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Abstract. The purpose of the article is to determine the specifics of the process of
institutionalization of the fight against climate change in the EU and generalize the potential socio-
economic effects of industrial greening with an emphasis on the inevitability of changes in the
taxation system. It is argued that the rhetoric in many European countries is changing, from
perceiving the climate as a burden, challenge and danger to promoting the idea of the benefits that
can be gained by gaining the status of a "leader of the green transition". It was concluded that in
order to implement ambitious plans for industrial greening, it is necessary to use the potential of
macroeconomic regulation with a combination of monetary and tax-budgetary policy instruments, to
review the "ceiling"” of the permissible budget deficit and to determine priority areas for capital
investments. At the same time, the reduction of intra-European competition will be facilitated by the
coordination of industrial development strategies of the EU member states, and, therefore, the
volumes of state aid and subsidies related to the functioning of ETS1 and ETS2. Such large-scale
government interventions at the national and supranational levels of the EU will enable the green
transition, because no one will succeed in creating a "new green reality" relying on the market. The
existing economic approach, according to which private investments determine the directions of
development, without interfering with what, how and why companies actually produce, is losing its
relevance. And that is why the states will have to formulate and consolidate with relevant legal acts
a clear and comprehensive understanding of sectoral climate goals with the subsequent inclusion of
these goals in the process of economic decision-making. After all, the creation of new markets while
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gradually closing existing ones implies the creation of transparent rules of the game. This involves
approving requirements for subsidizing instruments, taxation, permitting procedures, providing
grants for R&D, as well as developing new infrastructure solutions and state funding mechanisms.
Therefore, governments, and not "spontaneous” markets, will have to take on the authority to
coordinate pricing mechanisms, as well as develop principles for attracting investments and applying
uniform rules for regulating economic activity. The declared "green transition"”, if it is also "just",
will require deeper structural changes, for example, thanks to the increase in the amount of "green”
investments for low-income or low-income families.

Key words: decarbonization, sustainable development, circular economy, green transition,
financial instruments, climate finance, green investment, taxes, CBAM mechanism, Emissions
Trading System, regulation, monetary policy, fiscal policy, EU, strategic interests, economic
interests.

AHoTauia. Mema cmammi nonsieac y u3HayeHHi cneyudiku npoyecy iHcmumyyionanizayii
bopomv0i 30 3minamu xnimamy 6 €C ma y3aeanvHeHHs NOMEHYIUHUX COYIANbHO-EKOHOMIYHUX
ehexmie 03esleHeHHs. RPOMUCTIOBOCI 3 AKYEHMOM HA HEMUHYYOCMI 3MiH ) cucmemi OonoOamky8aHHs.
Poszenanymo puszuxu oexapoOouizayii 0151 KOHKYPEHMOCHPOMONCHOCHE €BPONENCLKUX GUPOOHUKIS.
Busnaueno ocobaueocmi anoncyeanus Kiimamudunux yineu K CK1a0080i NPOMUCTIO8UX CIpamezill
PO3BUMKY, WO MAHYMb 3a c00010 nepecnso QiHaHCO80-PICKATILHUX THCMPYMEHMI8 CRPUSHHSL
3eneHomy nepexoody. [lepoicagne CMUMYTIOBAHHS MOOEPHI3ayii 6UPOOHUYUX NOMYIHCHOCMeEl 3d
PAXYHOK KOMOIHAYI] npamux i Henpsamux 3axo0ié NiOmMpumKu GUHAYEHO OIEGUM THCMPYMEHMOM
ambimnoco niany 6opomeOU i3 HACAIOKAMU 3MIH KIiMamy ma adanmayii 00 HUX, NPUtiHAMO20 Ha
HaoHayioHanbHoMy pieni peeyntosants noaimuxu 6 €C. CmeepOoxcyemuvces, wo peanizayisn
3a0eKnaposanux yineu nepedbauae He auwie po3poOKY NPeseHMUBHUX 3ax00i8 011 Npomuoii
COYIaNbHUM  HACTIOKAM OeKapOoHizayii npomuciosocmi, a i nepexio 00 CcmpameciuHo2o
006820CMPOKOBO20O NIAHYBAHHS, WO 8i000padiceno 6 Ilnani Jiti 3 ekoHOMIKU 3amKkHeH020 yukay 6 €C.
IIpoananizosano nomenyitini HACIiOKU 6nPOBAddICeHHs MexaHismy pezynto8aHHs 8yeleyesux
KOpOOHI8 uepe3 cucmemy mopaieni Keomamu Ha eukuou ma Mexanizmy npukopOOHHO20 8y2lleyeso2o
Kopueysants. Pozenanymo nacmku ginancysanns ma 3anyuenHs iH6ecmuyill 8 3elleHi NpoeKmu.
Jlosederno, wo cnpusinua KOHKypeHmuum eionocurnam écepeouni €C 6 npoyeci peanizayii 3e1eHoco
nepexooy 8ucmynamume 3an0pyKor KOOPOUHAYIl cmpameziil NPOMUCTIO8020 PO3BUMKY 0epAHCAs-
unenie €C, wo 6i0nogioae HayioOHAIbHUM IHmMepecam.

