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Methodological note

According to the methodology adopted for the developoment of ECCO's research work, the the
following report was built taking into account the active involvement of multiple actors during its
design, discussion and definition. The various chapters could be enriched thanks to exchanges with
relevant stakeholders and experts from institutions, research, businesses, and non-governmental
associations to take stock of the different visions, keeping in mind the organization's mission, which
is to seek transformative solutions for the climate in the public interest. The analyses and results of
this work represent a starting point for further in-depth studies and exchanges, as well as for
monitoring progress of climate policies in Italy.



1 KEY FINDINGS

The National Energy and Climate Plan (NECP) translates the commitments of the European Union
towards the Paris Agreement into national policies and objectives. The current revision must review
the commitments based on a target of reducing greenhouse gases (GHG at the EU level) by -55% by
2030 compared to 1990, as outlined by the 'Fit for 55' package.

O D3 O

. a 20 1=
ETS Reduction Target (compared to
2005) % -47 -62
Effort Sharing Reduction Target
(compared to 2005) % -17 -437
Target for Increased Absorption
(LULUCF) MtCO2eq |-27,5 -35,8
RES Share in Gross Final Energy
Consumption % 19 38,4%-39%

RES Share in Gross Final Energy
Consumption in Transport % 8 29%
RES Share in Gross Final
Consumption for Heating and

Cooling % 20 29,6%-39,1%
Share of Hydrogen from RES on the

Total Used in Industry % 0 42%
Primary Energy Consumption Mtep 145 115 (+2.5%)
Final Energy Consumption Mtep 13 94,4 (+2,5%)
Annual Savings in Final Energy

Consumption Mtep 1,4 73,4

Table 1- Targets of the Fit for 55 Package for Italy NECP 2023)

In the absence of a national governance for climate and energy, the NECP (National Energy and
Climate Plan) represents a key tool in defining the framework for implementing climate and energy
policies for Italy. Its policies affect the lives of all citizens, and its time horizon - ten years — is much
broader than that of economic and financial planning, as well as that of government cycles.

For this reason, the Plan must be structurally suited to its function, with a solid governance
framework that makes it adaptable over time in relation to its objectives.

The NECP (National Energy and Climate Plan) proposal sent last July to Brussels declares the
intention to have a realistic approach, away from the excessive optimism of the 2019 Plan.

With this work, we have attempted to define how the NECP (National Energy and Climate Plan) can
become a realistic plan, meaning a plan whose declared objectives become concrete and achievable
within the expected timeframe.

A realistic plan implies the ability to accompany the framework of policies and measures for
achieving the objectives with a strategy for their implementation.
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https://commission.europa.eu/system/files/2023-07/ITALY%20-%20DRAFT%20UPDATED%20NECP%202021%202030%20%281%29.pdf

Policies and measures must be complemented by enabling elements, which we have referred to in
our work as the cross-cutting dimensions of the plan: Governance, finance, and the social dimension.
They must be accompanied by the quantification of the foreseen public expenditure and the
presence of mechanisms for assessing the effectiveness of the incentives; by a financial strategy to
bridge the gap in the necessary investments both through the proposal of tariff and fiscal
instruments for their sustainability over time and through the activation of private investment
leverage thanks to a commitment to build a legislative and regulatory environment consistent with
and favourable to the objectives.

This study starts from the development of a bottom-up emissions scenario 2021-2030, based on
policies and their expected effect, in order to highlight risks and opportunities. The scenario, called
ECCO-FF55, was developed for the four main macro-sectors of energy generation and use: power,
buildings, industry, and transports, which are responsible for 76% of national emissions.

During the period 2021-2030, the ECCO-FF55 scenario foresees an overall reduction of -54.5% in GHG
(Greenhouse Gases) emissions compared to 2005, reaching a value of 270 MtCO2eq by 2030,
compared to the 312 MtCO2eq of the NECP(National Energy and Climate Plan) 20232, thus meeting
the reduction targets set by the Fit for 55 package, with particular reference to the national reduction
target established by the Effort Sharing.
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Figure 1- Emission scenario ECCO-FF55 for 2021-2030, excluding LULUCF, and comparison with the NECP scenario
- Source: ECCO analysis [MtCO2eq]

" Reference year for EU climate and energy policies. This percentage translates to 48% when compared to the
emission levels 0of 1990, the baseline for communicating the EU's commitment to the Paris Agreement. This
represents ltaly's contribution to the overall contribution of the Union, which amounts to - 55% compared to the
1990 level

2 Table 84 of the National Energy and Climate Plan (NECP)



According to the results of the ECCO-FF55 scenario:

e Power sector - In the ECCO-FF55 scenario, the power sector reduces its emissions by 52%
compared to 2021. The ECCO-FF55 scenario foresees a contribution of renewables to the gross
internal consumption of 72%, compared to 65% in the 2023 NECP, and a parallel development
of energy storage systems, networks, and flexibility resources for about 4 billion euros of
investments. The scenario takes into account Italy’'s committment at the G7 for a fully or
predominantly decarbonized power sector by 20353, and is based on the evidence that the
decarbonisation of all the sectors of the economy is enabled by that of the power sector. In
the scenario, the increasing penetration of renewables begins to make green hydrogen
available for the hard-to-abate industry around 2030, enabling the possibility of decarbonising
the industrial sector. It is projected that 8 TWh of green hydrogen will be produced by 2030 to
replace the current industrial demand for hydrogen produced with fossil fuels. In addition to
implementing all necessary measures for permitting and market to encourage the uptake of
renewables in the power sector, the measure considered as the most significant is the
implementation of a monitoring mechanism for the development of renewables with the
possibility of dynamic and timely adjustments of measures in case of delays. This is to monitor
not only the installed capacities, and the progress in permitting procedures, but also the
effectiveness of the market and policies in delivering enabling infrastructures: transmission
and distribution networks, storage systems, electrolyzers, demand flexibility.

e Manufacturing industry - The sector reduces its energy related direct emissions by 37%
compared to 2021 (compared to -24% of 2023 NECP). The main driver considered for this sector
is the exploitation of the potential for electrification of medium and low temperature heat
(<150°C), which allows for a reduction of 83MtCO2 by 2030. The electrification of low
temperature heat in the industrial sector is not explicitly mentioned as a measure in the
current version of the NECP. Additionally, the use of biomethane in energy-intensive sectors,
the use of the potential of green hydrogen generated from the decarbonisation of the power
sector to replace the current demand for hydrogen produced from fossils, and the initiation
of the decarbonisation process of the ex-ILVA in Taranto* through replacing coal with natural
gas in the DRI process with a blend of 10% hydrogen by 2030, contribute to the goal. In light
of the structural complexities of decarbonisation of the manufacturing sector and its strategic
relevance, it is considered essential that the NECP provides a comprehensive contribution,
in which this sector has a dedicated space to coherently group policies both in terms of
decarbonisation and impacts on the socioeconomic context of the country. In particular, there
emerges the need for a strategy for low-temperature heat electrification in industrial uses,
also through the enhancement and revision of current incentive tools, a focus on
decarbonisation, and a correction of the levels of taxation and parafiscal charges on electricity
consumption compared to natural gas. Policies for the decarbonisation of industry should act

3 Communiqué 2023 https://www.whitehouse.gov/briefing-room/statements-releases/2023/05/20/g7-hiroshima-
leaders-
communique/#:~text=We%20reaffirm%20o0ur%20commitment%20to,temperature%20rise%20within%20reach%20a
nd, which refers to the communiqué of the previous year
https://www.bmuv.de/fileadmin/Daten_BMU/Download_PDF/Europa___International/g7_climate_energy_environm
ent_ministers_communique_bf.pdf

4To maintain consistency and enable comparisons in line with the emission scenarios of the NECP, emissions from
the ex-ILVA in Taranto are accounted for in two sectors. A portion is counted in the energy industries sector, relating
to the production of coke, and another portion in the industrial sector, pertaining to blast furnace steel production
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https://www.bmuv.de/fileadmin/Daten_BMU/Download_PDF/Europa___International/g7_climate_energy_environm%20ent_ministers_communique_bf.pdf

in an integrated manner, including policies to encourage the demand for products with lower
CO2 emissions (GPP, labelling) also in view of a strategy for competitiveness in the
international markets of the national industry.

