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ur blue planet, which doesn’t have unlimited
Q resources, is experiencing today not only

economic transformation, but also serious
crises arising from global warming and climate change.
It doesn't seem possible to sustain the linear economic

system which creates anincrease in resource scarcity
riskand increases the threat.

A new vision focused on sustainable development and
social welfare, by which the needs of next generation
are observed and today’s needs are metin a balanced
manner, should be putinto practice with common
sense. At this point, new approaches changing the
game itself instead of its rules, referred to as the
“Green Deal” or “Green Transformation” by the

EU and as the “Green Order” by the USA, are being
introduced.

As Turkey, like in the Digital Transformation which will
create aleverage effectin the competitiveness of our
economy and our SMEs, itis gaining importance for

us to go into action as soon as possible in the “Green
Deal” process as well, for the sake of our common
future for new and creative solutions such as circular
economy, carbon border adjustment mechanism and
Paris Climate Agreement. Not only states, but also the
business world and non-governmental organizations
and private sector have important responsibilities for
the success of the UN's Sustainable Development
Goals for 2030.

There are 3.2 million SMEs in Turkey operating in the
industry and service sectors, compared to 7 thousand
large companies. Like in the world, our SMEs have

a strategic importance in our country in spinning

the wheels of economy and in the supply chain.
Considering that 40 percent of our exportis carried out
by SMEs, a new period is starting, in which new rules
and implementations to be created within the scope of
the “Green Deal” will be putinto use in the economic

relationships to be established in the new period,
not only with the EU, but also with all countries
with which the EU does business.

For the competitive power of our SMEs, itis
becoming more important than ever to build a
new economic model focused on “Digitalization”
and “Green Transformation”. It seems to be the
most correct and comprehensive solution area

to address the Green Deal from the perspective
of SMEs in the process of updating the Customs
Union between the EU and Turkey.

Accordingly, our report on the European Green
Deal and SMEs includedinits centerline the
“Green Transformation” which is one of the
focused fields of study in the new period of
TURKONFED in cooperation with KAS. While the
report aims to raise awareness about the green
transformation opportunities in our SMEs which
have many collective effects, although their
effectsin terms of environmental footprintis
less, it also lays emphasis on the adaptation of
SMEs to the Green Deal process for the sake of
maintaining their competitiveness.

I would like to extend my thanks to Assoc. Prof Dr.
Nazli Karamollaoglu, TURKONFED’s Economic
Consultant, who authored our report, and Assoc.
Prof Dr. Ering Yeldan and Assoc. Prof Dr. Ahmet
Atil Asicl, the peer reviewers of the report.
Digitalization and Green Transformation are not
aluxury for our SMEs, but an obligation for them.

I believe that our report will lead the way and
contribute to our country, our economy and our
SMEs in the start of the sustainable development
journey focused on digitalization leverage and
green transformation in world trade.

Bestregards,
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YONETICiI OZETI

vrupa Komisyonu Aralik 2019'da 2050
A yilina kadar Avrupa'yi iklim nétr hale

getirmeyi ve ekonomik bUyUmenin
kaynak kullanimindan ayristirilarak Avrupa
Birligi (AB) ekonomisinin sUrdUrdlebilir olmasini
amaclayan Avrupa Yesil Mutabakati’'ni (AYM)
yayimlamistir. AYM'de kapsamli bir politika
tasarimi 6ngdrilmis, bu sUrecte ingaat, tarim,
enerji gibi sektdrel yaklagimlarin yaninda, sifir
kirlilik aksiyon plani, biyocesitlilik stratejisi,
iklim gibi farkli politika alanlarina odaklanan
ve sektdrel hedefleri destekleyen stratejiler
olusturulmustur. AYM sUrdUrUlebilir kalkinma
hedeflerini politika tasarimi ve aksiyon
sUrecinin merkezine konumlandirirken, ekonomi
politikalarinin ana motivasyonu surdUrUlebilirlik
ve halkin refahiolmaktadir.