KurouoBi cnoBa: Odexapbonizayis, cmanuii po3eumox, YupKyJIsApHA eKOHOMIKA, 3eleHull
nepexio, enepeopecypcu, (iHaHCco8i IHCmpyMeHmu, Kiimamuine QiHanCcy8anHs, 3eleHi iHsecmuyii,
nooamxku, mexanizm CBAM, mixcnapoona mopeiens ukuoamu nAapHUKOSUX 2a3ie, mopeiens
Keomamu, MoHemapua noximuka, gickaibha noaimuka, €C, cmpameziuni inmepecu, eKOHOMIYHI
iHmepecu.

Introduction. To model the impact of climate change on GDP, monetary authorities of
developed countries try to "capture” complex interactions between the physical and economic aspects
of climate change. Some of them actively use the Integrated Assessment Models, which provides for
the assessment of the "social cost of carbon™. Others, such as the United States, rely on climatology
and econometric studies to assess how climate change affects key economic sectors. Climate impacts
are modeled in the study with a very high degree of detail, highlighting regional variations in climate
impacts. Further quantitative research based on such detailed data and climate knowledge could
potentially enable monetary policymakers to better assess the long-term physical effects of climate
change. The Bank of England has long assessed the short-term impact of abnormal weather events on
economic activity. For example, it simulates the impact of winter (depending on the degree of snow
cover) on retail trade, construction and the hotel business. Analysts of JP Morgan take into account,
for example, the water level in the Rhine and other major rivers in the assessment of economic growth
in Germany. They established a direct link between the impact of extreme heat in 2018 on the decline
in economic growth



The process of decarbonization of such important industries as steel, cement, and chemicals
affects not only the strategic interests of market participants, but will also affect consumers, who will
feel the socio-economic consequences of the green transition with their wallets. For example, in the
EU, almost 80% of all productions will require significant modernization. European experts believe
that their industrial policy until recently was exclusively defensive in relation to competitors and was
not far-sighted. Governments shied away from interventions that could harm competition between
already existing firms in the domestic market and therefore fell behind in the industrial race in the
foreign market (Abdelli, M., & Batsaikhan, U., 2022). At the same time, taxes on energy resources
(which make up almost 60% of environmental taxes in the EU) for heavy industry were kept at a low
level thanks to a series of complex preferential tariffs and benefits. And a wide range of aid, such as
subsidies, investment support, research and development grants, was provided without any clear
conditions or long-term planning.

However, the situation is beginning to change. The Netherlands and Germany have announced
a number of new climate targets and laws, including quantitative targets for industrial emissions. So
far, the German approach to stimulating the green transition has been based mostly on subsidizing
research and development (R&D) and investing in the development of new markets for
environmentally friendly products. The Netherlands opted for a combination of "whip and
gingerbread": a combination of subsidies, higher prices for carbon emissions and a review of the
taxation policy of different types of energy. The accepted political and economic "pair” in both
countries was inclined to a compromise that market adjustments combined with indirect and direct
support measures should contribute to the greening of the economy. Some countries, notably
Belgium, have bet on a full-scale industrial transition, and its only major steel producer will receive
substantial government support to modernize production facilities. In many European countries, the
rhetoric is changing: from perceiving the climate as a burden, challenge and danger to promoting the
idea of the benefits that can be acquired by gaining the status of a "leader of the green transition".