e Transport-The sector reduces its emissions by 37% compared to 2021, achieving an additional
reduction of 12.8 MtCO2eq compared to the NECP targets. The proposed measures primarily
focus on reducing the demand for private transportation through the implementation of
policies outlined in the NRRP (National Recovery and Resilience Plan) and the comprehensive
planning tools for sustainable mobility, which account for a reduction of 14.5 MtCO2eq (37% of
the total). The increase in the number of electric BEV (Battery Electric Vehicles) in the
circulating vehicle fleet — 3.5 million cars, a number lower than the 4.3 million projected in the
NECP - contributes to a further reduction of 5.8 MtCO2eq (15% of the total). Additional
reductions are attributed to the expected projected increase in efficiency of traditional
vehicles, an initial penetration of electric vehicles in road freight transport, and the
implementation of NRRP investments for the electrification of national port docks (cold
ironing), as well as partial replacement of the ferry fleet for transporting people and goods to
and from the islands®. The reduction contribution associated with the use of biofuels has been
calculated based on the total consumption assumed by the NECP. For this sector, a key
enabler appears to be the need for very effective governance of the Plan in coordination with
local government levels to implement measures, ensuring that transport demand is fully
met, allowing for a reduction in private transport demand and its gradual conversion towards
electric mobility.

e Building sector® - The contribution of the building sector to the overall reduction is around
16%, amounting to a total of 36.2 MtCO2eq, compared to the 48 MtCO2eq projected in the
NECP. In this case, the main drivers of reduction are a greater electrification of end uses due
to a faster replacement of traditional heating systems with exclusively electric heat pumps
and an increasing rate of renovations—from the current value of 0.37% to 4% by 2030. The key
measure underlying this scenario involves targeted incentives for renovations and the
replacement of heating systems, such as a proposed reform of the current eco and super
bonus mechanisms for energy efficiency, which should be more aligned with decarbonisation
objectives and strengthened with long-term financing mechanisms to make this measure
structural. Such a measure should be accompanied by a necessary rebalancing of gas-
electricity tariff systems.

As per the working methodology of ECCO, during its development, this study was enriched by
contributions collected from various stakeholders involved in sectoral working groups, also
addressing the cross-cutting dimensions of the Plan (governance, finance, social issues, industry,
power sector, buildings, trasports).

5This latter contribution, initially considered under the Effort Sharing Regulation (ESR), will need to be quantified
within the EU Emissions Trading System (ETS) following the sector's inclusion in the EU ETS. This change is in
accordance with the latest revision of the EU ETS Directive
6]t is noted that no specific measures have need considered regarding ‘energy’ emissions in the agricultural sector,
which, according to the inventory classification, are 'combined' with the building sector, although the potential for
reduction is quite significant (the sector emits about 7MtCO2eq). While respecting the objectives of the RED
directive, it could be assumed to allocate at least part of the biofuel potential for heating and powering agricultural
machinery, shifting the current Environmentally Harmful Subsidies towards the promotion of alternative fuels .
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It is within this context that the importance of the Plan’s governance emerged more clearly, that is,
the need for the Plan to have a different implementation strength compared to the current version.
It is important that the NECP is positioned within the legal framework at the highest decision-
making levels, such as being adopted as a resolution by the Interministerial Committee for
Economic Planning and Sustainable Development (CIPESS) following Parliamentary examination.

At the same time, the governance of the Plan should ensure the possibility of continuous monitoring
and evaluation, with the ability to dynamically modify measures, and the factual involvement of all
actors variously involved in the implementation of the Plan in the definition phases, with the
institutionalization of procedures for multi-level dialogue.




2 EXECUTIVE SUMMARY

Introduction -what is the NECP and why is it important?

The 195 countries that joined the Paris Agreement in 2015 have committed to reducing their
emissions and striving to limit the temperature increase to 1.5°C above pre-industrial levels.

However, the synthesis report by the co-facilitators on the technical dialogue of the first Global
Stocktake reveals that the combined contributions of the Parties to the Agreement show gaps in
both ambition and effective implementation for achieving temperature containment.

In Europe, the contribution to meeting the Agreement's objectives is determined at the Union level.
The so-called 'decarbonization' process involves a stepwise approach to achieving net-zero emissions
by 20507, with the first milestone being a 55% net emission reduction by 2030, compared to 1990
levels. Discussions are ongoing to define the 2040 reduction target, likely aligning with European
Scientific Advisory Board on Climate Change recommmendations for 90-95% reductions by 2040. This
path is marked and, in Europe, it's established by law?®.

The common EU objective is translated into national plans through the National Integrated Energy
and Climate Plans (NECP). Although conceived with a ten-year time horizon, the current plans,
dating back only to 2019, need to be revised to take into account the "Fit for 55" package, as well as
economic and social changes resulting from the pandemic and the energy price crisis.

The Plan is not just a list of policies for energy and climate objectives for 2030, but the first step in
the transformation of our economy towards 2050, with significant repercussions on the economic
and productive fabric and on the lives of all citizens.

The Plan also represents one of the few policy programming tools with immediate and pervasive
effects on the lives of citizens, with a ten-year horizon, much broader than that of economic and
financial planning, as well as government cycles. This characteristic necessitates the Plan to be
structurally adequate for its function, with a solid governance structure that allows it to adapt over
time in relation to its objectives.

The 2019 NECP

Despite the fact that the PNIEC2019 is in force and that at least part of its policies have been financed
and implemented (e.g. policies to promote energy efficiency of buildings), Italy already does not
comply with the national reduction target for the sectors Effort Sharing of 2021 and for more than
10MtCO2eq (Table 2).

The non-compliance with the targets has relevant implications. It determines the application of
'penalty’ mechanisms, as well as infringement procedures, whereby ltaly would have to compensate

7 Countries that have legally committed to net-zero emissions by 2050, besides the EU, include Canada, Chile,
Colombia, Fiji, Japan, South Korea, New Zealand, USA, and Australia. Some countries have set shorter-term
commitments, like the Maldives, Guatemala, and Iran targeting 2030. https://zerotracker.net/

8n the EU, the commitment to net-zero emissions by 2050 is formalized through the EU Climate Law, Regulation
(EU) 2021/1119. https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CEL EX:32021R1119
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for the excess emissions, which have a monetary value, increased by a factor established by the law?
(equal to 8% of the excess, ed.), with a potential effect on public finances.

1990 2005 2021 2025 2030

MtCO2eq
Greenhouse gas emissions (excluding LULUCF), of which: 523 594 418 389 359
ETS Sectors 248 132 124 110
Effort Sharing (ESR) Industries 344 284 263 246
Effort Sharing Objectives (*) 273 241 194
Distance to ESR targets 109 22 52

Table 2 - Historical greenhouse gas emissions and projections under the current policy baseline for the ETS and
non-ETS sectors. Source: ISPRA, PNIEC

The existing plan declared the targets achievable, but that was not sufficient for Italy to meet them
from the first year. Therefore, the existing Plan lacks the implementation force to effectively steer
policies, including public spending, in a coherent and targeted design with respect to climate
objectives.

Where we are today - the proposal of the NECP 2023

Among the first countries in the Union, ltaly submitted its proposal for the update of NECP 2023 last
July, but still it shows elements that undermine its potential effectiveness and ambition.

The NECP 2023 proposal declares its intention to abandon the ‘unrealistic’ approach of the previous
version, which postulated the achievability of the targets without periodic assessments of the effects
of policies. There emerges the will to start a path of improvement that leads to raising the level of
ambition of the Plan until the final submission foreseen for June 2024.

Both the 2019 Plan and the latest 2023 proposal identify a very high number of policies and measures
for achieving the targets, with brief descriptions and referring to subsequent implementing
measures. The Plan, then, emphasizes 'what' to do.

As the goals become more challenging, however, the Plan should outline the strategy for
implementing policies and provide a meaningful framework for 'how' doing it. As highlighted in the
synthesis report by the co-facilitators on the technical dialogue of the first Global Stocktake , the
ambition and the ability to implement the measures are equally important.

From identifying objectives and proposals on paper, moving on to the implementation phase is
equally crucial.

