SVENSKT NARINGSLIV

Consultation response to the Platform’s proposals for technical
screening criteria linked to environmental objectives 3-6

In this document, the Confederation of Swedish Enterprise presents overarching comments
on the Platform’s proposals for technical screening criteria for environmental objectives 3-6
(Sustainable use and protection of water and marine resources; Transition to a circular
economy; Prevention and limitation of environmental pollution; and Protection and
restoration of biodiversity and ecosystems).

The Platform’s proposals have been drafted in an extremely short period of time and by a
small, selected group. When these types of important criteria are established — that can have
a considerable impact on where investment is made in the future — it is vital that criteria are
science-based, realistic, relevant, accurate, and clearly lead to the achievement of established
objectives. To ensure that the purpose of the taxonomy is fulfilled, it is also important that
the set objectives and criteria are accepted by various actors — especially business, which is
responsible for reporting, and the financial markets, which will implement the taxonomy. It
is vital that the taxonomy commands a high level of credibility and legitimacy.

The environmental objectives presented in the platform’s proposal are important, and
Swedish Enterprise believes that more needs to be done to reduce emissions, promote
sustainable water use and circular solutions, and safeguard biodiversity. Within the Green
Deal work is ongoing on all these issues in the context of various strategies, policies, and
legislative initiatives. The issues should further, where relevant and appropriate with regards
to the legislative framework of the taxonomy, be properly addressed within the delegated
acts of the taxonomy.

Swedish Enterprise welcomes initiatives that support investment that contribute to
sustainable development, facilitate climate adaption, and improve opportunities for
companies that are in the forefront of sustainability. The EU taxonomy for sustainable
activities is a key part of this.

Swedish Enterprise wishes to contribute to the process of the development of the delegated
act for the environmental objectives and corresponding criteria by submitting this response
to the consultation.

The process for developing criteria has not worked satisfactorily

During the development of criteria for the first two environmental objectives, (climate
change mitigation and climate change adaptation), several sectors found the process
problematic, as it was closed and lacked transparency. Unfortunately, several sectors
conclude that this has deteriorated further in the development of proposed criteria for the
current four environmental objectives. As development of these and future criteria continues,
it is crucial that the process is improved.
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The idea behind the establishment of a platform consisting of various actors to produce
proposals for science-based criteria linked to environmental objectives 3-6 was sound and
well-thought. Swedish Enterprise can however state that the process of the Platform has not
worked satisfactorily. Unfortunately, business has largely been excluded from the process,
leading to limited possibilities to influence the proposed criteria. It is very unfortunate that
the process has been characterised by a lack of transparency, and that concerned sectors (for
example the mining sector, furniture industry and forest industry) in many cases have not
been given the opportunity to participate in the work of the Platform or have been under-
represented in relation to other actors. Greater involvement of the business community is
essential in the continued development of the criteria.

The choice of criteria can have considerable impact on how investment is allocated in future.
It is therefore vital that impact assessments of established criteria are carried out, to ensure
that they support the achievement of set objectives and do not result in unwanted negative
economic and environmental consequences. Swedish Enterprise calls on the Platform to
analyse the impact of proposed criteria, with regards to the Requirements for technical
screening criteria set out in Article 19 of the Taxonomy Regulation 2020/85, in dialogue
with relevant sectors, before submitting the proposal to the Commission or that the
Commission does this prior to presenting its proposals.

Due to shortcomings in the process of developing the criteria, and the complexity of co-
ordinating them with previous and ongoing Taxonomy initiatives, Swedish Enterprise
believes that the timetable for establishing and implementing these criteria should be
postponed and that further consultations should be carried out before the Commission
presents its proposals for technical screening criteria for environmental objectives 3-6.

Use of taxonomy and spread to other regulatory frameworks

The taxonomy is so far incomplete and its significance for the green transition and for the
economy is still unproven. Nevertheless, there are plans to consider the definitions of
sustainability used in the taxonomy in EU state aid rules, as well as to link the EU taxonomy
to the EU Recovery Fund. The taxonomy has also been referred to in several national
initiatives. Swedish Enterprise opposes the integration of the technical screening criteria into
other current or future regulations, as this would give the taxonomy a disproportionately
large influence over what is considered sustainable or not. This is further well beyond the
initially stated area of use.