The purpose of the article is to determine the specifics of the process of institutionalization of
the fight against climate change in the EU and generalize the potential socio-economic effects of
industrial greening with an emphasis on the inevitability of changes in the taxation system.

Literature review. Ukrainian scientists prove that the modern strategic prospects of reforming
the current system of environmental business taxation and increasing its effectiveness should be
connected, first of all, with the improvement of the forms and methods of its coordination operating
in international economic practice. This is, first of all, the introduction of a system of global anti-
carbon taxation at a worldwide fixed tax rate; inclusion in the Paris climate agreement of quantitative
obligations of each participating state to reduce greenhouse gas emissions (Chala, V., Orlovs ’ka, Y.,
Kvaktun, O., Vovk, M., 2017); introduction of legal responsibility in the form of international anti-
carbon sanctions for violations of assumed environmental obligations in relation to each signatory
country, proportional to the damage caused to the environment (Chala, V., Kakhovych, E.,
Mashchenko, S., Dryhola, K., 2019); introduction of a two-level carbon transport tax, taking into
account the level of CO2 emissions and the type of fuel used, with a simultaneous commensurate
reduction in the tax rates of companies' wage funds and individual incomes of citizens; systematic
linking of the amount of environmental fines of economic entities with the amount of economic
benefit received by them from illegal actions; introduction of a system of tax benefits and preferences
for those producers who apply ecological innovations and developments (Chala, V., Bozhanova, V.,
Niameshchuk, H., Hlushchenko, A., 2021); Chala, V., Orlovska, Yu., 2021)). The green economy is
no longer considered by scientists in isolation from the structural dynamics of social development,
and its modern theoretical discourse is based on the principles of the complexity of socio-economic
processes (Fromberg, E.H.E., Bakker, C.A. & Peck, D., 2023; Kandpal, V., Jaswal, A., Santibanez
Gonzalez, E.D.R., Agarwal, N., 2024). Today, we are all witnesses of the further active evolutionary
development of scientific thought in the direction of moving away from the qualification of the green
economy as an industrial subsystem to a qualitatively new, post-industrial paradigm. It is primarily



about a systematic transition from a linear understanding of the connections between economic, social
and ecological aspects of social development to their comprehensive understanding taking into
account circular approaches (Dovgal, O., Borko, T., Miroshkina, N., Surina, H., & Konoplianyk, D.,
2024; (Prokopowicz, D., 2022). Scientists (Krysovatyy, A., Zvarych, R., Zvarych, I., Reznikova, N., &
Homotiuk, V., 2021; Mercy, T., 2023) investigate the specifics of the implementation of national
strategies for green transformation and green growth management, as well as study the impact of
decarbonization of industry in the context of macroeconomic stability challenges (Melnyk, T.,
Reznikova, N., & lvashchenko, O., 2020; Diluiso, F., B. Annicchiarico, M. Kalkuhl, and Minx J. C.,
2021; Abdelli, M., & Batsaikhan, U., 2022; Schoenmaker, D. & Tilburg, R.V., 2016; Van Lerven, F.
& Ryan-Collins, J., 2017). The study of the system of internationally institutionalized rules,
principles, norms and regulators of greening processes contributes to a critical understanding of the
potential of monetary and fiscal instruments for promoting decarbonization and combating climate
change (Reznikova, N., & Grod, M., 2023).

Main results of the research. The EU has already recognized that the existing economic
approach, according to which private investments determine the direction of development, without
interfering in what, how and why companies (plants and factories) produce, is losing its relevance.
And that is why the states will have to formulate and consolidate with relevant legal acts a clear and
comprehensive understanding of sectoral climate goals with the subsequent inclusion of these goals
in the process of economic decision-making. After all, the creation of new markets while gradually
closing existing ones implies the creation of transparent rules of the game. This involves approving
requirements for subsidizing instruments, taxation, permitting procedures, providing grants for R&D,
as well as developing new infrastructure solutions and state funding mechanisms. Therefore,
governments, and not "spontaneous” markets, will have to take on the authority to coordinate pricing
mechanisms, as well as develop principles for attracting investments and applying uniform rules for
regulating economic activity (Reznikova, N., & Grod, M., 2023).

