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FOREWORD


Investments in energy efficiency improvements are vital to ensure Europe’s future as a sustainable, yet prosperous economy. The benefits are enormous: these investments contribute to abating greenhouse gas emissions, improving the competitiveness of European businesses, and enhancing Europe’s energy security. This is why European leaders are placing energy efficiency at the heart of their strategy to make Europe the first climate-neutral continent by 2050.


Yet, amid the COVID-19 crisis, there is a great risk of losing sight of the benefits of energy efficiency investments by European firms, just at a time when we really must accelerate our efforts. Because of the crisis, businesses and policy-makers are prioritising short-term measures to ensure that firms survive, rather than investing for the long-term. At the same time, the collapse of global energy prices has weakened incentives for green energy investments of all kinds, including energy efficiency.


We must not lose sight of the long-term investment needs of European firms. The EIB Investment Survey (EIBIS) provides a unique source of data that highlights how more investment in energy efficiency is needed. An annual survey of some 12 000 firms from all EU countries, it provides information on investment conditions, activities and financing needs, with micro-data allowing for in-depth analysis. In this report we examine the quality of firms’ building stock, their spending on energy efficiency measures and the factors that influence their decisions regarding that investment.


In 2019, more than a third of EU firms took measures to improve energy efficiency, a slight improvement over 2018. While this is encouraging, energy efficiency is still a low priority, especially considering the potential gains for firms. On average, EU firms believe that only a third of their building stock meets high energy efficiency standards.


This is so despite the relatively high cost of energy in Europe and the fact that energy cost concerns are becoming an important determinant of firms’ investment decisions. EIBIS data reveal that both high-quality information and advanced management practices make a crucial difference in the likelihood of investment in energy efficiency. Energy audits notably play an important role in supporting energy efficiency investment decisions.


The response of the European countries and institutions to the deep recession caused by the COVID-19 pandemic has so far focused on mitigating the hopefully short-run threat to firms and jobs. Attention is turning, however, to the question of how Europe can rebuild. At a time when firms across the European economy are looking to the public sector for support, there is an excellent opportunity to combine immediate relief with action that helps ensure a competitive, prosperous and sustainable future.


If we are to achieve a carbon-neutral economy, in a timespan that will help avert catastrophic changes to the global climate, then there can be no room for complacency. Delay will only result in higher costs, more stranded assets and a more painful energy transition in the end. Unavoidably, European firms must play their part. To do this, they need clear energy policy signals, clear information and clear incentives. They need a regulatory framework that is supportive, yet also pushes for higher energy building performance standards. Lastly, it is essential to ensure that financing conditions also facilitate timely investment by firms to realise the enormous gains that can be achieved through energy efficiency improvements.
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OVERVIEW


While the COVID-19 emergency has overshadowed other policy goals in the short term, climate change will continue to be at the top of the European Union’s political agenda for many years to come. European leaders want to make Europe the first climate-neutral continent by 2050, while ensuring a just transition to a less CO2-intensive energy mix for those for whom this change will be the most difficult. To achieve this, a long-term EU low carbon strategy is under development, based on the European Commission’s “A Clean Planet for All” strategy, published in November 2018. The new strategy will almost certainly envisage a role for all actors, including firms in all sectors of the economy, in the transition towards climate neutrality – among other things, by investing in energy-saving technologies.


Energy efficiency is a key pillar of the European Union’s long-term strategic vision for a prosperous, modern, competitive and climate-neutral economy. It holds the combined potential of increasing firms’ competitiveness, enhancing energy security and abating greenhouse gas emissions. With structurally higher energy prices in Europe[1], EU firms have been traditionally facing growing incentives to invest in energy efficiency measures to control energy costs and remain competitive in the globalised business environment. Energy costs can affect firms’ investment decisions and their financial performance in a number of ways, given that energy serves as one of the key inputs to production processes of goods and services.


In early 2020, the COVID-19 pandemic might prove to be a game changer in clean energy investment decisions. The global recession will be deeper than the ones that followed the 2008 global financial crisis and the Great Depression in the 1930s. In parallel, global energy and commodity prices are collapsing, weakening the incentives for clean energy investments, including those in energy efficiency. In this context, a better understanding of firms’ investment decisions in energy efficiency measures and their key determinants is necessary to design appropriate policy actions and maintain the momentum for climate action.


This chapter provides a brief overview of firms’ investments in energy efficiency measures and the role of various factors in their decisions, based on the EIB Investment Survey (EIBIS). The EIBIS has been conducted annually since 2016 and includes interviews with some 12 000 firms from all EU countries, size classes and main sectors, offering qualitative and quantitative information about their investment activities, their financing needs and the difficulties they face. This chapter examines and discusses the answers given by firms concerning their spending on energy efficiency measures, the quality of their building stock, and the role of various factors in their energy efficiency investment decisions. These answers are compared across countries, sectors and firm sizes to identify areas for potential improvement and target setting.