In this perspective, what are often considered as 'ancillary' dimensions of climate and energy policies
become central. How to involve territories and governing bodies or all the stakeholders that should

9 Article 9 of the Effort Sharing Regulation 'an addition to the Member State's greenhouse gas emission figure of the
following year equal to the amount in tonnes of CO2 equivalent of the excess greenhouse gas emissions, multiplied
by a factor of 1,08
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be? How to finance the transition? How to evaluate and manage the socioeconomic impacts of the
proposed measures to maximize the benefits and minimize the risks of the transition?

The EU Court of Auditors' special report of 2023, del 2023, referring to the Italian Plan'™, indicates that
due to a lack of information at the policy level, it is difficult to assess whether the objectives can
be achieved, and that the number and type policies might not be sufficient to achieve the objectives,
especially after 2022, as the measures for that period still need to be budgeted and approved.

Therefore, alongside the measures, it would always be necessary to explicitly state the elements
required for their realization and subsequent assessment, with an integrated approach. In the
absence of such elements, the Plan will always present an implementation gap that is difficult to

resolve with contingent measures, which, by their nature, are not organic and emergency-based and,
therefore, ineffective.

A possible scheme for the presentation of policies and measures of the NECP could partly follow that

of the reporting model used by the Member States for policies and measures (Figure 3), in such a
way as to adequately track the progress of the Plan.

Measure or Source of Financing Socioeconomic Monitoring Governance of
policy funding instrument impact indicators the measure

Scope and Who does what -
Synoptic [Taxation, public assumption within [For both the main |relevant bodies
description of the % public-% private [debt, incentive?  jwhich the measure |dimension and the [and stakeholders
measure is defined 'enabling' ones and methods of

involvement

()

Figure 2 - Possible scheme of supplementary information for the measures and policies of the NECP
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Figure 3 - Model for the communication of information relating to the policies and measures of the Member States
(Source, ECA 2023)

0 Table in Annex IV of the report
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https://www.eca.europa.eu/ECAPublications/SR-2023-18/SR-2023-18_EN.pdf

An ‘implementation-oriented' approach for the National Energy and Climate Plan 2024

With the aim of contributing to the process of defining the final version of the Plan, due by June 2024,
this work outlines the lines of an alternative approach, with ideas and concrete proposals so that the
final Plan can be more ambitious and effective.

To this end, a simplified bottom-up emission scenario for 2021-2030 was developed, starting from the
policies and their expected effect, in such a way as to highlight their risks and opportunities.

The scenario, called ECCO-FF55, was developed for the four main macro-sectors of energy
production and use, i.e. the power sector, buildings, industry, and transport. This is not a modeling
work, strictly speaking, but a tool developed to focus on the priorities of the policy and measures
framework, the investment needs, and the reform framework necessary to enable the
transformation.

For each sector, the main levers of action to be activated to achieve the objectives were analysed, the
differences compared to the NECP2023 scenario and the list of sectoral policies that are considered
to be priorities™.

The ECCO-FF55 scenario takes into account Italy's commitment at the G7 to a substantially
decarbonised electricity system by 2035,? enhancing the results achieved by the ECCO-Artelys
scenario.

During the period 2021-2030, the ECCO-FF55 scenario leads to a total reduction of -54.5% in GHG
emissions compared to 2005, reaching a value of 270 MtCO2eq by 2030, compared to the 312 MtCOz¢q
of the NECP (see Table 84 of NECP 2023).

The ECCO-FF55 scenario meets Italy's Effort Sharing Regulation reduction targets for 2030, with a
reduction of about 44.1% compared to 2005%, and also implies significant reductions in the ETS
sectors, by about 69% compared to 2005, due to the more accelerated decarbonization of the power
sector (with 72% of final electrical consumption from RES against 65% of the NECP).

For each sector, the considered policies are detailed and developed as far as possible. These are very
targeted policies, given the tight timeframes and very challenging objectives. So called 'enabling
reforms’ are also identified, which can facilitate the adoption of decarbonization solutions, such as a
comprehensive reform of the tariff structure in order to rebalance electricity and gas prices for the
building sector or a reform of taxation for cars.

T For some sectors for which sufficient data were not available for independent modelling, the same as those of the
PNIEC were assumed, such as potential biofuels, process emissions for industry, agriculture or LULUCF
2 Communicated 2023 https://www.whitehouse.gov/briefing-room/statements-releases/2023/05/20/g7-hiroshima-
leaders-
communique/#:~text=We%20reaffirm%20o0ur%20commitment%20to,temperature%20rise%20within%20reach%20a
nd, which recalls the communiqué of the previous year
https.//www.bmuv.de/fileadmin/Daten_BMU/Download_PDF/Europa

International/g7_climate_energy_environment_ministers_ communique_bf.pdf
3 Reference year of EU policies for climate and energy. This percentage translates to 48% when compared to the
emission levels of 1990, the basis for communicating the EU's commitment to the Paris Agreement. This is Italy's
contribution to the overall contribution of the Union, which amounts to -55% compared to the 1990 levels.
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2030

NECP ECCO-FF55
MtCO2eq
From ENERGY USES, of which: 488 232 189
Energy industry 160 51 4]
Industry (including ILVA) 92 4] 34
Transport 128 77 64
Building sector 96 56 43
Of which agriculture’ 9,2 7 7
Other energetic and fugitive uses 12 7 7
From OTHER SOURCES, of which : 106 81 81
Industrial Processes 46 33 33
Agriculture (cultivation and livestock) 35 32 32
Waste 24 16 16
Total (excluding LULUCF) 594 312 270
LULUCF -36 -35 -35
Of which ESR 344 216-223 193
Distance to ESR targets 22-29,1 -1

Table 3 - Historical evolution of GHG emissions by sector (source: ISPRA) and emission scenario for 2021-2030
(source: ECCO elaboration)

Furthermore, consistently with the analyses carried out on the NECP 2019, the so-called cross-cutting
dimensions have been developed, namely finance and the assessment of the socioeconomic
implications of policies, since these should guide the development and evaluation of policies. For
each sector, the investment needs linked to the framework of the proposed policies have been
assessed, and examples are shown - in dedicated boxes — of how a lack of evaluation of the socio-
economic impacts of measures, both regarding consumption and industrial policies, can undermine
their effectiveness (e.g. Boxes on Wind energy, Superbonus and |LVA).

In the text sent to Brussels, the assessments of financing needs and socioeconomic impacts are
aggregated and not yet sufficient to focus the strategy to achieve the challenging goals of the
Plan. For this reason, for some ‘flagship’ measures, a table is shown below in this document, which
alongside the measures, provides for the minimum set of information which would be necessary to
accompany each measure from its design to its implementation.

A complex framework like the one described cannot stand without a solid governance structure that
is both embedded in an implementing regulatory framework and, at the same time, ensures the
possibility of dynamically adjust policies to the targets over time.
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The governance of the Plan

Sectoral
policies

Cross-sectional

dimensions

-Decarbonisation policies
‘RES policies

-EE policies

-Social dimension - socio-economic ‘Market policies

impacts of the transition -Energy security policies
-Research innovation competitiveness

-Financing the transition

Figure 4 - Simplified scheme of the integration of the dimensions of the National Energy and Climate Plan

Following the described approach, the inclusion of a chapter and a dedicated strategy for the
manufacturing sector is key. The industrial sector catalyzes the abovementioned issues, requiring
comprehensive policies to accompany the transition and sectoral assessments of the socio-
economic impacts of industrial transformation, over a long-term horizon, which is the horizon where
the challenge of the competitiveness of the national industry is at stake.

Summary of conclusions and recommendations

The effects of climate change are evident. The recommendations of science on the strategies to be
implemented to mitigate the increase of the global average temperature are known, and in Europe,
they have legal force'. The challenge is increasingly complex, and reductions must be delivered in a
very short timeframe®™. The regulatory tool that translates all this for Italy is the National Integrated
Energy and Climate Plan, and ensuring that this is ambitious and effective must be a priority.

Accompanying the measures of the Plan with strategies for their implementation appears to be a
necessary step to show a concrete path of decarbonization and a vision of the country's development,
in the shorter and longer term perspectives, to seize the opportunities of a NECP that is, actually, to
the advantage of all citizens.