Of course, this will require a demonstration of political will and an appeal to national interests.
It is at this stage that demarcation lines may emerge, which will demonstrate the multidirectionality
of strategic planning at the level of EU member states and the difficulty of bringing to a common
denominator the proposed way of implementing green transition initiatives. After all, today it will be
necessary to look behind the scenes of the future and determine the list of production and sales chains
that could potentially be in demand from the standpoint of national security in 2050. Moreover,
minimizing the social consequences of the green transition involves a return to clear planning and the
development of preventive measures to curb potential disturbances in society.

One of the examples of such strategizing is the Circular Economy Action Plan. The circular
economy involves a radical change in the organization of production and consumption — from a
linear growth model (extraction, production, disposal) to a sustainable alternative (recycling, reuse,
recycling, sharing), when waste becomes a resource. But since there is no economically justifiable
benefit in preventing waste generation given the availability of resources that can be extracted and
developed, national and local governments will have to subsidize such circular production and
encourage the reuse of waste.

It will not be possible to avoid competition between methods of processing waste into energy,
which will be preferred in different EU countries in an uncoordinated manner. For example, waste-
to-energy (WTE) plants require significant investment, so private operators typically force
municipalities to commit to waste for several decades, often up to 50 years. WTE cannot be
considered as a single solution to waste problems, but should be integrated into a single solid waste
management system, adapted to specific local conditions, taking into account the structure of such
waste, the features of its collection and recycling, the share the shadow sector of the economy,
environmental problems, methods of financing, cost of resources and other aspects. At the same time,
the United Nations Environment Program has warned that WTE can create a blocking effect: a certain
amount of waste is required for the operation of factories, which in turn does not interfere with the
prevention of their formation. In this connection, there are increasingly calls to return to state
ownership, because then profit will not be prioritized over environmental considerations. The most
circular capital of the EU is considered to be Ljubljana in Slovenia, where a waste processing plant
based on WTE technology is financed and managed by the state. At the same time, waste processing



is carried out together with waste minimization measures and a municipal waste collection system
that encourages waste sorting for recycling at home.

It is clear that the green transition can lead to the loss of competitive positions by European
companies based on the price criterion. Therefore, a number of instruments have already been
developed to help them protect against external competition, such as the "Mechanism for the
Regulation of Carbon Borders through the Emissions Trading System" (ETS, but in view of the
proposals to supplement this system, it is already designated as ETS1), the package of measures "Next
Generation EU" and "Readiness 55" ("Fit fo 55" proposals, 55 is the percentage of emission reduction
until 2030 according to the Paris Agreement, which the EU undertook) (Agora Energiewende and
Ecologic Institute, 2021).

The package of legislative initiatives "Fit for 55" envisages the following goals: by 2030, 40%
of the produced energy should be provided from renewable energy sources (previous goal - 32%); by
2030, the share of primary and final energy consumption will decrease to 39-41% and 36-37%,
respectively; by 2030, carbon emissions from new cars should be reduced by an average of 55%
compared to 2021, and from 2035, the sale of cars with an internal combustion engine will stop
altogether in the EU, and the number of charging stations for electric cars will increase; from 2023,
the aviation and shipping sectors will also be involved in the expanded EU emissions trading scheme,
in particular, it is proposed to introduce a so-called "kerosene" tax on air travel, which may affect the
price of tickets. The ReFuelEU aviation initiative aims to reduce carbon emissions by increasing the
amount of green jet fuel used in the EU (Pilszyk, M., Lipinski, K., Miniszewski, M., 2024).