Energy efficiency investments are a low priority for EU firms


In 2019, more than 40% of EU firms took measures to improve energy efficiency, showing an increase over 2018 results. Slovakia displayed the highest percentage of firms investing in energy efficiency, with 61% of firms investing in those activities. Spain, the Czech Republic, Austria, Slovenia, Portugal and Sweden followed. These seven EU countries showed a greater share of firms investing in energy efficiency than in the United States, where 47% of firms invested in energy efficiency. By contrast, Lithuania, Estonia, Greece, Romania and France were at the other end of the spectrum, a ranking almost unchanged from the previous year.




Figure 1: Share of firms investing in energy efficiency measures (%)
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Source: EIBIS


Base: All firms (data not shown for those who said don’t know/refused)


Q: What proportion of the total investment was primarily for measures to improve energy efficiency in your organisation?





The share of firms investing in energy efficiency appears to be positively associated with the energy intensity and size of firms. In particular, manufacturing, the most energy-intensive sector, presented the highest share of firms investing in energy efficiency (43% in 2019), followed by infrastructure (37%) and services (30%). The construction sector displayed the lowest share of firms investing in energy efficiency with 25%. Finally, large firms were twice as likely to invest in energy efficiency than SMEs.


The untapped potential of energy savings is high, as EU firms consider their building stock of relatively low quality


In 2019, EU firms reported a third of their commercial building stock to be of high or highest energy efficiency standards, higher than in the United States Figure 2). Still, since 2016, the firms’ perceptions of the quality of their building stock has deteriorated. This seems to suggest that most of Europe’s existing building stock may not yet meet recently-adopted energy performance requirements in the Energy Performance Directive and the Energy Efficiency Directive and that we are still to witness the improvement of the stock as it is brought up to the new standards.


The opinion of firms on the quality of their building stock varies considerably across countries and regions. Firms located in the south of Europe – notably in Greece, Cyprus and Spain – believe that more than 50% of their building stock satisfies high or highest energy efficiency standards, almost four times more than firms in Lithuania, which say that only 16% of their building stock is energy-efficient. Firms in the Baltics have the most pessimistic views about the quality of their building stock than any other EU region. Part of the cross-country differences could be explained by differences in culture, expectations, technical information and environmental objectives. These factors affect firms’ beliefs on building stock performance when assessing various aspects, such as thermal comfort, air quality, activity noise, light quality and environmental control.[2]




Figure 2: Building stock of high or highest energy efficiency standards (%)
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Source: EIBIS


Base: All firms (data not shown for those who said don’t know/refused)


Q: What proportion, if any, of your commercial building stock satisfies high or highest energy efficiency standards?





Differences are observed between sectors, but they are relatively small. Across sectors, EU firms in the services sector believed that 40% of their buildings satisfied higher energy efficiency standards (Figure 2). In the construction sector, this figure is lower (35%). On a positive note, the perception by firms in the construction sector about the quality of their buildings has improved over the last three years. By contrast, EIBIS data show that firms in the infrastructure and manufacturing sectors became more pessimistic about their buildings’ quality. It is possible that these perceptions may be driven by the average age of existing buildings and the share of new buildings in the total stock of firms. This means that the higher the share of recent dwellings built with more efficient standards, the higher the perceived energy performance of the stock. In 2019, SMEs and large firms had similar opinions about the quality of their building’s stock.


The share of energy efficiency improvements in total investments by firms is approximately the same on both sides of the Atlantic


In 2019, European firms spent 10% of their total investment on energy efficiency improvements, whereas this proportion for US firms was 12% (Figure 3). The good news is that both the share of EU firms that invested in energy efficiency measures, as well as their spending on such measures, increased between 2018 and 2019.




Figure 3: Share of firms’ total investment in measures to improve energy efficiency (%)
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Source: EIBIS


Base: All firms (data not shown for those who said don’t know/refused)


Q: What proportion of the total investment was primarily for measures to improve energy efficiency in your organisation?





Spending on energy efficiency improvements is higher in energy-intensive sectors and larger firms, in which energy is a significant cost determinant. In 2019, firms in the infrastructure and manufacturing sectors (which are relatively energy-intensive) spent 13% and 10%, respectively, of their total investment budget on measures to improve their energy savings. By contrast, firms in the services sector and the construction sector spent less, 9% and 7.5% respectively, of their total investment budget. Similarly, the share of energy efficiency-related investment expenditure is higher for larger firms compared to smaller firms.


