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The Industrial Decarbonisation Bank  (IDB) will be introduced with the aim to help close the 

investment gap in energy -intensive industries , but its impact is already threatened by ongoing 

dynamics of the  ETS review and the broader negotiations of the EU's multiannual financial 

framework and industrial policy. To maximise impact, the IDB should be designed to de-risk 

investment s  rather than a mere subsid y, disbursing funding chiefly through Carbon Contracts 

for Difference, with faster auction  design  bridging the gap  until the administrative 

infrastructure is developed. The fund needs to take into a cc ount the structurally different risk 

profile  of CEE countries ( higher capital costs, thinner  project  pipelines, weaker fiscal capacity ) 

and avoid concentrating investment in higher -income regions. An equitable outcome 

demands solidarity provisions  through  a continued and broadened Modernisation Fund, 

dedicated lower -income  Member State  allocations, an d potentially  regional clustering within 

auctions.  

The IDB  in the Broader EU Policy Architecture   

The Industrial Decarbonisation Bank could become  the EU's most significant industrial 

finance instrument for ETS -covered sectors , and its design will be highly consequential  for  

how industrial transition unfolds across Member States. Together with  the revision of state 

aid rules through the Clean Industr ial  State Aid Framework (CISAF) , it represents the financing 

arm  of the Clean Industrial Deal (CID) .  

These instruments  come at a time when industrial output throughout the EU  has been  

decreasing , faced with an  onslaught of pressures coming from  high energy prices, 

international competition, and weak demand, especially for decarbonised products. As the 

Carbon Border Adjustment Mechanism (CBAM) gradually replaces free allocation as the main 

carbon leakage protection mechanism in selected industries, the effective carbon cost for 

these industries will also keep increasing - without a quick turnaround in mobilising finance 

for investments, the risk is that increasing carbon costs  may compound the current 

competitiveness ailments . The necessary investments are not materialising  at the required 

size and pace, with m any breakthrough technologies remain ing  commercially uncompetitive 

at current  carbon prices . Closing this gap would require politically unsustainable  high  carbon 
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price levels . T he investment gap will therefore need to be overcome through  the additional 

mobilisation of both public and private capital.  

As a response to these challenges,  the IDB was announced in February 2025  with the stated 

purpose of financ ing  decarbonisation in the most carbon -intensive and strategically 

important sectors , such as steel, cement, chemicals and refineries , while safeguarding their 

competitiveness.  

The IDB proposal aims to mobilise up to EUR  100 billion  for industrial decarbonisation 

investments. This envelope should, according to the proposal made by the Commission , be 

raised as follows: roughly 20% from the Innovation Fund, 25% from additional ETS auction 

revenues, 25% from InvestEU guarantees - backed by the EU budget under the Multiannual 

Financial Framework and NextGenerationEU rather than directly by ETS revenues , and  

Member State co -financing the remaining 30% . More clarity is expected with the ETS Directive 

review that will be launched by the Commission on 17 July.  

This  architecture creates a direct link between the amount of financing mobilised  by the IDB 

and the European Union Allowance (EUA) prices. As the  phased phase -out of free allocations 

until 2034  and the decarbonisation of the EU electricity mix  are shifting the EU ETS from a 

power sector -dominated system to an industry -centric one , EUA price dynamics are expected 

to change. The revision of the ETS Directive and the consequent changes in design features 

(cap trajectory, Market Stability Reserve, auction volumes, etc.)  could also endanger the 

overall funding available for  the IDB , especially if EUA prices would drop significantly  

compared to current trajectories . 

Other competing priorities may further erode the investment power of the IDB, as the 

instrument would have to draw resources from the same ETS allowance pool  as the 

Modernisation Fund , the Innovation Fund,  and the Social Climate Fund. If not managed 

properly, these tension s  could result in lower funding for lower -income Member States . 

The shape and size of the IDB may also be influenced by wider EU budgetary debates , with 

the ETS expected to also contribute with  revenues to the 2028 -2034 MFF. The IDB  gover nance  

will also  likely be connected to the proposed European Competitiveness Fund (ECF), currently 

being shaped through negotiations between the Council and Parliament.  

With the IDB focused on supply -side measures, there are additional  parallel negotiations for 

demand -side measures to be introduced through the Industrial Accelerator Act ( official 

Commission proposal in March 2026), which aims to build EU lead markets for low -carbon 

steel, cement , and chemicals through public procurement requirements, sustainability criteria 

and product standards.  