To build up sustainable aviation fuels (SAFs), the EU intends to introduce a fuel blending
mandate. All planes departing from EU airports will have to refuel with green aviation fuel, the
minimum share of which should be 2% in 2025, and 5% in 2030. Similarly, the FuelEU Marine
Initiative will encourage the use of sustainable marine fuels and zero-emission technologies by
introducing targets to reduce the carbon content of the fuel used by ships calling at European ports.
Over time, these restrictions will become stricter, and therefore the construction of ships focused on
the use of alternative energy sources, as well as the construction of sustainable marine infrastructure
(refueling complexes, a service network for conversion and technical operation of ships) will be
actualized (Chala, V., Bozhanova, V., Niameshchuk, H., Hlushchenko, A., 2021).

"Fit for 55" envisages that from 2023 the transitional three-year phase of the implementation of
the carbon border adjustment mechanism (CBAM) will begin, which will be applied to the import of
steel, fertilizers, aluminum, cement and electricity, and its full implementation is expected from 2026.
This measure is aimed at protecting European business from environmental dumping and preventing
"carbon leakage" in situations where European businesses, for example, plan to move outside the EU
to avoid paying for CO2 emissions. The CBAM mechanism actually imperatively encourages the
EU's international partners to take steps in the same direction. CBAM will operate in addition to the
European emissions trading system, but instead of quotas, special CBAM certificates will be
introduced, which will be purchased in the EU by importers of products according to the volume of
emissions. Certificate prices will be calculated based on the average auction price of quotas within
the EU ETS.

ETS (and, in fact, ETS1) covers greenhouse gas emissions of large enterprises in the energy
and manufacturing sectors. These enterprises must measure and report emissions from their
production facilities and must use carbon credits (quotas) accordingly. They either buy such "carbon
credits” on the ETS1 or use allowances issued to them for free, as is the case in many industrial
sectors, such as steel and cement production.

However, in construction and road transport in the EU, 70% of emissions fall on households .
This became the reason for the creation of a new EU carbon market for heating and road transport
(ETS2). Given the complexities that will inevitably arise in forcing 200 million households to report
emissions from heating their homes and using cars, the reporting and monitoring obligations under
the newly established ETS2 will fall on fossil fuel suppliers. And therefore, according to ETS1 and
the proposed ETS2, companies transfer the costs of their own emissions to end consumers. But in the
case of ETS2, investment decisions will largely depend on consumers, since, for example, the
transition to low-carbon heating systems, increasing the energy efficiency of buildings, and the
transition to low-emission modes of transport will be entrusted to them (Gérlach, B., Jakob, M.,



Umpfenbach, K., Kosch, M., Pahle, M., Konc, T., Brehm, J., Feindt, S., Pause, F., Nysten, J., Abrell,
J., 2022). At the same time, alternatives to fossil fuels may not be available to all families, for
example, due to a lack of financial resources for energy modernization, poor access to public transport
(distant or high-quality), lack of charging infrastructure in sparsely populated areas, not to mention
the availability of electric vehicles (Gorlach, B., Jakob, M., Umpfenbach, K., Kosch, M., Pahle, M.,
Konc, T., Moore, Nils aus dem, Brehm, J., Feindt, S., Pause, F., Nysten, J., & Abrell, J., 2022).
Therefore, it is clear that the creation of a new EU carbon market for heating and road transport will
not only exacerbate existing social problems, but also cause political escalation.

The ETS market mechanism entails price uncertainty, as the price of carbon depends on the
demand for carbon allowances. In the already existing EU carbon market (ETS1), the CO2 price has
ranged from €5 to €60 per tonne over the past five years. In the EU, the 10% of households with the
lowest income spend almost 10% of their income on energy, excluding transport costs. According to
calculations, a CO2 price of €100 per tonne would increase the road transport and heating bills by
around 25% (Acworth, W., Schambil, K., and Bernstein, T., 2020). This could have dramatic
consequences for those who rely on fossil fuels, or for those living in rural or suburban areas who
rely heavily on gasoline and diesel cars for daily transportation. Today, at least 35 million (7%)
Europeans cannot afford adequate indoor thermal comfort, and 90 million (20%) EU citizens face
difficulties accessing public transport (Rosendahl, K. E., 2019). Therefore, the declared "green
transition™, if it is also "fair”, will require deeper structural changes, for example, thanks to the
increase in the amount of "green™ investments for low-income or low-income families. That is why
it was proposed to start the Social Climate Fund (SCF).