The objectives of the Plan and its coherence will determine the framework for major public and
private investments, in a long-term perspective, and will also affect the consumption choices of
individual citizens. How can we make our homes more efficient? How will we commute or travel?
Which path must our manufacturing industry take to not lose competitiveness and re-orient towards
decarbonized productions, investing in its transformation?

The challenge risks being lost from the start if one is not able to mobilize participation, to ensure
breadth, vision, and transparency in the writing of the Plan's revision.

“ https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CEL EX:32021R1119 Regulation (EU) 2021/1119
S https://www.ipcc.ch/report/aré/syr/
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2.

3.

4.

With this spirit, the analyses of this study were conducted and their conclusions, in view of the
drafting of the final Plan in June 2024, lead to the definition of the following
recommendations:

The governance of the Plan is the essential element for its implementation. The NECP
should be approved through an implementing regulatory instrument, e.g., a deliberation by
the Interministerial Committee for Economic Planning and Sustainable Development
(CIPESS). The coordination and implementation body should be placed at the highest
decision-making levels and establish a close dialogue with the various levels of government,
both central and local. This steering committee should also coordinate with all stakeholders
involved in the implementation of the Plan and assess and adjust the policies and measures
to the objectives over time.

The measures of the NECP should be accompanied by strategies for their
implementation. The NECP should clearly identify the priority sectoral policies, based on an
explicit assessment of the effects achieved so far and the strategic objectives to be pursued.
For each measure, alongside effectiveness in reducing emissions or in the spread of
renewables, the Plan should report the necessary financial requirements and how these are
met, as well as the expected socio-economic impacts, at least in terms of costs and benefits,
and clearly identify the stakeholders and the authorities responsible for implementing the
measures and how these are included in the decision-making process.

The NECP should include a sectoral chapter dedicated to the manufacturing industry. Due
to the strategic relevance of the manufacturing sector in the country's economy and the
technological, economic, and social challenge implied by its transformation, it is considered
fundamental that the NECP explicitly states in a dedicated chapter the decarbonization
strategy for the manufacturing industry, which, as much as possible, deepens specific sectoral
analyses that highlight the risks and opportunities offered by the acceleration towards
innovation of the supply chains imposed by the decarbonization of the economy.
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3 CROSS-CUTTING DIMENSIONS OF THE PLAN

Both the 2019 Plan and the latest 2023 proposal identify a very large number of policies and measures
to achieve the objectives, with brief descriptions and few further details. The Plan therefore places
the emphasis on 'what' to do.

As the climate and energy targets become more challenging and lower-cost, higher-impact
decarbonization solutions are exhausted, the Plan should increasingly serve as a place of synthesis
of various dimensions and provide a strategic framework for ‘how’ to implement policies. Which
policies and what are the elements needed to achieve the transition? From identifying objectives
and proposals on paper, moving on to the implementation phase is anything but trivial. With this in
mind, those that are often dismissed as 'ancillary' dimensions of climate and energy policies become
central. How to effectively involve the territories and all the actors that should be involved
(governance)? How to finance the transition? How to assess and govern the socio-economic impacts
of the proposed measures to maximise the benefits and minimise the risks of the transition (social
dimension)?

The tables of the NECP (National Energy and Climate Plan) should always include explanations of the
elements necessary for their implementation, in addition to listing the measures. Without these
elements, the Plan will inevitably suffer of an implementation gap which cannot be addressed solely
with contingent measures. Such measures, by their nature, are non-organic and emergency-based,
and therefore ineffective.

Integrating cross-cutting dimensions with sectoral policies can enable:

1. to prioritise actions with respect to effectiveness criteria (e.g. effectiveness towards the
objectives of the Plan, effectiveness of public spending, etc.)

2. toclearly identify, alongside the objectives, the strategy to achieve them.

3. to reduce the risk of inconsistency within the overall framework in relation to individual
measures.

These cross-cutting dimensions are described below, i.e. the financing strategy, the assessment and
socio-economic impacts, and the dimension on which all these elements should be based in order
to be effective, meaning the governance of the Plan.

3.1 WHAT GOVERNANCE FOR AN EFFECTIVE PLAN

Italy failed to meet the 2021 reduction target for Effort Sharing sectors by more than TOMtCOzeq,
despite the NECP 2019 being in force and various of its measures financed and implemented.

For instance, in the building sector, incentives for energy efficiency have resulted in only 1% reduction
in emissions, despite significant public investments from the NRRP (National Recovery and
Resilience Plan). Subsidies for utility bills were not based on efficiency or income-related criteria,
while permitting procedures for renewables have seen limited progress, despite numerous
legislative interventions.

There is a clear lack of a coherent regulatory and implementation framework, able to guide
policies towards energy and climate objectives. Other countries around the world have filled this
16
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gap through framework climate laws. In the absence of such a tool, the Italian NECP (National Energy
and Climate Plan) should be able to fill this gap, and its governance framework becomes crucial for
its implementation. This framework should consider:

1. The legal force of the Plan, granting for clarity in terms of implementation and enforcement
of the text.

2. A governance mechanism to design, monitor, evaluate, and promptly adjust ineffective
policies, through an ongoing dialogue with institutions and actors at various levels involved
in the Plan implementation.

The Plan legal form and its inclusion in the economic planning cycle

The NECP (National Energy and Climate Plan) is the European Regulation 2018/1999 implementing
tooland some of its chapters put other EU Regulations into effect (e.g. the Effort Sharing and LULUCF
— Land Use, Land-Use Change and Forestry — Regulations). While the Treaties establish that
regulations have immediate applicability in Member States (Art. 288), this does not automatically
guarantee the effectiveness of the regulatory instrument adopted in national law.

The Plan therefore needs a legal form appropriate to the importance of its measures and
commensurate to the effects of their implementation.

This is also true in light of the recent Constitutional reform, which introduces environmental
protection among the fundamental principles of the Constitution, in the interest of future
denerations' (Art. 9) and binding economic initiative to potential health and environmental damage
(Art. 41).

Therefore, the NECP (National Energy and Climate Plan) should at least be approved by means of a
regulatory tool and grounded into the highest levels of decision-making institutions. One such tool
could be a deliberation of the Interministerial Committee for Economic Planning and Sustainable
Development (CIPESS) following parliamentary examination. A similar procedure was undertaken
with the Emission Reduction National Plans, approved by the then CIPEY (Interministerial
Committee for Economic Planning). The Italian central Government would thus take on the
responsibility for NECP effective approval and implementation.

Moreover, it's essential to better explain role and contribution of climate and energy policies within
the Government’s planning on economic and budgetary policies (i.e. the budget law). Given the
magnitude of investments required by the decarbonization process (over € 100 billion/year) and the
role of public spending as a lever for private investment (see the Plan Investments and Finance
section), the budget should identify tools to make spending more efficient. Currently, there is only
an annual report on the state of emissions® as an annex to the EFD (Economic and Financial
Document). Public spending implications of climate and energy policies should be more explicit on

' Through the Committee for the Evaluation of the Generational Impact of Public Policies (COVIGE), "Guidelines for
assessing the generational impact of public policies", drafted and published in July 2022
https://www.politichegiovanili.gov.it/comunicazione/news/2022/6/linneguidaimpattogen

7 https://www.mase.gov.it/pagina/piano-nazionale-di-riduzione-dei-gas-serra-0

8 aw 39/2011, art. 2, c. 9
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expenditure forecasts and the economic and social impacts of policies. In this sense, it would be
necessary to:

1. Ensure ex-ante assessment of expected impacts of new legislation on climate objectives.

2. Introduce explicit references to public expenditure in relation to climate objectives.

3. Highlight how the proposals in in the Economic and Financial Document can contribute to
achieving climate objectives.

A dynamic, multi-level governance and the participatory plan

In addition to an appropriate legal framework, a participatory and dynamic mechanism is needed
to define, monitor, evaluate and possibly adjust policies and measures.

Public administrations and authorities responsible for implementing the NECP (National Energy and
Climate Plan) should:

a) Constantly promote information and close coordination, both horizontally - between Ministries —
and vertically — between them and local authorities — to achieve shared responsibility on climate
and energy objectives implementation. Coordination mechanisms cannot be separated from
involving territories, civil society and businesses, and implementing the multi-level dialogue for
climate and energy (as required by the European legislation).

b) Encourage continuous action through the definition, implementation, monitoring and
evaluation of policies. This would allow dynamic adjustments for developing effective paths to
achieving climate and energy objectives, in line with the Plan progress evaluation at EU level.

c) Base its decisions on shared and up-to-date scientific criteria and evidence.