The  overlapping timelines  of all these negotiations  make the upcoming months highly 

consequential and the legislative window for  Romania and CEE to shape the instruments that 

will drive industrial transformation  relatively narrow. When it comes to the IDB, two  key 

tensions driving its design will have to be reconciled by decision -makers in the following 

period: the speed  and efficiency  through which investments are mobilised on one hand , and 

the geographical balance that disbursement would achieve on the other.  

https://ec.europa.eu/commission/presscorner/detail/en/ip_25_550
https://www.politico.eu/article/brussels-pitches-e100b-for-grand-plan-to-boost-made-in-eu-clean-manufacturing/#:~:text=The%20initiative%20will%20pull%20%E2%82%AC20,accompanying%20document%20seen%20by%20POLITICO
https://www.modernisationfund.eu/how-it-works/
https://single-market-economy.ec.europa.eu/industry/sustainability/net-zero-industry-act/net-zero-navigator/list-instruments/industrial-decarbonisation-bank_en
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Closing  the Financing Gap T hrough De-Risking Mechanisms such as 

CCfDs  

The IDB should aim to cover the gap between the rate of return that private investors require 

to deploy capital in hard -to-abate industrial decarbonisation projects and the returns those 

projects can actually deliver under current market conditions. For instance, a simulation on 

Romanian primary green steel production showed initial production costs 25% higher  by 2030 

compared to conventional steel  - price parity  would only be reached around 2050.  For such 

investments, the business case without public de -risking remains  unbankable.  

To maximise the impact of the  IDB , it should not be seen as a mere  subsidy for projects that 

would happen anyway, but as a structured intervention that improves the risk -return profile of 

investments that are strategically important for Europe's future competitiveness. Instruments 

such as Carbon Contracts for Difference  (CCfDs ), guarantees and blended finance can help 

bring forward investments that would otherwise be delayed or not proceed at all.  

CCfDs  are broadly seen as the preferred instrument for industrial decarbonisation to de -risk 

investments in low -carbon industrial technologies, administered through competitive 

auctions. Projects bid a strike price representing  the carbon price per tonne abated required 

to make their investment economically feasible. Should the carbon market price be lower than 

this strike price, then the CCfD contract will cover the gap, and the industrial operator will 

receive the difference. The contract is signed between industrial operators and the 

government , and payment commitments can be  closely linked to verified emission 

reductions.  Like Contracts for Difference (CfDs) , CCfDs also introduce market distortions, so  

understanding the implications of various designs becomes a necessity .  

There are m ultiple  design considerations  that have serious consequences on the final payout 

and the kind of support that the industrial operators receive. For example , contract s  can be 

one-sided or two -sided. The latter implies that the government pays the operator when the 

carbon price is below the strike price, and the operator pays the government when the carbon 

price is above the strike price. By contrast, the one -sided contract only has payments from 

the government to the industrial stakeholder .  

The real-life experience of C C fDs  shows  a mix between one -sided and two -sided contracts . 

The Netherlands introduced the €5 billion  SDE ++ in 2020, a one-sided  CCfD . The Danish CCUS 

Fund  is a CCfD -like contract that is also one -sided . Meanwhile , Germany has a complex two-

sided  scheme , to ease  pressure on the state budget. In the case of Romania, a modelling 

exercise  of a hypothetical CCfD for primary steel shows that  the net-cost  of the government 

for a two -way CCfD would be between EUR 1.1 and EUR 3.7 billion  over 15 years.  

It is also important to analyse whether the  contract would cover capital costs (CAPEX), 

operational costs (OPEX), or both. Intuitively, a scheme covering both would require higher 

public payouts . In an OPEX -only two-sided scenario, a CCfD may even generate net revenues 

to the government . Numerous  additional  design features  (for instance related to strike price, 

benchmark , indexation , type of tender or duration) can  also  be adjusted and tailored to reflect 

national or sectoral circumstances.   