The SCF will support EU member states in financing measures to mitigate the social
consequences of ETS2 both in the form of social compensation (temporary income support) and in
the form of green investments for the most vulnerable citizens and micro-enterprises. To gain access
to funding, member states will have to submit social climate plans for approval to the European
Commission and undertake to co-finance at least 50% of activities and investments. The SCF will
start operating in 2025 (one year before the proposed ETS2 is launched) and is expected to operate
with €10 billion per year, based on an estimated carbon price of €48 per tonne (Schmidt, L., 2020).
In general, the Social Climate Fund will mobilize 144.4 billion euros by 2032 for a socially just
transition. The SCF will be financed by the EU budget, and from 2026 it will also receive 25% of the
revenues from the trading of allowances for companies to pay for emissions related to heating homes
with fossil fuels and from road transport, which will be controlled by the new ETS2 system. The start
of social compensation before the implementation of ETS2 is an important component of initiatives
to increase the social acceptability of the green transition. But given the time limits projected for the
Social Climate Fund, there are doubts that green investment aimed at protecting vulnerable families
from rising prices will hit the mark;, as it is too late to do so just a year before ETS2 is introduced.

The reason for the transition to investments in renewable energy sources and the rejection of
investments in non-renewable ones lies not only in the planning horizon (because it is believed that
existing technologies give a current, short-term effect, and renewables can provide production
benefits in a longer term). Institutional pressure on manufacturers is no less important. The increase
in long-term productivity will offset the economic costs associated with reducing current production.
Therefore, increasing the long-term rate of profit from mining ultimately stimulates investment and
growth.

The inevitability of the transition period and intertemporal compromise, which have to be faced
during the restoration of natural capital, is obvious. Inefficient, unsustainable and excessive use of
resources in the past is an obvious fact. The paradox is that the countries that went through the stage
of rapid industrialization of the 19th and 20th centuries ("unsustainable™ in today's terms of the UN
Sustainable Development Goals) and took full advantage of its benefits are now shifting the
responsibility for global warming to other states, regardless of today's level and their development
needs. And the contribution that countries must provide to reducing CO2 emissions is calculated as
the "average temperature in the hospital”. After all, the Paris Climate Charter states that "countries
adopt ambitious plans to prevent climate change." According to this, all countries together will reduce
CO2 emissions on the planet by 50%: some - more, some - less. But definitely - ambitious!
Governments, incited by ambitions to get to the top of the "green transformer countries”, refuse



serious calculations of socio-economic, humanitarian consequences of the "green transition"
(Prokopowicz, D., 2022). At the same time, the amount of investments necessary not only for
adaptation to the new economic reality, but also for mitigating the consequences of the transition,
taking into account the country's industry specifics, is not analyzed. And the less economically
developed a country is, the more severe economic consequences it expects from excessive ambition.

It is also necessary to determine the side effects of policy in the process of implementing the
"green growth” model, which arise in a situation where political intervention in the functioning of
some sectors of the economy fundamentally changes the nature of compromises in others. In this
case, economy-wide "coordination problems™” can be a serious impediment to growth (Melnyk, T.,
Reznikova, N., & lvashchenko, O., 2020; Diluiso, F., B. Annicchiarico, M. Kalkuhl, and Minx J. C.,
2021. And the question lies not only in the country's ability to produce new technologies, introduce
them into the production process and promote their application in foreign markets, so as not to remain
in the status of an eternal hostage to the consumption of imported technologies, the "poor relative™,
exchanging their raw materials for them in unimaginably terrifying proportions . The problem is that
under the proposed innovations in the way of the "greening” of industry, the need to create a
completely new type of production is often masked, which can be compared to the closure of the
existing one, and therefore, a violent rejection of the country's specialization. It is the kind of raw
material specialization that was actually imposed on the countries of the second and third world by
the global market, promoting liberal and neoliberal theories of comparative advantage.