Given the breadth of the subjects covered in the NECP (National Energy and Climate Plan) and the
potential repercussions of its policies on public spending as well as on the productive and
entrepreneurial fabric of the country and on citizens lives, responsibility for NECP coordination and
implementation should be placed at the highest decision-making levels of the central
government. The Presidency of the Council of Ministers, or offices directly dependent on it, would
ensure fair representation of all the Ministries and Bodies involved, including agencies, gas and
electricity distribution network operators, Regions and Municipalities. This setting would also ensure
close coordination with the structures entrusted with implementation of the NRRP, also based in
the Prime Minister's Office.

If what is outlined above cannot be achieved, the structure responsible for the Plan coordination and
implementation should provide for at least the presence of a Coordination Unit, hinged, for example,
on the MEES (Ministry of Environment and Energy Security) as the lead administration. The Unit
would be made up of MEES's representatives, together with representatives from public research
institutes that the Ministry relies on for the definition of technical-economic scenarios and
development of the Plan policies and measures(ISPRA, Higher Institute for Environmental Protection
and Research, RSE, ESM Energy Services Manager, ENEA, Italian National Agency for New
Technologies, etc.). The Unit should act in close coordination with at least two other clusters of
representative bodies: one that include the other Ministries and Agencies closely impacted by the
Plan and the other representative of regional and local government levels (Regions and
Autonomous Provinces, Metropolitan Cities, ANCI).
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Climate Coordination Unit

Science

Body MASE
(ISPRA, ESM, ENEA, RSE, academy, ecc.)

Regional and Local

Central Governing Committee Government Committee

Central Administrations
(Ministries and Reference
Agencies)

Metropolitan Cities, ANCI,
Superintendencies

Figure 5 - Possible hypothesis of a coordination structure for the implementation of the Plan — The independent
scientific body contributes to the coordination structure, ensuring timely and constant dialogue between politics
and the most recent scientific evidence on climate and energy.

This structure should be the framework for defining the Plan’'s content and for drafting,
implementing, monitoring and evaluating its policies.

The approach outlined in the current Plan proposal somehow recognises the need to strengthen
both coordination and monitoring activities.

For what concerns coordination between central and local government structures, the Plan does not
propose an organic solution, but, as a good practice, refers exclusively to the so-called Burden
Sharing Decree (Ministerial Decree of 15 March 2012) which sets Regions and Autonomous Provinces
contributions for the purpose of achieving the national renewable energy target by 2020.

This approach is inadequate both with respect to the identification of decision-making levels
competence boundaries, and in light of the breadth and scope of the policies dealt with in the NECP
(National Energy and Climate Plan). These, in addition to achieving renewable energy objectives,
should also look at policies for emission reduction in the civil, transport and agriculture sectors.

As a matter of fact, the current institutional set-up entails significant implementation issues that may
slow down the needed increase of electricity from renewable sources, in line with European
legislation.

Allocation of competences between State and Regions is provided by art.117 of the Constitution,
which triggered abundant production of norms'™®. Competences and norms regarding production,
transport and national distribution of energy are particularly relevant and controversial. Although the
central Government retains exclusive competence in the field of environmental protection (e.g.
Costitutional Court judgment 199/2014), this clash with Regions’ competences in the protection of

9 https://www.cortecostituzionale.it/documenti/convegni_seminari/stu_281.pdf

19



landscape and territory, protection of historical-cultural sites, protection of biodiversity and agri-food
production.

Considering the difficulty and the time required to achieve an organic reorganization of the State-
Regions competences in the field of energy, it is necessary to at least ensure that the dialogue
between central and local governments (Regions, Metropolitan Cities and Municipalities) is
established from the drafting of the Plan, including definition and sharing of objectives and
policies to achieve them. The dialogue should continue during Plan implementation through a
multi-level dialogue able to deliver effectively on its objectives?°. Multi-level participation and
dialogue would ensure that NECP policies and measures would be effective and implementable.
Furthermore, these must be shaped according to the various levels of responsibility that
stakeholders have with regards to Plan drafting and implementation. Stakeholders encompass local
authorities, industrial, productive and civil society associations and individual citizens. Thus, the NECP
could represent multiple visions, becoming recognized and recognizable by those who contributed
to its construction, through ownership of its structure, its contents and its broader objectives.

Decision-making and coordinating bodies should therefore act as a means of establishing an
appropriate multi-level dialogue between stakeholders and the authorities implementing the Plan
(cf. Strateqy for public participation and multi-level dialogue in the NECP). Ideally, each policy of the
Plan should clearly identify the actors to be involved in the definition, monitoring, evaluation
and possible modification phases and how such involvement needs to happen.

In this way, policies could be gradually adapted according to their effectiveness in relation to the
objectives to be achieved, as shown in the following simplified diagram.

Evaluation 3 Evaluation 9
Phases of the Definition Implementation + il Modification Implementation + [l Modification Implementation +
PNIEC process of policies monitoring policies monitoring policies monitoring

2023 2024 2025 2028 2029 2030...

ry

A 4 . . Y

Moments of Progress Progress Progress Progress

verification and J§ report report report report
control CE SM->CE SM->CE Art.17 Art.17

Compliance
Progress Progress Verification
report report Objective
CE->SMs CE->SMs Effort

Sharing

Figure 6 - Diagram of the functioning of the phases of definition, implementation, monitoring, evaluation and
dynamic adjustment of policies, read on the basis of the timing of the moments of evaluation of the Italian Plan by
the Commission (the diagram shows the main moments that derive from the combination of the Effort Sharing
Regulation and the Governance Regulation).

20 Article 11 of Regulation (EU) 2018/1999 https://eur-lex.europa.eu/legal-content/IT/TXT/PDF/?uri=CELEX:02018R1999-
20210729
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A strategy of multi-level participation and dialogue (cf. Strategy for Public Participation and Multi-
Level Dialogue in the NECP) should be embedded in the governance of the Plan itself, becoming
one of its integral and substantial part.

Finally, this organisational structure should base its decisions on the latest scientific evidence. To this
end, an independent Scientific Council should be set up along the lines of the proposal signed by
the political forces on the eve of the elections. Such a body, operating in complete autonomy and
with independence of judgment and evaluation, could provide its opinion to the coordinating body
for the Plan implementation. Its general function could be to assess the design and implementation
of climate policies and guidance with respect to the

coordination and monitoring of their consistency with the objectives, as well as an external
evaluation of the objectives themselves, as is the case in Germany and the United Kingdom (see also
the report A governance for the climate in Italy).

In conclusion, it is necessary to restore a framework of meaning to energy and climate policies in
Italy and to the Plan itself, which is appropriate to the role and breadth of the issue and its
economic, social and environmental implications. The governance of the Plan is an essential
element of this framework. Only the clarity of the regulatory framework and the final objectives,
accompanied by the dynamic monitoring and adjustment of policies in a constant multi-level
dialogue between the institutions and the subjects involved in its implementation in various
capacities, can deliver 2030's objectives and the subsequent ones on the path to climate neutrality
in 2050.

3.2 FINANCE AND INVESTMENTS IN THE PLAN

The NECP estimates the amount of investment needed to achieve the decarbonisation targets at €
830 billion cumulatively, between 2023 and 2030 (i.e. € 119 billion on average per year). This value,
although underestimated compared to the estimate developed by ECCO, confirms the extraordinary
importance of the financial effort necessary for Italy to achieve the decarbonisation objectives
defined at European level. This means that approximately 25% to 30% of the national overall
investments, totaling around € 400 billion/year? should be redirected towards transition. It should
be noted that this this total value fails to adequately consider the socio-economic dimension of the
Plan and its implications (see also Chapter 3.3).