Bu dénUsUm Avrupa'da baslayacaktirama

bu hedeflere Avrupa'nin tek basina ulasmasi
imkansizdir. BuddnUsimuUn uluslararasi
platformda uygulanmasini saglayan 6nemli

bir kanal, iklim Eylem Plani'nin araglarindan

biri olan ve en ge¢ 2023 yilinda uygulamaya
gecirilmesiplanlanan Sinirda Karbon
DUzenlemesi (SKD) mekanizmasidir. Bu
mekanizma ile AB Uretiminin, 6zellikle Enerji
Yogun Ticarete Acik (EYTA) sektérlerinde,

daha gevsek iklim standartlarina sahip Ulkelere
kaydirilmasindan kaynaklanan karbon kagagi
riskinin azaltilmasi amaclamaktadir. Karbon
kacaginin varligl AYM'nin genel amaci ve ayrica
Paris Anlagmasi'nin hedefleriile gelismektedir.
Bu yeniuygulamanin detaylari ve hangi sektorleri
kapsayacagi heniz netlik kazanmasa da
SKD'nin AB’nin iklim degisikligiile mUcadele
konusunda temel araglarindan biri olan Emisyon
Ticaret Sistemi'nin (ETS) uluslararasi alana
genisletilmesi seklinde olma ihtimalinin yUksek

oldugu degerlendirilmektedir. Bu dizenleme
ile agirlikli olarak karbon yogun sektorlerde
faaliyet gosteren ihracatgilarin maliyet kanaliile
etkilenmesi beklenmektedir.

AYM'nin TUrkiye ekonomisine etkisi SKD'nin

yani sira ddngisel ekonomi kanaliile de
gerceklesmesi beklenmektedir. AYM
kapsaminda sunulan DéngUsel Ekonomi Eylem
Plani'nda iklim ndtr ve dongisel Urdnlerin
Uretimi amaclanmaktadir. DongUsel Ekonomi
Eylem Plani'nin bir pargasi olan sUrdUrUlebilir
Oron politikasiile 6zellikle tekstil, insaat, plastik
ve elektronik gibi kaynak yogun sektorlerde
Uretilen tUm OrUnlerin dongUsel tasariminin
6nemivurgulanmaktadir (Avrupa Komisyonu,
2020a). Kaynak verimliligi kapsaminda énemli bir
stratejiolan déngUsel ekonomide hammadde
ve enerji kullanimini azaltilmasi, atik olusumunun
kontrol altina alinmasi ve enerji kaybinin
minimize edilmesi amaclanmaktadir.

AB, TUrkiye'nin, 2019 yilinda ihracat ve ithalatinin
siraslylayUzde 42'sini ve yUzde 32'sini karsilayan
en bUyUkihracat pazari ve ithalat saglayicisidir.
TUrkiye'nin Avrupaile gucli uluslararasi baglari
g6z 6nine alindiginda, Turk isletmelerinin
Avrupa tarafindan AYM kapsaminda uygulanacak
politikalardan haberdar olmalari &nem
tasimaktadir. BuddnisUmde, TUrkiye'de toplam
cironunyarisini ve istihdamin yizde 72,4 0n0
olusturan kUcUk ve orta 6lcekliisletmeler
(KOBI'ler) nemli bir rol oynamaktadir. Ayrica,
Turkiye'nin ihracatinin yizde 37'si KOBI’lerden
kaynaklanmaktadir (TUIK, 2020b).

AYM'nin Birlesmis Milletler'in 2030 GUndemi ve
SUrdUrUlebilir Kalkinma Amagclari kapsaminda
hayata gecirilen stratejilerin 6nemli bir pargasi
oldugu disunildigunden bu ddnisUmin

ayni zamanda ekonomik b0yUmenin gevresel
faktorlerle uyumlu hale getirilmesini hedefleyen
yesil blyUmenin de kataliz6ri oldugu



degerlendirilmektedir. Yesil blyUme Birlesmis
Milletler Cevre Programi (UNEP) tarafindan
isletmelere yeni firsatlar sunacak, toplumsal
esitligi ve toplumsal refahi artiran ve ayni
zamanda ¢evresel riskleri ve ekolojik kitliklar
azaltmayiamaglayan bir b0yUme modeli
olarak tanimlanmaktadir. Bu perspektifte
disUnildUginde beklenen dénUsimun iklim
hedefleriyle uyumlu ve Turkiye'nin ekonomik
gelisimini ve bUyUmesini destekleyen bir
bUyUme stratejisi olarak kurgulanmasi &nem
tagimaktadir. Ozellikle AYM ile baglayan
degisimin &nemli bir parcasini olusturan

Dongusel Ekonomi Eylem Planiile KOBI'ler dusik

karbonlu ekonomiye gegis sirecinde gerekli
uygulamalaribenimseyerek bu dénisimuin
katalizdr0 olma konusunda potansiyel
olusturmaktadirlar. KOBI'ler bu rollerinin yani
sira yenilikci kapasiteleri ve motivasyonlari
sayesinde yesil ddGnUsUmUNn sundugu
firsatlardan yararlanarak hemistihdam hem de
katma deger yaratma kapsamindaitici gu¢ olma
konumuna sahiptirler.