There is no doubt that if CO2 emissions are reduced through the transition to cost-effective low-
and zero-carbon energy supply and energy efficiency, the strengthening of CO2 bans will have less
impact on growth. It is implied that the transition to a low-carbon economy can be achieved without
a significant negative supply shock if sufficient investments in low-carbon energy sources are made
at an early stage. We emphasize: "in the early stages.” If the country has not done this, growth will
slow down and move into negative indicators. Inflation rate volatility may also increase as the share
of bioenergy increases, as energy and food prices may be affected by the same weather shocks.
Although this effect can be mitigated by a gradual reduction in the share of food and energy in the
population's consumption basket (and hence the effect on the consumer price index) as countries
become richer. But in poor countries, the shift towards bioenergy is expected to cause inflationary
pressure and further impoverishment of the population. Moreover, in the context of climate change,
which affects weather conditions, the issue of food security in general will become key.

Conclusions. The main source of risk for the country's macroeconomic stability is populist
environmental policy and climate policy. Some of the tools proposed by environmental populists,
including interventions such as CO2 pricing, impose a burden on economic activity, at least in the
short to medium term. As compliance with environmental regulations forces companies to limit
production or direct certain resources to reduce emissions, this has a negative impact on profitability,
productivity, employment and, ultimately, GDP. From the point of view of monetary policy, climate
policy, which affects the final prices of producers through its fiscal instruments, is expected to
provoke a negative shock on the supply side. By setting a price on carbon, regulators seek to
discourage the production and consumption of high-emission goods. The carbon price is set through
a carbon tax or through a system of limiting emissions, in particular, the Emissions Trading System
(ETS). ETS works on the cap-and-trade principle. The government sets a cap or limit on the total
volume of emissions in one or more sectors of the economy. Companies must have permits for each
unit of emissions, which they can obtain for free or buy from the state, as well as from other companies
through a specially created market. The question lies in the amount of funds and their sources.
Countries burdened with a debt burden (those sitting "on a credit needle™), budget deficits, and an
underdeveloped stock market initially acquire the status of "outsiders." And the clichés about "perfect
competition”, "market economy”, "equal opportunities” that are replicated at the same time become
a weapon that shoots at defeat.

Within an allowance trading system, the price of carbon emissions is set indirectly: a regulatory
body sets the total allowed emissions, and then the price of carbon is set through the allowance
market. A one-time increase in the price of emissions usually has only a temporary effect on the
inflation rate, provided agents recognize that it is a one-time change. Such a policy has the effect of
raising the price level, and the inflation rate will quickly return to its original level. At the same time,



the relative price of carbon-intensive goods will be constantly higher. In addition, emission costs are
almost entirely passed on to wholesale electricity prices. According to observations of the impact of
the ETS system on wholesale electricity prices in 20 European countries and calculations by European
scientists, it was found that a significant share of the cost of CO2 emission allowances (which are
freely distributed) is transferred to electricity prices, as a result which increases prices for consumers.
The ETS carryover ratio was particularly high in the carbon-intensive electricity and metallurgy
industries, which are characterized by limited internal competition.

Since the introduction of carbon pricing has a one-time temporary effect on inflation, monetary
policy authorities usually monitor this effect to avoid raising interest rates and depressing the
economy. Both the physical aspects of climate change and the transition to a low-carbon economy
are major structural changes that will require systemic transition and innovation in many sectors of
the economy. Both physical risks and transition risks associated with climate change can potentially
affect long-term growth, and therefore require a review of the Central Bank's ability to use monetary
policy instruments to ensure price and financial stability.

To implement the mentioned plans of greening economy, it is necessary to use the potential of
macroeconomic regulation (monetary and credit and tax-budgetary policy), review the "ceiling" of
the permissible budget deficit and determine priority areas for making capital investments. At the
same time, the reduction of intra-European competition will be facilitated by the coordination of
industrial development strategies of the EU member states, and, therefore, the volumes of state aid
and subsidies related to the functioning of ETS1 and ETS2. Such large-scale government
interventions at the national and supranational levels of the EU will be able to launch the green
transition. After all, no one will be able to create a "new green reality" relying on the market.
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