision that creates
momentum for long-term transition. This is an essential part of
leadership in complex organisations and systems. 131135

Target attainment

Policies must be effective in achieving the climate targets set. It is not
enough for the policy to be considered cost-effective or administratively
operational if it does not lead to the target. 136137

Cost-effectiveness

Policy should aim to be cost-effective both in the short term and in
relation to long-term strategic objectives. 138

Coordination, organisation and
resources

Policies must be coherent and coordinated, both between different
levels (global, EU, national, regional, local) and between different
sectors and policy areas. The state’s organisation and resources must
be designed and dimensioned to match the task. 79,107,139-141

Stakeholder collaboration

Policy should stimulate engagement and interaction between different
stakeholders in combination with traditional instruments in order to
achieve the goals set as effectively as possible. 127.142-144

A long-term approach, with
learning and flexibility

Policy must be transparent, long-term and predictable in order to
reduce the risks to the stakeholders involved while systematically
evaluating and developing as lessons are learned and external
changes take place. 145146

Acceptance, legitimacy and
interaction with other goals

Policy must gain acceptance and legitimacy from citizens.
Accountability mechanisms must be in place. The aim should be to
maximise synergies and limit conflicts with other societal objectives,
such as employment, good health or fair distribution, summarised in the
UN sustainable development goals and Agenda 2030. 133147154
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Instruments — Analysis of solutions, obstacles and the impact of instruments in four
steps

The Climate Policy Council has developed a methodology for analysing the solutions available to
reduce greenhouse gas emissions, the factors that hinder the solutions, and the extent to which the
instruments tackle these obstacles so that solutions can materialise. The method is continuously
evolving.

At the moment, it contains four steps. The first identifies solutions for reducing emissions in
different sectors and their potential. The second is a survey of obstacles to realising the different
solutions. The third assesses how well existing instruments address identified obstacles. The fourth
assesses the extent that the identified potential of each instrument is being realised.

Map emissions,
solutions, and potential Map obstacles Assess how well Assess how the
to reduce greenhouse to the solutions existing instruments potential of each solution
gas emissions address obstacles is being realised

Figure 2 The Climate Policy Council’s four-step approach for assessing the contribution of overall
policy to achieving the climate targets

Step 1: Which solutions can reduce emissions to zero?

The first step identifies and describes the different solutions that can contribute to reducing
emissions from each emissions sector. These range from reducing transport demand or increasing
plastics recycling, to reducing emissions from grazing animals or fossil-free steel production. For
each of these solutions, the size of the emission reductions they can contribute to is estimated to
be an “emission reduction potential” in millions of tonnes COze.

The Climate Policy Council has chosen to build on the consolidated information on solutions and
their emission reduction potential contained in the visualisation tool Panorama. This tool has been
developed and is operated by the Climate Policy Council together with the Swedish Environmental
Protection Agency and Swedish Energy Agency. Panorama aims to give the user an overview of
the current situation and the solutions available for reducing emissions and achieving the Swedish
climate targets.

Step 2: What obstacles do the solutions currently face?

The solutions identified in Step 1 face obstacles to the realisation of the full potential to varying
degrees. By compiling results from previous studies, government reports and other analyses
(including the sectors’ own roadmaps for clean-energy competitiveness) and supplementing them



with up-to-date, specific information from researchers and experts, an “obstacle map” has been

created. Part of the obstacle analysis involves identifying possible conflicting objectives and

synergies between different solutions.

Table 2. Obstacles faced by the transition
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Obstacles to
the transition

Critical questions to answer

Examples from the transport
sector

Technology
development
and innovation

What further developments are
needed to replace the old system
and reduce greenhouse gas
emissions, from a purely
technical standpoint?

The recyclability of batteries is
currently low

Are new technologies and

Economy and - . Electric cars are currently more
o solutions more expensive or -
competitiveness . - expensive to buy
otherwise non-competitive?
Tnputs and Is there a potential shortage of Availability of biofuels a
. inputs or limitations on how - .
production . . potential obstacle in the future
- quickly new production can . . -
capacity (especially Swedish biofuel)
scale up?
Is there a lack of infrastructure Expansion of public transport
Infrastructure to scale up the use of new needed to manage urbanisation

technologies and solutions?

etc.

Regulations and
government
processes

Are existing regulations or
government processes (e.g.
permitting) slowing down the
transition to new technologies?

Regulation by the EU and others
hinders the expansion of
charging stations

Investments and
lock-in effects

Are major new investments
required, or have previous
investments (in old technology)
a long lifespan?

Existing and planned urban
environments limit
opportunities for new solutions

Norms and
values

Is a norm shift and behavioural
change needed on the part of
private individuals or
companies?

Carpooling, reduced travel and a
switch to public transport
require behavioural changes in
private individuals

Step 3: How well do existing instruments address solutions and obstacles to the transition

in different sectors?
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Step 3 of the method aims to describe whether and how well existing instruments address the
obstacles identified in Step 2. This is done through a qualitative analysis in which key instruments
that affect developments in the different sectors are first identified and then rated into three levels
based on how well they address the obstacles. These three levels are:

e Weak governance: Existing instruments do not address, or address to a highly limited
extent, the obstacles to the transition.

e Moderate governance: Existing instruments address obstacles to the transition to some
extent (for example, through weak or moderate incentives).

e Strong governance: Existing instruments address the obstacles to the transition well, so
that the solution can be realised within a reasonable time range (for example, through
mandatory measures or powerful financial incentives).