https://www.epg-thinktank.org/wp-content/uploads/2024/09/EPG-SLIDE-DECK-The-cost-of-Romanias-Industrial-Transition-30.09.pdf
https://www.oxfordenergy.org/wpcms/wp-content/uploads/2024/07/EL56-Contracts-for-difference-CfDs-in-the-energy-transition-Revised-version-clean-002.pdf
https://www.epg-thinktank.org/wp-content/uploads/2024/09/EPG-SLIDE-DECK-The-cost-of-Romanias-Industrial-Transition-30.09.pdf
https://www.oxfordenergy.org/wpcms/wp-content/uploads/2024/07/EL56-Contracts-for-difference-CfDs-in-the-energy-transition-Revised-version-clean-002.pdf
https://www.catf.us/resource/designing-carbon-contracts-for-difference/
https://www.pnoinnovation.com/insights/sde-in-the-european-ccfd-landscape-for-ccs-why-the-netherlands-leads-the-way/
https://www.catf.us/resource/designing-carbon-contracts-for-difference/
https://www.catf.us/resource/designing-carbon-contracts-for-difference/
https://www.co2-differenzvertraege.info/lw_resource/datapool/systemfiles/elements/files/cb9cecac-fb6e-11f0-b7c5-fa163ed847d2/current/document/Draft_Courtesy_Translation_Funding_Guideline_Second_Bidding_Procedure.pdf
https://www.co2-differenzvertraege.info/lw_resource/datapool/systemfiles/elements/files/cb9cecac-fb6e-11f0-b7c5-fa163ed847d2/current/document/Draft_Courtesy_Translation_Funding_Guideline_Second_Bidding_Procedure.pdf
https://www.epg-thinktank.org/wp-content/uploads/2024/09/EPG-SLIDE-DECK-The-cost-of-Romanias-Industrial-Transition-30.09.pdf
https://www.epg-thinktank.org/wp-content/uploads/2024/09/EPG-SLIDE-DECK-The-cost-of-Romanias-Industrial-Transition-30.09.pdf
https://www.epg-thinktank.org/wp-content/uploads/2024/09/EPG-SLIDE-DECK-The-cost-of-Romanias-Industrial-Transition-30.09.pdf
https://henrike-hahn.eu/files/upload/aktuelles/dateien/Study_CCfD_Henrike-Hahn_6.2022.pdf
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Given the  design and implied  administrative complexity, CCfDs would require time to be 

implemented. In the short -term, auctions  for fixed -premium  schemes  may be faster to get 

started. The Innovation Fund  IF25 auctions , presented as a pilot for the IDB, have shown how 

this may work in practice.  The  IF25 Heat Auction , with a budget of EUR 1 billion , has selected 

65 projects (out of 85 bids) from 10 European countries , based on their bidding on  EUR  per 

tonne of CO2 abated. For the IF25 Hydrogen Auction , 9 hydrogen projects (out of 58 bids) 

across 7 countries were selected to benefit from  EUR 1 billion in production premiums, with 

bids  ranging from EUR 0.44/kg to EUR 3.49/kg. The pay -as -bid model in which each 

successful bidder receives the premium it requested rather than a uniform clearing price may 

have improved  price discovery.  

The ETS Investment Booster , which is meant as  a bridging instrument financed from 400 

million EUAs , can kickstart the IDB and implement such faster auction designs while the CCfD 

framework is being prepared. Nonetheless, both instruments  will also need to provide 

geographical balance between beneficiary countries. None of the projects  in the above -

mentioned  IF25 calls come from Romania, with only a few coming  from the CEE region 

(Czechia, Hungary , and Slovenia ). The ETS Investment Booster was announced to include a 

dedicated component for low -income Member States, but this remains to be clarified.  

Ensuring Equitable Geographical Outcomes, Especially for CEE  

Three  structural features of CEE economies create a different risk profile : 

• Higher cost of capital -  Romanian and CEE companies  face structurally higher 

borrowing rates than Western European peers, reflecting country risk, domestic capital 

markets, and lower credit ratings. This widens the financing gap that the IDB intends 

to bridge and implies lower InvestEU multiplier assumption s .  

• Project pipeline deficit -  Competitive auctions intrinsically reward projects that are 

already substantially developed with permitting in place, grid connection agreements, 

preliminary offtake discussions, and  completed  engineering studies, which all imply 

already existing capital and technical capacity that CEE industrial firms largely lack.  

• Fiscal  and state aid capacity  asymmetry -  As it has been seen with CISAF, Western 

European economies can mobilise significantly larger national subsidy packages than 

most CEE countries. If the IDB relies heavily on complementary national co -financing, 

it could disadvantage  CEE despite the use of a common EU framework.  