2012 yilinda “Orta Gelir Tuzag|” kavramini gindeme
getiren TURKONFED bu tuzaktan gikis stratejisi
kapsaminda yUksek teknoloji, yUksek verimlilik ve
yUksek katma degerli Uretim ve ihracat konusunda
yolalinmasi gerekliliginin altini gizmistir. Bu
cercevede AYM'nin gelismekte olan Ulkelericin

bir engel olarak dUsUnUlmesinden ziyade bir

firsat olarak degerlendirilmesi 5nem tagimaktadir.
KOBI'lerin toplam Gretim ve istihdamdaki

paylari d0sUnUldiginde bu degisimde kilit rol
oynamaktadirlar. Bunedenle AYM'nin bir blyUme
stratejisi olarak kurgulanip, KOBI'lerin mevcut
kirilganliklari disUnUlerek gerekli politikalarin yUksek
teknoloji, yUksek verimlilik ve yUksek katma degeri
hedefleyen bir amac¢ dogrultusunda olusturulmasi
6nem tasimaktadir.

Calismanin ana bulgulariasagida 6zetlenmektedir:

2» Tom OECD Ulkeleriarasinda son dénemde
(2010-2018) en yUksek sera gazi artisi kaydeden
Ulke TUrkiye'dir. Diger taraftan yenilenebilir
enerji Uretiminde kapasite artigi olumlu
olmakla birlikte toplam enerjiihtiyacinin

artmasina paralel yenilenebilir enerjinin

! Yesil biiyiime kavrami, 2012 Rio + 20 Siirdiiriilebilir Kalkinma Konferansnda ana tema olarak ortaya ¢iktiktan sonra iklim degisikligi ile ilgili sorunlara siklikla ¢6ziim olarak

ortaya sunulmaktadir (Dale ve digerleri, 2016).
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toplam enerji kaynaklariicindeki payinda
dnemli bir artis gdzlenmemektedir. iklim
muicadelesi kapsaminda kdmuUrin enerji arzi
kompozisyonundaki payinin dosUrilmesive
halen bircok AB Ulkesinde de devam eden fosil
yakit tesviklerine iliskin uygulamalarin sona

erdirilmesi Gnem tasimaktadir.

Hava kirliligine iliskin gostergelere
baktigimizda Turkiye'de &zellikle kirli hava
maruziyeti (PM2.5) OECD ortalamasinin oldukca
UstUnde seyretmektedir ve buna paralel erken
olomler ve bu 6lomlere iliskin hesaplanan refah
maliyeti (welfare cost) yUksektir. Belediye
atik ydnetimi konusunda da TUrkiye OECD
ortalamasinin oldukga altindadir. Avrupa
Ulkelerinde artik uygulamada olmayan kentsel
atik depolama alanlari Turkiye'de yaygin bir
sekilde kullanilmakta ve kentsel atiklarin yaklasik
yUzde 90’1 araziye doldurulmaktadir.

Kaynak verimliligiile cevre Uzerindeki etkilerin
minimize edilerek kaynaklarin s0rddrilebilir bir
sekilde kullanilmasi ve daha az girdiile daha gok
Uretim yapilmasi hedeflenmektedir. TUrkiye'de
2011-2017 déneminde malzeme tUketimiylzde
8 artis kaydetmistir, bu oran OECD Ulkelerinin
genelinde yUzde 7 dUsmuUstir. Malzeme basina
Uretilen cikti olarak adlandirilan malzeme
verimliligi 2010-2017 yillari arasinda OECD
ortalamasinin altinda seyretse de,

2011-2017 déneminde artis kaydetmistir.

TUrkiye cevreile iliskilendirilebilecek vergi
yUkU konusunda OECD ortalamalarinin Ozerinde
olmakla birlikte bu vergilerin mevcut ¢cevresel

gostergelerin performansina yansimasi sinirlidir.

Devletin gevre ile ilgili AR-GE harcamalari,
toplam AR-GE harcamalariicerisinde diger
OECD Ulkelerine oranla ki¢Uk bir paya sahiptir.
Bu durum eko-inovasyon 6niunde engel teskil
etmektedir.