The share of firms’ total investment budget that goes to energy efficiency improvements varies widely across EU members. In 2019, firms in Bulgaria spent more on energy efficiency projects (16%) than firms in any other EU country and especially those in the United Kingdom, which invested only 5% of their investment budget. Firms’ spending in each country varied significantly between 2018 and 2019, possibly affected by the fact that energy efficiency investments are non-recurring investments. Generally, firms in some Southern and Eastern European countries spend relatively more on energy efficiency improvements than in other European regions, particularly the Baltics.


Firms’ awareness of energy efficiency benefits is critical for the uptake of energy efficiency measures


In 2019, the share of firms investing in energy efficiency measures was considerably higher for firms with an energy audit. On average, three in five firms that carried out an energy audit also invested in energy efficiency. The relationship between energy efficiency investments and energy audits is more pronounced in large[3] firms (74%) and those that operate in the infrastructure and manufacturing sectors (around 60% for both). The crucial role of energy audits in overcoming the information barriers to energy efficiency investments is also apparent when assessing firms’ investment decisions without an energy audit (Figure 4). These firms appear to invest substantially in areas other than energy efficiency, possibly because they fail to understand the potential direct and indirect benefits of energy-saving technologies.




Figure 4: Share of firms investing in energy efficiency, with and without an energy audit (%)
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Source: EIBIS


Base: All firms (data not shown for those who said no/don’t know/refused)


Q: Can I check, in the past three years has your company had an energy audit? By this I mean an assessment of the energy needs and efficiency of your company’s building or buildings.





Over 2017-2019, two-fifths of European firms had an energy audit, compared to a third in the United States (Figure 5). Energy audits help firms to assess their energy consumption, understand their potential for energy savings and adopt measures (investments or behavioural changes) to improve energy performance. Their objective is to provide tailor-made recommendations and help to overcome the information gap, one of the main barriers to energy efficiency investments. This information is crucial mainly for investments in support processes, such as building insulation, lighting, ventilation and compressed air production.




Figure 5: Share of energy audits (%) in the past three years
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Source: EIBIS


Base: All firms (data not shown for those who said no/don’t know/refused)


Q: Can I check, in the past three years has your company had an energy audit? By this I mean an assessment of the energy needs and efficiency of your company’s building or buildings.





Energy audits tends to be more frequent in larger firms and energy-intensive sectors across the EU members. In 2019, almost two-thirds (60%) of large firms conducted an energy audit. This share dropped from two-fifths (40%) in medium-sized firms to 22% in small firms. Firms in the manufacturing sector were keener to conduct an energy audit. Across the EU members, the implementation rate varied, with most of the countries displaying participation rates above 40%, except Estonia, Bulgaria and Luxembourg, which present rates between 20-30%. On average, firms’ participation rate in energy audits was higher in Central Europe than in the south and in the Baltics.


Advanced management practices also appear to be positively associated with energy efficiency investments. Firms that have more advanced managerial practices (strategic business monitoring system in place and/or a performance-based pay practice) have a higher probability of investing in energy efficiency versus firms with more basic managerial practices (Figure 6). This observation recurs in all EU countries, the EU as a whole and the United States.




Figure 6: Differences in the probability that firms with advanced managerial practices invest in energy efficiency (%)
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Source: EIBIS


Note: Firms with advanced management practices are those that use performance pay and/or a strategic monitoring system.





Energy cost concerns are becoming an important determinant of EU firms’ investment decisions


In 2019, almost a third of European firms report energy costs as a major obstacle to investment compared to roughly a tenth in the United States. While this figure may not sound so high compared to other cited obstacles (Figure 9), such as availability of skilled staff, access to finance and critical infrastructure, it does reflect a significant change in firms’ perspectives, given that it grew steadily from roughly a fifth in 2016. In the United States, energy cost concerns seem to be less of an obstacle for investment activities, probably because shale gas causes downward pressure on domestic energy prices (Figure 7).


The role of energy cost in firms’ investment decisions differs considerably across EU members and sectors. In 2019, the share of firms that reported energy cost as a major obstacle to investment ranged from 6% in Denmark to 56% in Latvia. Geographically, this share is higher in southern countries (Italy, Greece, Spain, Portugal, Cyprus) compared to Scandinavian countries (Denmark, Finland, Sweden) and is positively correlated with the presence of higher electricity prices (Figure 8). Firms located in the south of Europe have experienced higher energy costs, despite the falling oil prices, due to higher taxes and levies aimed at supporting the deployment of renewables. Differences are also present across sectors, with firms in energy-intensive sectors, such as manufacturing, being more concerned about energy costs compared to less energy-intensive ones, such as services (Figure 7).




Figure 7: Energy costs as major obstacle to investment (%)
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Source: EIBIS


Base: All firms (data not shown for those who said a minor obstacle/not an obstacle at all/don’t know/refused)
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