Comments on presented environmental objectives

Overarching comments on the objectives

Swedish Enterprise would like to emphasise the importance of unambiguous and realistic
wordings of the objectives, in order to create incentives for fulfilment. As the objectives and
criteria for the taxonomy are being developed, it is essential that continuous economic
development and the ongoing and forthcoming transition of sectors are considered and
supported. Swedish Enterprise wants to emphasise the importance of the objectives set
within the taxonomy, which will be concluded through delegated acts, as a principle should
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be based on previously adopted objectives that have been settled in an open and transparent
legislative process. It is also important that the objectives are formulated in such a way that
they are achievable. The Confederation of Swedish Enterprise therefore urges the
Commission to discuss the formulations of the objectives with the wider business
community before presenting its proposal. The link between the proposed criteria and how
they will lead to achievement of prosed objectives is currently unclear in many aspects.

Below, Swedish Enterprise would like to raise the following comments about proposed
environmental objectives.

Environmental objective 3: Sustainable use and protection of water and marine
resources

Obijective 3 for water is based on the EU Water Framework Directive (WFD) that states that
all water bodies in Europe should achieve “good” status by 2027. Swedish Enterprise
understands the relevance of having parallels between the objective for water and the WFD
but would like to highlight that it will be impossible to achieve the set ambition in the WFD
within the specified time limit. More than 50 per cent of all water bodies in Sweden, (and
even more elsewhere in Europe), do not currently meet the requirements for good status and
six years is insufficient time to achieve this. One reason why so few water bodies achieve
good status is the so-called one-out-all-out principle contained in the WFD, which means
that the water status of a body of water is determined by the parameter with the worst
outcome, (i.e., if a single parameter does not meets the requirements for good status, a water
body does not achieve good status.). In addition, the European Court of Justice’s Weserdom
ruling from 2015 means that the ban on deterioration of water status, (the non-deterioration
principle), is now interpreted as a ban on deteriorating a single parameter. Overall, the set
ambition in WFD for all water bodies to meet good status by 2027 will be unrealistic, as
Swedish Enterprise stated in the EU’s Fitness Check of the water directive previously. An
operator is rarely alone in affecting nearby waters. A water body may not reach good status
regardless of the actions taken by a particular activity. Having this as an objective in the
taxonomy is therefore problematic.

Environmental objective 4: Transition to a circular economy

Obijective 4 do not have basis in previously set quantified objectives for a circular economy,
decided by ordinary legislative procedures, since the EU has not yet adopted any. The Plat-
form has instead based Environmental objective 4 on a mix of ambitions from different
strategies and targets. The fact that the objective is based on several sources, affects the
ability to measure progress towards the objective in a credible way. For example, the Plat-
form proposes to measure material footprints using the RME method, a method which is not
yet used for official statistics in e.g., Sweden. If the measurements gained by the RME-
method are evaluated at national level, the RME method may also affect the competitive
neutrality of the EU internal market. The method's calculations are based on the unit
tonne/capita, which risks favouring countries with fewer natural resources and higher
populations, and in turn disadvantaging countries like Sweden, which is rich in natural
resources but has a sparse population density. Before the methodology is used to quantify
material footprints in the environment-tal objective for circular economy, it is important that
the methodology is officially used in the EU countries, and that it is designed to
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accommodate the different prerequisites of the member states. Swedish Enterprise would
further like to comment on the qualitative target on how economic growth by 2030 should be
"decoupled from extraction of non-renewable resources". It is unclear how the wording
should be interpreted as it risks contradicting other objectives of the taxonomy. The resource
requirements, both of renewable and non-renewable resources, will increase if the EU is to
meet its high climate ambitions.