It's clear that this significant economic and financial commitment cannot solely rely on public
resources from the NRRP (National Recovery and Resilience Plan) and REPowerEU?*” Therefore, any

2V |STAT 2022 data, National Accounts

22The Italian government has recently updated and amended the National Recovery and Resilience Plan
(NRRP) to incorporate the new objectives arising frorn REPowerEU: the total funds of the plan are equal to €
194.86bn. The additional chapter, stemming from REPowerEU, has a budget of € 19.2 billion. The resources
for this chapter come from the reallocation of funds from other measures of the plan totaling € 15.9 billion
and additional EU resources. Specifically, out of the approximately €5 billion additional funds from
REPowerEU, €2.7 billion are non-repayable grants, €3 billion come from Cohesion Funds, and €0.15 billion
stem from changes in GDP. Analyzing individual expenditure items reveals an increase in green spending
within the PNRR (primarily Missions 2 and 3), rising from 16% in 2021 to 22% in 2023. It is estimated that 70%
of the new funds will have a highly positive climate impact, while 50% of the defunded projects would have
had marginal mitigation effects. Cf. "A Year of REpowerEU: Effects on the Italian NRRP" ECCO (September
2023)
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strategy for the transitioning of the economy cannot exclude a concrete and independent
financial strategy acting as a lever within an enabling regulatory environment that allows the
achievement of European objectives®.

In addition to the overarching financial strategy, it is crucial to adopt a detailed approach, delving
into specific financial instruments suitable for supporting each individual policy and measure.

This strategy should be integrated in the NECP itself and must be meticulously structured with
a high level of specificity for each identified measure and policy outlined in the Plan. This involves
establishing a well-structured governance, creating a coherent and supportive legislative
framework, clearly defining roles and responsibilities, as well as primary and secondary funding
sources.

Outlined below are the main public and private finance policies that could serve as the foundation
for developing a strategy to facilitate the financing of the transition and the NECP measures.

The Role of Public Finance and National Promotional Banks?*

The public sector plays a pivotal role, mainly through direct investments in enabling infrastructures,
in supporting innovation, as well as through tax and financial incentives that crowd-in private
investments toward the desired direction.

Private finance has traditionally been driven solely by the principles of risk and return, which often
do not naturally incentivize the advancement of decarbonization within the country's system and
the attainment of European climate objectives. Consequently, public finance should step in to bridge
this gap between public objectives and private financial incentives. This can be achieved through
two main instruments: guarantees and tax incentives. Guarantees can reduce risk for private
investors interested in green projects (consequently reducing interest rates), while tax incentives (e.g.
tax credits, tax breaks on returns) can make investments in activities with low environmental impact
more attractive.

To speed up the process of re-directing investments toward the objectives of the NECP, tax
incentives and guarantees must be carefully developed and integrated into well-defined policies for
each financial instrument. These policies should favor the use of green financial instruments,
incentivising private finance to align with the public sector direction, i.e. decarbonisation.

In fact, it is possible to envision the implementation of a tailored tax incentive system linked to
certain instruments already established in our legal framework?, provided that they finance
investments in sectors and/or projects aimed at the energy and ecological transition: for example,
the reduction of withholding tax on Green bonds, Minibonds, Basket bonds, Individual Savings Plans
(PIR), European Long-Term Investment Funds (ELTIF), Sustainability-Linked Bonds, Sustainability-
Linked Loans, Energy Efficiency Mortgages, securitisations, etc.

2 ECCO Policy Brief, "Quale strategia finanziaria per la transizione climatica in Italia?" (21/9/2023),
https://eccoclimate.org/it/quale-strategia-finanziaria-per-la-transizione-climatica-in-italia/

24 See also "ll ruolo delle banche del clima nella strategia del Green Deal europeo” (November 2021),
https://eccoclimate.org/wp-content/uploads/2021/12/ll-ruclo-delle-banche-del-clima_Rapporto.pdf

25 See ECCO, "Mappatura degli strumenti finanziari per la transizione green" (October 2023).
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In this context, the official designation of Climate Banks to Italian NPBs (National Promotional
Banks) and ECAs (Export Credit Agencies) like CDP, SACE, Invitalia, plays a pivotal role in the
financial strategy of the NECP. Through their primary activities (granting guarantees, direct
financing, loans, equity, etc.) and supported, as mentioned, by a coherent regulatory incentive
framework, they would be able to effectively channeling financial resources towards the
achievement of the objectives of the European Union.

The activities of the Italian NPBs must therefore be officially conditioned to the pursuit of the national
and European climate targets:

e Mission-oriented: SACE, CDP and Invitalia should adopt a perspective focused on pursuing
clearly defined long-term climate objectives clearly that align with ltaly's and Europe's
strategic priorities. This approach is essential for effectively addressing climate challenges and
supporting the transition.

e Sustainability Criteria: NPBs should adopt criteria and methods for selecting investments
and projects that are consistent with this climate mission, i.e. consistent with the
decarbonisation strategy of the NECP. These criteria may include instruments of
environmental sustainability, the impact on climate change, and the promotion of low-carbon
technologies and practices. It should be a key element in the evaluation of any proposal or
investment.

¢ Impact assessment: Institutions should focus on the ultimate impacts of their activities. This
entails assessing not only the financial aspects of their exposures but also the environmental
(and social) impacts. The effectiveness of initiatives should be measured not only in terms of
financial returns but also in terms of greenhouse gas emissions reduction, promotion of
renewable energies, industrial efficiency improvements, etc.

Avaluable regulatory perimeter for outlining the prerequisites necessary for Italian NBPs to become
the focal point of the NECP's financial strategy can be drawn from the technical experience gained
during the efforts to combat the economic and financial impacts of the pandemic crisis:

D.L. "Liquidita" no.23/2020 and D.L. "Semplificazioni" n.76/2020 for SACE and MCC public guarantees;
D.L. "Rilancio" no. 24/2020 and D.L. no. 26/2021 for the "Patrimonio Destinato" entrusted to CDP2¢,

Given this conditionality, the formal recognition of the role of Italian NPBs (National Promotional
Banks) and ECAs (Export Credit Agencies) as Climate Banks offers numerous and diverse benefits:

¢ reducing the cost of capital for private investors through guarantees and risk-sharing

e pursue long-term investment strategies through a variety of financial instruments, along
side guarantees (investment platforms, European Long-Term Investment Funds, equity
investments or guarantees on the securitisation of loans to businesses)

¢ enhance the "leverage" effect by implementing a cumulative multiplication process onto
the resources distributed by different European funds, not only direct sources from EU funds
or through EIB, but also indirectly, through the guarantees that each individual State can
grant to NPBs (national cofinancing)

26 See ECCO, "Cassa Depositi e Prestiti: National Promotional Bank del Clima?" (January 2022),
https://eccoclimate.org/wp-content/uploads/2022/01/CDP_20220110.pdf ; ECCO, "SACE: Export Credit Agency of the
Climate?" (January 2022), https://eccoclimate.org/wp-content/uploads/2022/01/SACE20220110.pdf ; ECCO, "Invitalia-
MCC: Regional Development Financial Institutions of Climate?" (January 2022), https://eccoclimate.org/wp-content
/uploads/2022/01/SACE_20220110.pdf
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¢ ensure that funding is tied to the pursuit of specific objectives and monitor the progress of
the financed projects

e focus investments towards initiatives that the market would typically overlook (such as
financing of SMEs (Small and Medium Enterprises), thereby stimulating positive emulation by
private capital

e provide assistance to beneficiaries during both the preliminary phases of the projects and
subsequent implementation stages.

Directing private financial resources

The European Commission has already developed Directives, Regulations and voluntary tools to
improve (at European level) the reporting of ESG (Environmental, Social and Governance) data,
establishing common criteria and aiming for an adequate granularity of data and information.
Starting from the assumption that exhaustive information is needed on the actual compliance of
investments with sustainability criteria, theultimate goal of this "regulatory package" is the
reorientation of private financial flows towards technologies, processes, and activities aimed at
decarbonisation. It is therefore necessary for the NECP to be consistent with the European
strategy, acknowledging these instruments, both mandatory and voluntary, as tools to support
financial market players to mobilising and guiding private investment towards the net-zero
objectives by 2050.

Indeed, to facilitate the shift of private portfolios towards sustainable finance, the EU Green Deal’
strategy defines three main objectives: (1) to redirect capital flows towards a more sustainable
economy; (2) promote transparency and long-term vision; (3) foster a broad adoption of sustainability
criteria in the investment and risk management practices of intermediaries.