The rating is based on a weight-of-evidence determination of previous assessments and analyses,
interviews with experts from different authorities and professional associations. The result is an
overview of how well the instruments meet the identified obstacles. Linking the rating to the
emission reduction potentials in Step 1 can provide a rough estimate of how large and what
emission reductions and solutions existing instruments address well, to some extent, or not at all.

Step 4: How much potential can be realised with existing instruments?

The final step in the framework is to assess the percentage of each solution potential that can be
realised by 2045, given existing the established instruments. The aim of this step is not to
accurately quantify the impact of the instruments on emissions, but rather to make a qualified
estimate of the magnitude of the contribution of current instruments towards achieving the long-
term climate goals.
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Annex 3. Development of climate laws and independent climate councils

Many countries have passed national climate legislation in recent years, and the number has
accelerated since the Paris Agreement came into force. In Europe alone, 17 countries have a
national climate law, and even more plan to decide on such a law. Although the design of the laws
differs quite a bit, most are based on similar principles and aim to create long-term emission
reductions.

Some of these climate laws are now being tested in the courts. In February 2020, an administrative
court in Paris ruled that the French government had not done enough to reduce greenhouse gas
emissions in relation to what was pledged in the Paris Agreement.!5¢ This was after the government
was sued by four environmental organisations with the support of 2.3 million signatories. In a
similar process in November 2019, the Dutch government was convicted of not doing more to
reduce carbon emissions.!57 158

The number of established national climate councils that either have an independent role as
reviewers of government policies or advisers to the government is constantly increasing, and
progress is rapid. So far, more than 30 countries have set up some form of national climate council,
and even more are found at the regional and local levels. First up was the UK, where the Climate
Change Commission (CCC) and the Climate Act were established back in 2008. Since then, similar
climate councils have been formed on all continents.!>

In Europe, in addition to the UK there are climate councils in all Nordic and Baltic countries as
well as in Ireland, France, Germany, Slovenia and Switzerland. The climate councils created
through legislation, such as the Swedish, Danish, British, French and Irish councils, tend to be
independent policies in their mandate, as well as export-oriented and evidence-based. In addition
to these independent scientific councils, there are a number of different bodies in many other
countries working to achieve the climate goals. They serve as government-led scientific advisory
bodies or are tasked with conducting different types of stakeholder dialogue. Poland and Hungary
are examples of countries whose councils are led by the government and acts as an advisory body.
Bulgaria and Iceland’s councils are also advisory, but their members, unlike the independent
scientific councils, not only have academic backgrounds but come from the business sector as well
as environmental organisations. The last category includes the Norwegian and Malta climate
councils, which aim to foster dialogue between various stakeholders and officials.

Outside Europe, variants of climate councils can be found in countries like Canada, Mexico, New
Zealand, India, Chile, Kenya and Puerto Rico. In the U.S,, there are several independent councils at
the state level. Their mandates vary slightly in terms of remit, breadth and legal status, but they all
serve as expert councils tasked with reviewing national climate policies or acting as advisory bodies
to the governments of the countries. 160
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The Swedish Climate Policy Council’s remit

On 15 June 2017, Parliament adopted a climate policy framework for Sweden by a large majority.
The purpose of the framework is to highlight the need for a societal transition in order to achieve
the climate goals, to involve all policy areas and stakeholders in this transition, and to
continuously keep Parliament up to date on the progress of these efforts. The climate policy
framework contains three parts:

e The goals for Swedish climate policy;

e The Climate Act — with a planning and follow-up system for the Government'’s climate

efforts;
e The Swedish Climate Policy Council.

The Climate Act entered into force on 1 January 2018. The Climate Policy Council was formed on
that same day.

The Climate Policy Council is an independent, interdisciplinary expert body tasked with
evaluating how well the Government’s overall policy is aligned with the climate goals established
by Parliament and the Government. The Council's remit underscores the broad nature of the
climate issue.

Within the framework of the overarching remit, the Council shall do the following:
o Evaluate whether the focus of different relevant policy areas contributes to or undermines
the potential to achieve the climate targets;
e Highlight the effects of agreed, proposed instruments from a broad societal perspective;
o Identify policy areas that require further action;
e Analyse how to achieve targets, both short-and long-term, in a cost-effective way;
o Evaluate the bases and models on which the Government builds its policy;
o Foster more debate in society on climate policy.

Under the Climate Act, the Government must submit an annual climate report to Parliament in its
budget bill. The report should describe emission trends, major climate policy decisions during
the past year, and an assessment of what additional measures may be needed.

Every four years (the year after ordinary parliamentary elections) the Government must also present
a climate policy action plan to Parliament. Additionally, it must state the Government’s plans
during the electoral period, including how decisions in various areas are judged to affect the
potential to achieve the climate targets and what additional decisions may be needed to achieve
the national and global climate objectives. The first climate action plan was presented as a bill to
Parliament on 18 December 2019.

By the last day of March of each year, the Climate Policy Council must submit a report to the
Government. The report must contain the council’s assessment of progress on the climate efforts
and emission trends as well as an assessment of the alignment of government policies with the
climate targets. For the years the Government presents its action plan, the Climate Policy Council
must submit a report to the Government evaluating the plan within three months of its publication.

The Climate Act’s obligations on the Government, together with the Climate Policy Council’s

reports, form a comprehensive planning and follow-up system. In addition, many government
agencies provide input both to the Government’s follow-up and planning, as well as decision-
making input on the effects of decided and implemented policies.
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Previous reports of the Climate Policy Council:

2018 Orientation around the climate policy framework

2019 Evaluation of government policies with a special focus on domestic transport

2020 Evaluation of government policies with a special focus on the first climate action plan
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