Swedish Enterprise encourages the commission to prioritise the development of quantifiable
targets for circular economy through ordinary legislative procedures. Until such a goal has
been achieved, the objective within the taxonomy should be based on the ambitions adopted
in, for example, the European Green Deal, the Circular Economy Action Plan, and the 7th
Environment Action Programme. The design of the environmental objective for circular
economy should also be developed in close dialogue with the business community.

Environmental objective 5: Pollution prevention and control

Obijective 5 relating to pollutants is contradictory because it fails to clarify whether pollu-
tants of air, soil, water etc. should be eliminated entirely or reduced as much as possible. To
completely eliminate pollution by 2030 is unrealistic and in fact goes beyond the ambitions
of the European Commission’s Zero Pollution Action Plan. With the current formulation of
the objective, no production facilities will be able to meet the “substantial contribution” (SC)
for this environmental objective, which risks undermining the credibility of the taxonomy
and take focus from its original, well-founded purpose. The objective should rather be
formulated in more realistic way based on potential technical developments. The formulation
of the objective also includes text about Substances of Concern (SoC). As the definition of
SoC is not fully clarified, it is important that the business sectors are involved in discussions
relating to which substances are included. The definition of SoC must further be aligned with
the EU’s Chemicals Strategy.

Environmental objective 6: The protection and restoration of biodiversity and
ecosystems

Obijective 6 is based, inter alia, on the European Commission’s Biodiversity Strategy.
Swedish Enterprise understands the relevance of referring to the strategy. However, it is
unlikely that the ambitions contained in Biodiversity Strategy will be achieved as early as
2030, which means that it is not possible to achieve the proposed objective in the taxonomy.
Furthermore, the objectives of the Biodiversity strategy are not clear (measurable) in their
formulation, which makes it difficult to verify achievement. The wording of the target for
environmental objective 6 does not make any links to other existing and upcoming EU
initiatives such as Farm to Fork — an initiative which should also be taken into account in the
criteria linked to the objective. Nor does the objective provide links to other important
aspects, such as the need to take cost-benefit analyses into account when defining related
criteria in order to avoid that the objective and correspondent criteria only lead to invest-
ments being directed towards small-scale activities with lower production capacity.
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Comments regarding the criteria

Swedish Enterprise would like to stress that the Platform’s current proposal do include
appropriate and reasonable criteria. However, there are also criteria that are not correctly
defined or that fail to meet the technical requirements of the Taxonomy Regulation. We
comment on these points below.

It is crucial that the taxonomy objectives and criteria is policy consistent with current
legislation and different initiatives within the Green Deal. There are unfortunately several
criteria that don’t have this consistency.

To avoid sub-optimisations, lifecycle perspectives consistently and methodically need to be
included in the criteria, as stated in Article 19 of the Taxonomy Regulation. There is
currently no information about whether and if so, how the lifecycle perspectives have been
considered in setting the criteria. Greater focus is needed on the value chain in setting
criteria, i.e., that criteria are aligned between constituent sectors.

In the suggested criteria the role of digitalisation as an enabler has not been taken into
account sufficiently. The Confederation of Swedish Enterprise notes in the Platform's report,
section 3.3, that work on identifying enablers and developing criteria for these will take
place in the future. In this work, digitalisation as an enabler needs to be considered as it has
great potential to promote sustainable development in many areas. This should be taken into
account in the further work with the criteria.

Swedish Enterprise has the following overarching comments on the criteria setting and sets
out its comments in a selection of criteria:

e Criteria must be scientifically based and relevant for EU conditions.
For the proposed criteria in e.g., the forestry activity, there are several examples of
lack of scientific evidence in its design. The platform refers to a generic global paper
on degradation of native forests - with no bearing on forestry in the EU. It is further
combined with an unreferenced statement that logging is damaging, followed by a
narrow study at one site in Finland (Pohjanmies) and a paper that covers biodiversity
resilience in the tropics. In some other cases references are related to cattle or
agricultural land, with no correspondence or relevance to forest land. Swedish
Enterprise wants to emphasise the importance of using scientifically based and
proved sources, as well as references that refers to the habitats and local conditions
of the EU.

