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Energy Transition | How Will Climate Policies 
Speed Up Change? 

Reducing emissions will be costly, so globally harmonized 
policies and financial backing are prerequisites for a successful 
shift away from fossil fuels. 

How this will shape 2022 

In Europe, soon-to-be decided "Fit for 55" targets will likely yield important 
changes. For example, we anticipate annual renewable capacity additions will need 
to reach 45 gigawatts (GW) to 55 GW per annum versus 30 GW in 2020. Carbon-
intensive industries, such as steel, cement, and chemicals, may need to adjust 
strategies and step up spending on environmentally focused projects. Exposure to 
carbon prices, which recently rose to more than €60 per ton, may not have a major 
credit impact just yet, since many players benefit from free allocations or hedge CO2 
costs over the medium term. Our view of credit quality could nevertheless change if 
we believe new regulatory targets and reductions in free allocations from 2025 
could, in the long term, hurt companies' financials or weaken their competitive 
positions. 

The U.S. goal of achieving 100% carbon-pollution-free electricity by 2035 shows 
that policy change is accelerating. The share of U.S. coal-fired generation already 
halved over the last decade and we expect it to be phased out possibly by the end of 
this decade. At the same time, compared with 15 GW in 2020, renewable capacity 
additions may need to double by 2025 and reach 60 GW per year over 2026-2030. At 
COP26, the U.S. announced significant methane emissions control and reduction 
plans, which would affect its oil and chemicals industries, as well as agriculture.  

China’s energy transition is likely to remain gradual for now. At COP26, China 
announced that it will wind down coal-fired power generation but only from 2026. 
China’s carbon trading in the national united market has remained restricted to the 
power sector so far. Other sectors such as steel, nonferrous metals, chemicals, and 
building materials will be allowed to enter the carbon market later. However, based 
on current carbon price trading levels of less than $10 per ton, we expect the impact 
to be manageable. 

What we think and why 

Germany’s recent revision of its Climate Change Act and the new coalition’s green 
objective point to more rapid policy implementation. Carbon-reduction objectives 
and costs will be extended to the transport and buildings sectors, with industrials 
and utilities already covered by the EU's Emissions Trading System. Germany's 
tougher climate policy shows the need for companies to adjust their strategies and 
continue reducing scope1 and 2 emissions. The coalition also supports Fit for 55 to 
address higher carbon prices with a floor of €60 per ton, as well as a regional 
carbon border adjustment mechanism. 

Cross-border adjustment mechanisms, proposed by the EU and some U.S. 
senators, could hasten policies elsewhere. In Europe, a carbon border tax system 
could start as early as 2026, thereby reducing or preventing carbon leakage for the 
power, steel, aluminum, fertilizer, and cement sectors. Any such policy would 
ultimately extend the focus on carbon emission reductions to other exporting 
countries. 
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Politicians will need to 
balance the urgency of 
reducing emissions with 
affordability concerns 
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What could go wrong 

Increased costs of renewable energy generation could slow down the energy 
transition. In 2021, commissioning costs for solar and onshore wind plants have 
likely risen by up to 10% and 8% respectively, according to S&P Global Platts 
Analytics, on the back of higher prices of raw materials. This contrasts with an 
expected cost decline of 40% by the next decade.   

Technologies for carbon capture, use, and storage, as well as for green hydrogen, 
might remain expensive.  Cost reductions will depend on scaling effects and 
lessons learned from current pilot projects. In any event, these technologies will 
require supportive policies that value the cost of carbon savings. 

The energy transition will come at a cost for final consumers, implying a greater 
risk of political and regulatory events.  A recent example of this occurred in Spain, 
where price affordability and social concerns have already triggered caps and claw-
backs on utilities, stemming from increasing gas and CO2 prices. In Germany, this 
could lead to a later coal exit than the ruling coalition's ambition of “by 2030” or 
slower network expansion than expected. To ensure continued support, the new 
government is seeking to increase financial support for lower-income households, 
mandate the CO2 price burden to be shared between tenants and landlords, and 
remove the renewable energy levy from consumer bills by 2023, a surcharge that 
was as high as €68 per megawatt hour in 2020. 

Delays in achieving global policy alignment could derail the emissions-reduction 
trajectory , since China and developing countries will account for a much higher 
share of emissions by 2030. To address the transition in emerging markets, 
developed countries must deliver on their commitment to mobilize $100 billion per 
year for those countries, which so far has been well out of reach. Also, the 
implementation of a carbon border tax may face significant hurdles, since it needs 
WTO clearance and risks being viewed as protectionist. In addition, firms may react 
only by adjusting their value chains to import intermediate products or other 
carbon-heavy goods that cross-border mechanisms may not cover.  
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