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smarter climate policy

Brussels, 27 April 2023

Open letter: Free allocation needs to incentivise circularity for the EU to reach net zero

To: DG CLIMA - Mr Heiko Kunst
Chair of the Expert Group on Climate Change Policy

Dear Mr Kunst,

We are writing to you on behalf of the European steel scrap recycling industry: to express our strong
concerns regarding the legislative text on the revision of the Free Allocation Regulation.

According to the amended ETS Directive (Recital 8), ‘free allocation for the production of a product
should take into account the circular use potential of materials and be independent of the feedstock or
the type of production process, where the production processes have the same purpose’. However, in
the concept note of its Expert Group on Climate Change Policy, the Commission is proposing an
extension of the hot metal benchmark to direct reduced iron (DRI) that will lead to wildly different
allocation amounts depending on the feedstock and production process of flat steel products, as
illustrated by the below table and which contradicts directly the very objective set in recital 8.

Free allocation per tonne of flat steel products using different processes and feedstocks

EUA/t steel European Commission proposal

Process BF-BOF EAF NG DRI EAF H-DRI EAF - scrap
Benchmark 1 Lime Lime Lime Lime
Benchmark 2 Coke Hot metal Hydrogen EAF Carbon Steel
Benchmark 3 Sinter Hot metal

Benchmark 4 Hot metal

Total 1.427%* 1.424 1.902 0.075

* based on 20% scrap use

Source: Sandbag

This proposal not only fails to address lawmakers’ instructions given in the amended ETS Directive,
but it deliberately disqualifies scrap use as a decarbonisation measure alongside others such as DRI
made from hydrogen. The use of scrap has undisputable climate benefits, roughly reducing emissions
by 2 tonnes of CO2 per tonne of steel scrap used. It also saves other scarce resources such as electricity
compared to other techniques such as hydrogen DRI. Its use should therefore be encouraged at least as
much as other abatement techniques.




Instead of awarding free allowances based on an intermediate material such as hot metal, regulation
should award them based on the flat steel or long steel product output, as proposed by Sandbag in its
note submitted to the Expert Group. Doing so could avoid the emission of 160 million tonnes of CO2
by 2030.

The EU currently fails to incentivise the use of steel scrap in steelmaking despite this being the most
efficient manner to both transition towards a circular and climate-neutral economy. Sandbag’s
proposal, supported by the European recycling industry, would contribute to creating a vibrant scrap
market and provide incentives that are much required to reward environmental benefits arising from
steel recycling. The increased use of scrap in flat steel production often requires costly investments,
which no incentives currently address. Reforming free allocations in the way proposed would help
finance this transition.

We think that the upcoming reform of the Free Allocation Regulation has the capacity to speed up
decarbonisation, but only if the right incentives are set. Differentiated benchmarks for the same type of
goods disincentivise transition to cleaner processes, as the more polluting processes receive more
permits. This risks perpetuating polluting production processes and wasting much needed resources.

In order to reduce emissions and minimise material use, but also from the perspective of
eliminating dependencies on systemic rivals, circularity is crucial on the EU’s path to net zero.
Making free allocation dependent on products rather than processes would make full use of the potential
of benchmarks to speed up industrial decarbonisation.

We hope that you will carefully consider these points in advance of publishing the Delegated Acts. We
remain at your disposal for further information or any questions.

Yours sincerely,
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Emmanuel KATRAKIS Adrien Assous
Secretary General of EuRIC Executive Director of Sandbag Climate Campaign
About EuRIC

The European Recycling Industries’ Confederation (EuRIC) represents the recycling industry at a
European level. Gathering the vast majority of national recycling federations from EU/EEA Member
States, the Confederation represents about 5,500+ recycling companies — from market leaders to




SMEs — generating an aggregated annual turnover of about 95 billion € by treating various waste
streams such as household or industrial & commercial waste including ferrous and non-ferrous metals,
end-of-life vehicles (ELVs), electronic waste (WEEE), packaging (paper and plastics), end-of-life
tyres or textiles.

About Sandbag

Sandbag is a non-profit climate change think tank which uses data analysis to build evidence-based
climate policy. We focus on EU policies such as the EU Emissions Trading Scheme and climate
governance, and emissions reductions in industrial sectors. We believe in Europe’s ability to lead
climate action by example, using its large market and technological momentum as an incentive for
others to follow. But we are also aware of the risk that Europe might fail to deliver on its own pledges,
which is why we want to get EU climate policy right.