SKD ile maruz kalinacak vergi ve ek maliyetler
6nUmizdeki ddnemde &zellikle bUyUk dlcekli firmalar
icin 6nemli bir maliyet unsuru olabilecektir. Diger
taraftan KOBI'lerin ihracatlarinin toplam satiglari
icindeki paylarinin bUyUk sirketlere kiyasla daha az
olmasi SKD ile olusmasi beklenen maliyet unsurlarinin
KOBI'ler Uzerinde ilk etapta sinirli olabilecegini
gostermektedir.

SKD'nin etkileriiki boyut g6z dnUnde
bulundurularak degerlendirilmistir: 1) Sektérel ve
6lcek bazinda hesaplanan ABihracat yogunlugu
(ABihracati/toplam ciro); 2) Sektérel dizeyde
hesaplanan ETS'nin ima ettigi vergi orani. Bunun
sonucunda:

SKD'nin etkileri 6zellikle mikro ve kUgUk
isletmelerde AB'ye olan dUsUk ihracat yogunluklari
nedeniyle sinirli kalmaktadir.

SKD'nin blyUk ve orta élcekte faaliyet gosteren
Ureticilerin deger zincirleri boyunca tedarik
kararlarini etkileme ihtimali vardir. Bunun
sonucu olarak daha bUyUk sirketlerin tedarikgisi
konumunda olan mikro ve kUgUk 6l¢ekliisletmelerin
SKD sonucu dolayli olarak etkilenmeleri
muhtemeldir.

SKD'ninilk dénemlerinde ana metal sektérinde
faaliyet gosteren orta ve biyUk 6lgekte firmalar
“goreceriskli” olarak degerlendirilmektedir.
SKD'nin olgunluga eristigi ddnemde tim sektorleri
kapsayacagl 6ngorisU altinda orta 6lcekte tarim,
maden ve gida sektdrlerinin, biyUk dlcekte ise
kok k&mUrU ve tarim sektorlerinin etkilenmesi
beklenmektedir.

KOBI'lerin yesil ekonomiye gegis sUrecinde
karsilastiklari firsatlar, kaynak verimliligi kanaliyla
kazanilan maliyet avantaji, yeni marketlere erisim
firsatlari ve eko-inovasyon olarak siralanmaktadir.
Flas Barometre Anketine (2018) gére



TUrk KOBI'lerinin yUzde 12'si kaynak verimliligi
aksiyonlarinin Uretim maliyetini “énemli
6lcUde" azaltan, yizde 32'siise Uretim
maliyetini “kismen azaltan” bir faktér olarak
degerlendirmektedir.

Torkiye'de yesil Urin satan KOBI'lerin orani
AB ortalamasinin oldukg¢a altinda ve calismada
yer alan Ulkeler arasinda son siralarda
gelmektedir.

Yesil UrUn ve hizmet yelpazesini olusturma
ve genisletme kapsaminda Tork KOBI'lerinin
en ¢cok mali tesvik ve danismanlik ihtiyaci
bulunmaktadir.

KOBI'lerin yesil ekonomiye gegiste
karsilastiklarren Gnemli engeller, belirsizlik
(talep, getiri, dUzenleme), finansal kaynaklarin
yetersizligi, farkindalik ve isgUcU eksikligi olarak
siralanmaktadir.

TOrk KOBI'lerinin yUzde 40'1nin kaynak
verimliligini artirma konusunda higbir
yatirim yapmadigi gdzlenirken, ylzde 29'u
cirosunun yidzde 5'inden az bir kismini kaynak
verimliligine ayirmistir.

Kaynak verimliligi aksiyonlarinin Oretim
maliyetlerini “6Gnemli 6lcUde arttirdigin”
belirten KOBI yUzdesi diger AB Ulkelerinin
oldukga Uzerindedir. Bu durum kaynak
verimliliginin Uretim maliyeti Ozerindeki
pozitif etkileri konusunda rehberlik ihtiyacinin
gerekliligini ortaya koymaktadir.

Kaynak verimliligi konusunda idari veya
yasal prosedirlerin karmasikligl, cevresel
eylemlerin maliyeti, cevresel uzmanlik
eksikligi, talep eksikligi ve dogru kaynak
verimliligi eylemlerini segcme konusunda bilgi
eksikligi en cok karsilasilan zorluklardir.