Some of the Directives and Regulations of particular interest include: CSRD?% (Corporate
Sustainability Reporting Directive - a new European Directive aimed at reporting ESG information of
companies, which significantly broadens the scope of application compared to the current Non-
Financial Reporting Directive (NFRD), encompassing a wider range of companies required to
disclose their non-financial information); the EU Taxonomy Regulation? (a regulation aimed at
classifying economic activities with sustainability criteria for each specific sectors); SFDR3°
(Sustainability Finance Disclosure Regulation requiring financial market participants, such as asset
managers and insurance companies, to report ESG risks and impacts at entity and product levels)
and CSDDD? (Corporate Sustainability Due Diligence Directive — a not yet in force Directive which
mandates European companies to adopt due diligence procedures aimed at promoting sustainable
business practices that prioritize environmental protection and human rights across their entire
value chain.

27 See European Commission (2021), “Strategy for Financing the Transition to a Sustainable Economy”, COM (2021)
390 final and SWD (2021) 180 final (6.7.2021). https://finance.ec.europa.eu/publications/strategy-financing-transition-
sustainable-economy_en

28 Corporate Sustainability Reporting Directive - Directive (EU) 2022/2464

29 Regulation (EU) 2020/852
30 Systainability Finance Disclosure Regulation — Regulation (EU) 2019/2088
3 Corporate Sustainability Due Diligence Directive (amendment to Directive (EU) 2019/1937)
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To guide the development of a financial strategy aligned with European objectives, the NECP should:

a) Adopt the objectives set out in the European frameworks and regulations, creating
coherence between national and European policies. For example, the EU Taxonomy defines
criteria for assessing the sustainability level of an economic activity, providing investors clear
guidance on which projects and activities to support to contribute to net zero emission targets.
The EU Taxonomy acknowledges that transitioning to a sustainable economy requires allocating
financial resources for both initial investments (CapEx - as the creation of low-carbon
infrastructure), and operating costs (OpEX - as maintaining and operating this infrastructure),
requiring reporting of both associated KPIs: the percentage of CapEX and OpEX aligned with EU
Taxonomy targets. Consequently, the NECP's financial strategy must consider financing both
CapEx and OpEX associated with the transition to a low-carbon economy. Integrating this
perspective into the NECP's financial strategy enables a more accurate assessment of the
financial needs linked to the transition and ensures an appropriate resource allocation. Reporting
both CapEX and OpEX facilitates also monitoring and evaluating the efficacy of investments in
achieving net zero emission targets. Furthermore, it aids in comprehending the long-term costs
of decarbonization, allowing for more accurate planning of sustainability initiative financing.

b) explicitly recognize and encourage the adoption of tools such as the Science-Based Targets
(SBTs)*?, the TPT Disclosure Framework (Transition Plan Taskforce)*?, the TCFD (Task Force on
Climate-related Financial Disclosure)** and the Green Bond Standard?:. These tools, currently
voluntary but internationally recognized, can guide companies, investors and NPBs towards
effective decarbonization investments. The National Plan should mandate to all market actors
(including companies and the financial entities) to disclose information related to transition plans
based on reliable criteria such as those defined by the SBT?*¢ and the TPT. These plans could be
audited by an independent third party and include commitments from investors and boards of
directors to facilitate emission reduction strategies. They could also be used by investors, as well
as NPBs, as criteria for the preliminary assessment of a "green" investment. Similarly, the NECP
could require companies, investors and NPBs to report in accordance with the TCFD Framework,
i.e. disclosing information on the assessment and management of climate risks and
opportunities, such as 1) efficiency and cost reduction, 2) enhanced competitiveness through
exploring new markets and products, 3) improved stakeholder engagement (including
investors, employees, and customers) facilitated by transition policies. This approach would
incentives private investments in sectors and projects that exhibit improved management of
climate risks and greater resilience to environmental challenges.®” Ultimately, incorporating the
European Green Bond Standard into the NECP as an official instrument for green bond
issuance and, consequently, for defining the essential criteria for labeling a project as "green,"
would guarantee that financing is directed towards technologies that play a significant role in the

32 https://sciencebasedtargets.org/

3 https://transitiontaskforce.net/disclosure-framework/

3 https://www.fsb-tcfd.org/

35 https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/european-green-bond-standard_en

%6 Targets are considered "science-based" if they are in line with the goals of the Paris Climate Agreement, which are
to limit global warming to well below 2°C above pre-industrial levels and to pursue efforts to limit warming to 1.5
degrees.

37 For example, the Bank of England and the UK Government believe that climate financial disclosures are key to
enabling consumers, businesses, financial firms, investors, policymakers and other stakeholders to make informed
decisions. Such reporting is important not only for transparency and risk management, but also as a way to enable
the flow of capital towards investments consistent with an orderly transition to net-zero emissions.
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country's decarbonization efforts, without compromising efforts to effectively address climate
change (i.e. avoid the "green washing").

c) The TESG on SME (Technical Expert Stakeholder Group on Small and Medium Enterprises) has
underlined*® the need for European and national policies to support and collaborate with
European small and medium enterprises in the communication of ESG information aimed at
addressing and mobilising financial resources. This need is particularly relevant if we refer to the
Italian landscape, characterized by a high number of micro and SMEs that represent 57% of the
added value generated?®. It is therefore relevant that the National Plan remains aligned, once
again, with European directives and takes into account the significant presence of SMEs in the
Italian industrial market. Developing a financial strategy that considers the specificities and needs
of these enterprises is crucial. This may involve establishing financial incentives, facilitating
access to funding for sustainable projects, and promoting partnerships between SMEs and
financial sector actors. Alternatively, a support program could be established to offer
resources, reporting models, and training to help SMEs understand requirements and adopt
sustainable practices.

3.3 THE SOCIO-ECONOMIC DIMENSION OF THE PLAN

The path towards net-zero by 2050 will be extremely complex and it will involve deep economic and
social transformations. Such transformations can create or exacerbate existing inequalities;
therefore, it is of paramount importance that decarbonization policies and measures are designed
and implemented according to principles of justice, equity and inclusion. This approach is essential
to ensure social acceptance of decarbonisation policies and to ensure that no one is left behind. Thus,
climate policies cannot provide "niche" solutions or undermine the well-being of social groups,
territories and communities. On the contrary, the ecological transition should be the basis of a new
model of development, one that integrates principles of social justice in its implementation.

The Commission Guidlines“® require the Plan to be accompanied by an assessment of its impacts on
macroeconomic (e.g. income, employment) and socio-economic variables (e.g. health, quality of
employment, education, skills). These guidelines have barely been updated in the new Plan proposal,
where instead is recommended an input-output analysis® based on sectoral interdependencies
matrices published by the National Institute of Statistics. However, more recent publications and

38 Communication from the Commission to the European Parliament, the Council, the European Economic and
Social Committee and the Committee of the Regions empty - Strategy for Financing the Transition to a Sustainable
Economy, 2021

39 |STAT data 2019 Industry in the strict sense

40 See Annex 1 of the Governance Regulation https://eur-lex.europa.eu/legal-content/IT/TXT/PDF/?uri=CELEX:02018R1999-
20210729

41 The NECP scenario can be analysed from the point of view of its macroeconomic impacts compared to the current
policy scenario. This analysis was carried out using a standard input/output model based on the matrices of sectoral
interdependencies published by the National Institute of Statistics (ESM calculations). These matrices represent an
accounting framework that schematizes the economic structure of a country over a given period of time,
highlighting in a concise and immediate way the interdependencies between the different sectors that make up
the economy. The matrices, suitably transformed through specific procedures, make it possible to estimate the
macroeconomic impacts (added value, employment) due to changes in final demand in a given sector in a given
year. The matrices are constructed from the tables of resources and uses published by the National Institute of
Statistics (ISTAT) on an annual basis. The latest tables, available at the time of writing, referto the year 2019 and are
disaggregated into 63 economic sectors. (NECP 2023)

26


https://eur-lex.europa.eu/legal-content/IT/TXT/PDF/?uri=CELEX%3A02018R1999-20210729
https://eur-lex.europa.eu/legal-content/IT/TXT/PDF/?uri=CELEX%3A02018R1999-20210729

methodologies could be taken into consideration*? to expand the impact analysis on
macroeconomic and socioeconomic variables.