e Criteria must be realistic to achieve and possible to report on.
In the Do No Significant Harm (DNSH) criteria for Pollution Prevention and
Control, there are for the Construction sector a reference to Appendix C of Annex 1
to the previous delegated act, regarding the restriction of substances in buildings.
Criterion (g) in the Annex states that the sector may not use substances that meet
Substances of Very High Concern (SVHC) criteria in articles. However, the
information obligation under REACH for articles does not cover all substances that
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meet the SVHC criteria, but only those that are listed on the so-called candidate list.
In principle, it is therefore impossible for the activity being verified according to the
DNSH criteria in the Taxonomy to clearly demonstrate that the criteria have been
met. To ensure equal treatment between market participants, requirements should be
linked to substances for which there is an obligation to provide information. In
addition, it should be clarified which concentration levels are to be applied for
limiting the use of certain substances.

Criteria must be aligned with other current or planned legislation.

There are many legislative initiatives included in, e.g., the Chemicals Strategy and
the Circular Economy Action Plan, with which criteria in the taxonomy must be
aligned. It becomes problematic when the criteria in the taxonomy use concepts and
definitions that have not yet been established in other legislation or are defined
differently to those stated in other EU initiatives. For example, criteria include the
term Substances of Concern, and the term is defined in a slightly different way to
how it is described in the Chemicals Strategy. The term essential use is used in
Appendix C of the Taxonomy Regulation, which the Platform refers to in proposed
criteria, and is a term that will be defined within the framework of the upcoming
Chemicals Strategy When using concepts in the criteria, reference should be made to
relevant regulations where the concept exists, or where a definition is being
developed. The requirements for verification of criteria linked to concepts in other
legislation need to be aligned so that the legislation is established before reporting
requirements under the criterion are set.

Criteria should not counteract fulfilment of other objectives.

Established criteria must be carefully balanced, so that the fulfilment of one
objective does not counter-act the fulfilment of another. For example, criteria linked
to objective in the circular economy that may counteract overall objectives regarding
greenhouse gases. For the furniture sector, there are criteria for SC to the circular
economy objective requiring furniture to contain at least 70 per cent of their weight
in recycled material. The criteria fail to differentiate between different types of
materials and their characteristics. Therefore, the criteria risk resulting in sub-
optimisation for, for example, heavier materials such as steel. For steel, there is a
shortage of scrap and the focus from a holistic perspective needs to be on fossil-free
primary production of steel to meet the EU:s ambitious climate goals. Another
example is in shipping, in the criteria for SC to pollution prevention and control,
where an average speed for vessels has been set at 10-12 knots. This could
counteract the introduction of more energy-efficient vessels that use more climate-
smart fuels or use sails. A speed limit further leads to a need to increase transport
capacity with more ships, which from a holistic perspective is not better for the
environment.

Criteria must be relevant for achieving the objectives.

To ensure that taxonomy objectives are met, criteria must be relevant. For the
objective of transitioning to a circular economy, it is important that set criteria
genuinely provide incentives for designing products based on circular principles. For
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example, for the furniture sector, there are several criteria within the objective of
circular economy which are based on more conventional requirements for the
environment, and which cannot be directly attributed to circular design or
complicate circular flows, such as emissions of formaldehyde or VOC from
furniture. These criteria are more relevant to achieve other environmental objectives.

Criteria counteract opportunities for sustainable economic activity.

In both agriculture and forestry, the technical screening criteria for SC to the
biodiversity objective assume that reduced human activity by default results in
increased sustainability — an assumption that is both misleading and contradictory in
a regulatory framework for human economic activity. Sustainable land use and land
management should be evaluated using cost-benefit analysis so as not to risk
directing investments exclusively to small-scale businesses, with more modest
production capacity. Swedish Enterprise wants to emphasize the importance of
large-scale production also having the opportunity to achieve SC to the biodiversity
criteria in the taxonomy.