TUrkiye, Paris Anlasmasi’'niimzalamis
olmasina ragmen statUsUne iliskin belirsizlik

KOBITerin vesil ekanomive 0ecise
arsiasiiklan en onemii
enoeller belirsizik (alep, ot
duzenieme), finansal kaynaklarn
VBIRrSizNdl Tarkindalk ve sgict
ekSIkIioi olard
Sralanmaiat

nedeniyle onaylamamistir. Diger taraftan TUrkiye

Paris Anlasmasi’'na taraf olmamasinaragmen, 2030
yiliitibariyle gerceklestirmeyi &ngérdUg0 “Niyet

Edilen Ulusal Katki” (INDC) beyanini 2015 yilinda yUzde
21'e varan artistan azaltim olarak Birlesmis Milletler
iklim Degisikligi Cergeve Sozlesmesi (BMIDCS)
Sekreteryasi'na sunmustur. TUrkiye INDC'si Isinmayi
2°C'nin altinda tutmak ile uyumlu olmadigindan “kritik
derecede yetersiz” olarak degerlendirilmistir (Climate
Action Tracker, 2018). Bu durum TUrkiye'nin 6nUmuUzdeki
dénemde iklim finansmani kaynaklari erisimine yonelik
risk olusturmaktadir.

- '

Cevre politikalarinda KOBI ve yesil bUyumeye iliskin
hedefler sunulmakla birlikte, bunlarin KOBI'lerde de
uygulanmasina yonelik politikalarin daha sinirli kaldigi
gdzlenmektedir. KOSGEB ana uygulama organi olmakla
birlikte yesil blyUme kapsaminda ilgili faaliyetlerin
koordinasyonu konusunda ilerleme kaydedilmesi
gerekmektedir. KOBI'lerin yesil ekonomiye gegisinde
planlanan politikalar kadar bu sireci hizlandiran tesvikler
ve dizenlemeler nem kazanmaktadir. KOBI'lerin
mevcut kirilganliklar g6z 6ninde bulundurularak iklim,
cevre ve istihdam politikalarinda tamamlayici bir
yaklasimile bu sUrece uyum saglanmasi gereklidir.
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EXECUTIVE SUMMARY

n December 2019, the European Commission

published the European Green Deal

(EGD), which aims to make Europe climate
neutral by 2050 and to make the EU economy
sustainable by decoupling economic growth
fromresource use. Acomprehensive policy
design was envisaged at the EGD, in addition
to sectoral approaches, such as construction,
agriculture and energy. Strategies that support
sectoral goals are presented in different policy
areas, such as the zero-pollution action plan,
the biodiversity strategy, and climate. While
the EGD positions sustainable development
goals at the heart of its policy design and action
process, the main motivation of its economic
policiesis sustainability and the well-being of
the population.

This transformation will begin in Europe,
however, it isimpossible for Europe to
achieve these goals alone. Animportant
channel that ensures the implementation

of this transformation on an international
platformis the Carbon Border Adjustment
Mechanism (CBAM), which is one of the tools
of the Climate Action Plan and is scheduled

to be implemented no later than 2023. This
mechanism aims to reduce the risk of carbon
leakage resulting from shifting EU production
to countries with looser climate standards,
especially in the Energy Intensive Trade Open
(EITO) sectors. The existence of carbon leakage
contradicts the overall purpose of the EGD, as
well as the objectives of the Paris Agreement.
Although the details of this new mechanism
and which sectors it will cover are not yet clear,
itis considered likely that the CBAM will be in
the form of aninternational expansion of the
Emissions Trading System (ETS), one of the
EU’s main tools for combating climate change.

Within this arrangement, it is the exporters who
operate mainly in the carbon-intensive sectors
that are expected to be affected most through
the cost channel.

In addition to the CBAM, the impact of the

EGD on the Turkish economy is expected to

be realized through the circular economy.

The Circular Economy Action Plan presented
within the scope of the EGD aims to produce
climate neutral and circular products, and

the sustainable product policy, part of the
implementation of the Circular Economy
Action Plan, aims to plan the circular design

of all products produced, especially those in
resource-intensive sectors such as textiles,
construction, plastics and electronics
(European Commission, 2020a). Being an
important strategy within the scope of resource
efficiency, the circular economy aims to reduce
the use of raw materials and energy to control
waste formation and to minimize energy loss.

The EU is Turkey's largest export market and
import provider, accounting for 42 percent and
32 percent of its exports and imports in 2019,
respectively. Given Turkey’s strong international
ties with Europe, itisimportant for Turkish
businesses to be aware of the policies that will
be implemented by Europe within the scope

of the EGD. In this transformation, small and
medium-sized enterprises (SMEs) that account
for half of the total turnover and 72.4 percent
of employmentin Turkey play animportant
role. In addition, 37 percent of Turkey's exports
originates come from SMEs (TURKSTAT, 2020b).