The Plan social sustainability should therefore consider policy impacts on vulnerable groups and
dedicate specific space and tools to allow climate policies to become an opportunity of well-being
for everyone. It should also couple incentive tools with an efficient allocation of resources, so that
the stakeholders involved are urged to achieving objectives desired both by society (i.e. the
reduction of greenhouse gas emissions) and by the private sector (i.e. implementation of a given
project at the minimum cost). As a matter of fact, action against climate change can be effective
and transformative if solutions and technologies for its implementation are desirable and accessible
to the majority of citizens, as well as to the most vulnerable social groups. Assessment of the socio-
economic sustainability of the transition is an enabling element for the full implementation of
decarbonisation policies.

The NECP and its policies need to adequately consider what tools should accompany the social
sustainability of the transition, to comprehensively intervene on employment issues, public
spending, taxation, and poverty (beyond energy-related aspects). This means matching policies and
measures with indicators capable of directing public investment towards the industry sector and the
labour force. This will in turn allow a just transition for workers, demand-side selective incentives,
diffusion of new technologies, weighting risks, invest in workers up-skilling and re-skilling, protecting
and providing straightforward and beneficial solutions to disadvantaged social classes.

Furthermore, to enhance efficiency in public spending, the Plan should include a strategic
framework for assessing social sustainability, beyond energy poverty. The prerequisites for such
an evaluation and the fundamental methodologies for its implementation should be outlined and
cover at least two key areas:

1. Consumption policies assumptions and objectives (for instance, selective demand incentives
in transport and civil-buildings) with reference to different social dimensions“3, This should be
accompanied by specific public finance measures and evaluation criteria to weight their
effectiveness, distributional implications and the need for compensatory measures.

2. Impact assessment methodologies to evaluate effects of the Plan's policies on the
country's productive fabric from a socio-economic point of view. This includes effects on
employment and effects (positive or negative) on supply chains transformation or creation of
new ones.

With such a framework, the Plan could fulfill EU Commission requests concerning identification of
principles for the Social Climate Plans and to achieve concrete integration of the Territorial Just
Transition Plans, both missing in the current version.

42 Examples of existing analyses, such as_ "Green Transition and the Italian Labour Market " (Oct 2023) Or the exercise
done, with a different methodology on the NRRP: BdL: “Employment activated by the NRRP and its
characteristics” (Feb 2023) or "Employment activated by the NRRP in the construction sector at the regional
level" (Jun 2023), https://www.bancaditalia.it/pubblicazioni/qef/2023-0775/index.html

43 As methodological examples, the Bdl exercises on the cost-benefit impacts (through the SCC methodology) of some
key measures of the NRRP such as superbonus, renewables, hydrogen, grid and mobility are useful here. See BdI
"Costs and Benefits of the Green Transition Envisaged in the Italian NRRP" (Oct 2022),
https://www.bancaditalia.it/pubblicazioni/gef/2022-0720/index.htm!|
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Consumer Policies: Distributional Effects and Effectiveness of Public Spending

In addition to macroeconomic assessments, currently lacking in the Italian Plan“4 each policy should
be accompanied by implementation tools, including those assessing socio-economic impacts. This
means identifying within the Plan the prerequisites for tracking and monitoring the effectiveness
of public spending, in line with climate policy objectives“s.

These tools would make it possible to highlight the economic and social opportunities arising from
the transition, but also the risks stemming from an accelerated deployment of new technologies.
This analysis could help identifying the most effective spending tools, such as selective demand
incentives with reference to multiplier effects or the learning curve necessary for upscaling new
technologies diffusion.

There is a need to use methodologies that can support a socio-economic impact assessment of
the Plan’s measures, which could quantitatively assess and explain their social and private rate of
return“é, Plausible methods are cost-benefit analyses, however, they might ignore indirect social
impact and should, therefore, be integrated with specific social indicators.” Another possible
method is the Social Return on Investments or SROI, which measures the value of an intervention,
net of resources invested. Within the cost-benefit analysis, SROI is used to quantify the social,
environmental, and economic return on investments*®. Several indicators could be added together
or taken into account in this exercise. Some countries, including the UK, employ the “Healthy Street
Approach™® for evaluation of transport and mobility policies. Centered on 10 evidence-based
indicators, it represents a methodology that incorporates public health considerations into transport
and urban planning decisions.

NECP measures, whether within the Plan or influenced by it, should have a more systematic and
clear assessment of socio-economic impacts, like any public policy. This assessment would draw
synergies within policies linked to certain objectives, in a design coherent and effective from a public
spending point of view, as well as for the benefit of climate and society.

Climate and energy policies impacts on the productive sector

The new NECP should also identify the methodologies used to assess positive and negative socio-
economic effects that the Plan's measures will have on the national production sector.
Decarbonisation strategies — including those in sectors beyond industry like electricity or transport —
are closely tied to the responsiveness of the production system and material supply chains. Allowing

44 The Spanish Plan, for example, uses the model as the DENIO model, DENIO is a dynamic input-output
econometric model of the Spanish economy, which has its origin in the FIDELIO model of the Joint Research Centre
(IRC) of the European Commission. The model was developed by the Basque Centre for Climate Change (BC3) in
collaboration with the Centre for Economic Scenario Analysis and Research (CESAR). This model makes it possible to
simulate the effect of a wide range of economic, fiscal, energy or environmental policies.
https://energy.ec.europa.eu/system/files/2020-06/es_final_necp_main_en_0.pdf

4> Here is a useful reference to what has been achieved by the Inequalities and Diversity Forum (IDF) on the NRRP
https://www.forumdisuguaglianzediversita.org/monitoraggio-pnrr/

46 By way of example: https://www.uniromal.it/sites/default/files/allegati/AIR_Def 11.11.13senza_citazione_Obiettivol-
1.pdf%3B https://www.funzionepubblica.gov.it/sites/funzionepubblica.gov.it/files/16897.pdf

47 https://www.lse.ac.uk/cities/research/cities-space-and-society/Measuring-impact-beyond-financial-return

48 https://edizionicafoscari.unive.it/media/pdf/books/978-88-6969-409-7/978-88-6969-409-7-ch-04.pdf

49 https://www.healthystreets.com/what-is-healthy-streets
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these supply chains and their competences to relocate nationally or abroad, it's not a positive
achievement. The Plan should therefore develop more complex scenarios, which highlight the social
and economic impacts of the transition on the production system and show links between different
industrial supply chains. In this regard, input-output simulations that consider different propensities
to import on different production chains, would be highly valuable. This is true both for existing and
developing supply chains, the latter being functional to decarbonising the former (as explained
in the next chapter).

Regarding existing supply chains, it is necessary to assess how their transformation can turn certain
tasks obsolete or even result in closure of entire production sectors. Simultaneously, positive impact
of creating new jobs and skills should be assessed, within a framework of existing policies, possibly
supplemented with additional support measures.

The repercussions of this transformation will not be neutral, nor will they be uniform. Not all new jobs
will automatically be able to compensate for the obsolescence generated by the transition; The net
result could be negative within the same sub-fund. The automotive sector has similar characteristics,
since the work intensity of the electric motor is lower than that of the endothermic motor.”' At the
same time, there are problems of skills transferability: the technical knowledge embodied in workers
of a sector is not always perfectly transferable to the new activity but requires deep and structural
retraining>.

Additionally, some productions that could be downsized are concentrated in specific geographical
areas, where the social impacts of employment collapse would be more pronounced. This issue is
addressed by the Territorial Just Transition Plans (TJTP) of Taranto and Sulcis, but these cannot be
the only industrial areas taken into account, nor are these areas undergoing climate transition
induced transformations. Alongside these areas, characterized by an history of industrial crisis, it
would be necessary to focus on new transformations, which means on those territories that never
experienced and industrial crisis®. Therefore, the Plan must at least acknowledge, if not already
identify a method for mapping potential areas of crisis®* and intervening for redevelopment and
economic diversification of those areas, tailored to the technological and industrial specificities of the
activities involved.

Regarding the supply chains that will have to be created or developed, the NECP should include a
comprehensive estimate of the positive impacts that these may entail, in terms of direct and indirect
creation of new jobs, induced investments, savings i