SVENSKT NARINGSLIV

Government Offices of Sweden
Ministry of Climate and Enterprise

Stockholm 6 February, 2023

Regarding the European Commission’s draft new Temporary
Crisis and Transition Framework for State Aid

On 1 February, the European Commission opened a consultation with member states to
transform the current Temporary Crisis Framework for State Aid into a Temporary Crisis and
Transition Framework. Proposed changes are part of the Green Deal Industrial Plan
presented by the Commission at the same time.

The Commission’s proposed changes mainly consist of amendments and additions to
section 2.5, which deals with investment and operating aid for new production and storage of
renewable energy. In addition, a new section 2.8, deals with aid to sectors of strategic
importance to the green transition, including the option of providing state aid at levels that
match that granted in third countries.

The Confederation of Swedish Enterprise hereby presents its position on the draft, which
adds to Swedish Enterprise’s previous position papers regarding amendments to state aid
rules, published on January 10, 2023 and January 23 2023.

Summary

e Swedish Enterprise cannot assess the need to implement the changes proposed in
section 2.5, as there is no impact analysis. However, Swedish Enterprise believes
that it is not primarily additional public funding that is needed to accelerate the
expansion of green energy, but faster and better permit processes.

o Swedish Enterprise rejects the proposals in section 2.8. This type of aid, which is
mainly introduced to match aid given in third countries, is not proportionate, it risks
leading to a global state aid race and will further distort competition in the internal
market in an unacceptable way.

Section 2.5: support for the production and storage of renewable
energy

The Commission proposes a humber of changes to this section. These include broadening
the target group so that all renewable energy sources are eligible for aid; that greater
flexibility is introduced in terms of the use of competitive tendering; and making it possible to
grant aid to a greater extent as a fixed percentage of total investment costs.

Swedish Enterprise has nothing against the scope of this section being widened to apply to
all renewable energy sources. However, in the absence of an impact analysis, it is extremely
difficult to assess whether the proposed changes are otherwise reasonable. This is
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particularly true regarding when the use of competitive bidding processes should be made
mandatory, as well as the aid intensities as a proportion of total investment costs that are
being proposed.

Swedish Business can state that the proposals mean that the majority of investment in green
energy will be eligible for large amounts of state aid, regardless of whether it is necessary or
not. Support of up to 45 per cent of investment costs can generally be granted; 65 per cent
can be granted for small businesses. Swedish Enterprise would like to request an analysis of
whether the proposed levels are necessary and proportionate. The risk is obvious that such
large amounts of aid will distort competition. Partly between member states, where investors
in certain member states, (energy companies, industrial companies and other investors), will
be able to gain competitive advantage when almost half their investment costs can be
covered by the state in the member states where this opportunity is used.

Competition also risks being distorted between different types of electrical power if member
states choose to support certain technologies. In addition, no support is available for fossil-
free nuclear power, which is thereby disadvantaged. Offshore wind power is exempted from
the requirement that investment must be completed no later than 36 months after aid is
granted. It is proposed that the crisis framework will apply until 31 December 2025. It could
be possible to grant fossil-free nuclear power a similar exemption. Swedish Enterprise
believes that all fossil-free power will be needed to meet the demands of electrification and
the green transition; moreover, predictable power is needed as a complement to weather-
dependent power to ensure robust electricity supply.

Another objection to expanding the scope of state aid in this area without a prior impact
analysis is that it is first and foremost the permit processes that constitute an obstacle to the
faster expansion of fossil-free electric power. Due to high energy prices, large and increasing
demand for electricity, and the fact that it is often possible to run facilities at low running cost,
considerable willingness exists to invest in establishing new production facilities on market
terms.

The problem is that permit processes are too slow, unpredictable, and lack the necessary
balance between protecting local values and the necessity of establishing new green
electricity production to address climate change. The issue does not seem primarily to be a
lack of capital or that investments are not profitable. A shift away from competitive bidding
and aid based on analysis of financing gaps in projects, and more fixed levels of support as
a percentage of total investment costs, increases the risk that more aid is granted than
necessary.

Overall, there is a risk that state aid will become less proportionate and that the benefits of
aid will diminish. There is also a risk that reliance on additional public funding will not be an
effective way to accelerate the expansion of new fossil-free electric power; rather, other
reforms are necessary.
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Section 2.8: support to sectors that are of strategic importance to
the green transition

The Commission is proposing new possibilities to grant investment aid for new production
facilities that produce batteries, solar panels, wind turbines, heat pumps, electrolysers and
carbon capture and storage (CCUS), as well as critical raw materials necessary for the
production of such equipment.

Eligible products reflect those included in the US Inflation Reduction Act (IRA). As such, the
proposals can therefore be regarded as a way for EU member states to respond to US
subsidies with corresponding subsidies of their own. The proposals also provide an
opportunity, (see paragraph 87), to grant extra large amounts of aid to match aid given in
third countries.

Swedish Enterprise has repeatedly highlighted the importance of carefully reviewing the
effects of the IRA before taking policy steps in response to it.

Swedish Enterprise rejects the proposals made in section 2.8. Aid introduced with the aim of
matching aid given in third countries is such that it would result in a tangible risk of creating a
global subsidies race. Subsidies that is introduced globally may be met by demands for
corresponding subsidies in other countries in an upward spiral of increasing subsidies. Aid
should be granted on the basis of whether it is necessary, proportionate and effective, and
be limited to addressing clear market failures. Aid should therefore not be given based on
the fact that subsidies are given in third countries, but the needs to address market failures.

The proposals also risk further distorting competition in the single market. By setting up
generous aid schemes, financially strong and supportive member states will be able to
attract new investment that would otherwise have gone to other member states. Distortions
of competition on the single market can be particularly problematic given that the largest
amount of trade takes place there, and distortions of competition there therefore generally
risk having particularly serious consequences.

The proposals’ regional policy elements also make them particularly problematic. They
would allow member states with aid areas A and C to grant greater amounts of aid. Under
the proposals, member states with A areas that provide support in the form of tax credits
may provide support of up to 55 per cent of investment costs if support is given to small
businesses - regardless of the actual need for public funding. Many member states are
under severe fiscal pressure but may find themselves forced to exploit these types of
regulatory openings to attract investment in new production facilities, where investors are
able to play member states off one other.

The details of the proposals also include a large number of ambiguities. For example, how
types of production are to be more closely defined and delimited. The production of each
product involves long value chains with a large number of steps, and clarification is required
if, for example, raw materials, inputs, transport and similar aspects are to also be included.
Definitions of this kind, adaptations of production and value chains and control of compliance
by public authorities are also cost drivers and yet another reason why this type of production
aid should be avoided.
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In the long run, this type of regulation undermines efforts to establish a more competitive
economy and increased productivity, as investment is made where it receives the most state
aid rather than where the key factors of production are most favourable.

Even if the regulatory framework is to be temporary, expiring on 31 December 2025 as stated
in the proposals, investment made based on the regulatory framework will be significantly
more permanent, as will the economic effects they cause. The proposals in section 2.8 are
therefore unacceptable on these grounds. Overall, therefore, Swedish Enterprise believes
that the proposals in section 2.8 should not be implemented.

Yours sincerely,

Stefan Sagebro

Director
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