Access to fiscal resources ha s  already  influenced how countries can access the Auctions -as -

a-Service (AaaS)  mechanism , introduced  by the European Hydrogen Bank (part of the 

Innovation Fund) , enabling  EU countries to benefit from an EU -level platform and award 

national funding to projects. The participation is voluntary and  acts as a national top -up, 

enabl ing  Member States to benefit from the administrative  infrastructure developed by the 

Commission.  For example, u nder the IF25 Hydrogen Auction, Germany committed EUR 1.3 

billion and Spain EUR 440 million in national funding, significantly increasing the volume of 

support available to projects located in those countries. By contrast, no CEE  Member State 

deployed comparable national co -financing through AaaS. This service should be replicated 

for IDB , but without regional  equalisation provisions, the deployment of funds might result in 

a deeply imbalanced  geographic distribution of industrial decarbonisation investment.  

https://climate.ec.europa.eu/eu-action/eu-funding-climate-action/innovation-fund/calls-proposals/if25-heat-auction_en
https://climate.ec.europa.eu/eu-action/eu-funding-climate-action/innovation-fund/calls-proposals/if25-hydrogen-auction_en?prefLang=lv
https://ec.europa.eu/commission/presscorner/detail/en/ip_26_1134
https://climate.ec.europa.eu/news-other-reads/news/european-hydrogen-bank-pilot-auction-132-bids-received-17-european-countries-2024-02-19_en


 

 

To ensure equitable access to the IDB, solidarity provisions will be required, building on the 

success of the Modernisation Fund, which has ringfenced a dedicated stream of support for 

the countries where the transition challenge is greatest. The Modernisation Fund should be 

extended post -2030 and its scope expanded to more clearly support industrial 

transformation, including for direct electrification and CCS . Beneficiary countries  should also 

be able to disburse part of their allocations through the AaaS function of the IDB.  

However, to more properly ensure equitable revenue allocation, both the IDB and the ETS 

Investment Booster would need to  include a dedicated lower -income Member State provision , 

with allocation criteria calibrated to GDP per capita and industrial carbon intensity, not just 

project cost -competitiveness  and first -come -first served  auctioning .  

Allocations could be national, but a n option would also  be to introduce regional clusters 

within auction s , rather than ranking all bids on a single EU -wide cost curve. The lowest -cost 

bids could be selected separately within CEE, Western, Northern and Southern European 

clusters. This would resemble a design feature of the Dutch SDE++ scheme , which allocates 

support across technology categories rather than through a single technology -neutral 

ranking. The rationale was to avoid lower -cost technologies dominating the budget and to 

maintain support for a wider range of decarbonisation options , including geothermal, CCS 

and hydrogen. The same logic could be applied for geographical balance. C lustering 

mechanism could be grounded in cohesion objectives and based on objective criteria, such 

as GDP per capita, energy costs, infrastructure constraints, or existing  industrial clusters . 

Conclusions and Recommendations  

The coming months represent  a narrow, decisive window  for the IDB . With the ETS review, 

the MFF negotiations, and the parallel demand -side and state -aid files all moving at once, the 

decisions taken now will shape the architecture of industrial trans formations  for decade s . 

For the IDB to deliver, its two central tensions must be resolved simultaneously  rather than 

traded off. Speed  and impact  matter , s o the ETS Investment Booster should launch early to 

build momentum while the more complex CCfD framework can be developed for the IDB . But 

speed pursued through a single EU -wide cost curve will entrench geographic imbalance, 

channelling scarce funds towards the regions already best placed to absorb them.  

Equity must therefore be engineered into the instrument from the outset. That means 

anchoring the IDB in the solidarity logic that made the Modernisation Fund work . This can be 

achieved through an extended, broadened Modernisation Fund , an ETS Investment Booster 

and IDB with dedicated lower -income allocation calibrated to prosperity and carbon intensity, 

shared access to common auction infrastructure, and potentially regional  auction  clustering . 

 

EPG is an independent, non -profit think tank focused on energy and climate policy 
in Romania and the European Union. Founded in 2014, EPG operates as a policy 
research institute primarily financed through competitive grants, philanthropic 
organisations and , to a limited extent, private sector projects.      EPG aims to 
promote an evidence -based dialogue on how to balance decarbonisation, 
economic competitiveness and social fairness, engaging decision -makers, 
industry, and the public.  
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https://stek.com/app/uploads/2022/08/Summer-update-SDE-subdidy-scheme_-2022-and-beyond_3923225_1.pdf
https://www.nvde.nl/wp-content/uploads/2022/02/Aurora-preliminary-outlook-SDE-2022-public-version.pdf