The criteria must be achievable even for existing operations to enable
transition. It is reasonable to set higher standards for installations to meet the
Substantial contribution requirements. However, as in criterion D1, for the Manufac-
ture of chemicals, achieving below the mean within the BAT-AEL range on all
parameters is not reasonable as the ranges are needed to allow for adaptation to local
or technical aspects. For example, it may be needed to be at the upper end of the
range for one parameter to allow minimising emissions of another. It is also not
reasonable that older installations that continue to develop should meet all the
parameters for new installations. To facilitate the desired transition, the levels should
be allowed to differ for existing and new installations, similar to the way the plat-
form proposal differentiates requirements for buildings to be renovated and for new
construction.

Criteria must be flexible and readily adaptable to local conditions.

For criteria to be relevant, it should be possible to adapt them to local conditions,
(geographical, geological, climatic, and meteorological variations), and they should
be based on a set outcome rather than specific measures. An example of inflexible
criteria setting is found in forestry, for SC for the biodiversity objective, for which
criteria state a requirement for a specific width of at least 30 metres for buffer zones
around watercourses and water bodies, (when it is known that the width of buffer
zones need to be adapted to specific conditions at different sites). Another example
of inflexible criteria for the biodiversity objective can be found in construction.
Through the established DNSH criteria for biodiversity, implying restrictions about
land use green investments risk being directed only to buildings on land that is
already in use, which overlooks important socio-economic aspects for community
building (risk of urban density) and does not allow for adaptation of criteria
according to local access to, for example, forest land.
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e Criteria must be set in such a way as to enable the verification of outcomes.
It must be possible for responsible actors to monitor and report on criteria. An
example of a criteria where this is not possible is for shipping, which for SC to the
biodiversity objective, is not allowed to ship products linked to, for example,
deforestation, i.e., no products based on wood that are associated with deforestation.
It is not possible for shipping lines to verify future cargos, or for that matter, carriers,
and thereby whether a cargo is linked to deforestation. This requirement should
instead be placed on purchasers of goods that are able to set material and product
requirements.

e Criteria must be clearly formulated.
It is important that criteria are relevant and unambiguous to avoid doubt over their
meaning. The Platform’s proposals include, for example for SC to the biodiversity
objective in agriculture, several undefined and unclear concepts, (e.g.,” appropriate”,
“competent”, “exceptional circumstances”,.), which risk leading to ambiguity. In
addition to unclear formulations for SC, there is also an ambiguity about absolute
target levels for SC to the biodiversity objective in the sector. Since there is no
accepted practical definition of what sufficient biodiversity is in different eco-
systems, relative target levels are used in the proposal (for example, improvement or
deterioration). These formulations risk putting those who are already at the forefront
of environmental transition at a disadvantage, as their room for improvement is
smaller. It would also be a disincentive to perform well now, as a lower level at the
start of the measurements means that there is greater potential for improvement, thus
it is easier to be classified as sustainable.

¢ Criteria must be based on accepted industry definitions and concepts.
It is problematic that the Platform’s proposals include criteria containing new
definitions and concepts that are not widely accepted in the sectors that they pertain
to, (e.g., definitions of types of forest). The conceptual problem also becomes clear
in the setting of criteria for data-driven solutions. The Platform’s proposals for SC
and DNSH use terms such as “equipment” and “machinery”, which excludes a large
number of ICT solutions, (for example software and monitoring systems), that are
necessary for data-driven solutions. The narrow delimitation of activity, with a focus
on products rather than systems, will make it difficult to achieve DNSH criteria for
limiting climate change. The criteria set out requirements for performing lifecycle
analyses, which is more complicated to do on a system than a product. Such a set of
criteria should be carefully impact assessed before it is implemented.

Swedish Enterprise believes that had business been given a greater opportunity to participate
in the setting of criteria, the issues highlighted above could have been avoided.

Stockholm, 24th of September 2021
Environmental Policy Director

Jenny Svard

e-mail: Jenny.svard@svensktnaringsliv.se