Since the EGD is considered to be animportant
part of the strategies implemented within

the scope of the United Nations Agenda

2030 and sustainable development goals,

this transformationis also considered to

be the catalyst for “green growth”, which



aims to harmonize economic growth with
environmental factors. Green growth is
defined by the United Nations Environment
Programme (UNEP) as a growth model that will
offer businesses new opportunities, promote
social equality and social well-being, and

also aim to reduce environmental risks and
ecological shortages.2 From this perspective,
SMEs play animportant role in limiting
environmental impacts when the expected
transformation is designed as a growth strategy
thatis compatible with climate goals and which
supports Turkey's economic development

and growth. In particular, within the Circular
Economy Action Plan, which forms an important
part of the change that begins with the EGD,
SMEs have the potential to be the catalyst for
this transformation by adopting the necessary
practices in the transition to a low-carbon
economy. In addition to these roles, SMEs

hold the position of being the driving force in
creating both employment and added value by
taking advantage of the opportunities offered
by the green transformation thanks to their
innovative capacities and motivations.

TURKONFED, which brought up the concept of the
“Middle Income Trap” in 2012, underlined the need to
move forward with high technology, high productivity
and high value-added production and exports

within the scope of its exit strategy away from this
trap. In this context, itisimportant that the EGD is
considered an opportunity rather than an obstacle for
developing countries. Due to their large share of total
production and employment, SMEs play a key role in
this change. For thisreason, itis important that the
EGD is established as a growth strategy and that the
necessary policies are designed in line with a final goal
aiming for high technology, high productivity and high
value-added considering the current vulnerabilities of
the SMEs.

The main findings of the study are summarized below:

» Turkey recorded the highest greenhouse gas
increase among all of the OECD countries for the
period covering 2010-2018. However, while the
capacity increase in renewable energy production

is positive, there is no significantincrease in the
share of renewable energy in the total energy supply
in parallel with the increase of total energy needs.

? After the concept of green growth emerged as the main theme at the 2012 Rio + 20 Conference on Sustainable Development, it is often presented as a solution to problems related

to climate change (Hickel and Kallis, 2019).
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Looking forward, as part of the climate battle,
itisimportant to reduce coals’ sharein the
composition of the energy supply and to end
the practice of fossil fuel incentives, which are
still utilized in many EU countries.

When we look at air pollution indicators, it can
be seen that, in particular, the mean population
exposure to particulate matter (PM2.5) is well
above the OECD average and the calculated
welfare cost for these deathsis high. Interms
of municipal waste management, Turkey is well
below the OECD average. Urban waste storage
areas, which are no longer in practice in many
European countries, are widely used in Turkey
and approximately 90 percent of urban waste is
disposed of through landfill.

Resource efficiency aims to use resources in
a sustainable way by minimizing their effects on
the environment and by producing more output
with less input. In Turkey, total domestic material
consumptionincreased by 8 percentin 2011-
2017, while in OECD countries a declining trend
(7 percent) was seen during the same period.
Material efficiency, defined as gross domestic
product per domestic material consumption,
was recorded as being below the OECD average
during the period 2011-2017. On the other hand,
its growth rate has been positive during this
time, implying animprovement.

The share of environmental taxes in GDP is
above the OECD average, however, the impact
of these taxes on the performance of existing
environmental indicators is limited.

Taxes to be exposed with the CBAM may be
animportant cost elementin the coming period,
especially for large-scale companies. In parallel
to lower exports to sales ratios (in comparison
to large companies) prevailing in SMEs the cost
impact, which is expected to occur with CBAM,
may be limited.

Research and development (R&D) expenditures

related to the environment have a small share in total
R&D expenditures compared to other OECD countries.

This situation is an obstacle to eco-innovation.

The effects of CBAM were evaluated in two
dimensions: 1) EU export density calculated on a

sectoral and scale basis (EU exports/total turnover); 2)
The tax rate implied by ETS calculated at the sectoral

level. As aresult:

For micro and small businesses, the effects of
CBAM are limited due to their low export density
tothe EU.

CBAM is likely to influence procurement
decisions across the value chains of
manufacturers operating on a large and
medium scale. As a result, micro and
small businesses that are suppliers of larger
companies are likely to be affected indirectly
by the CBAM.

In the early stages of CBAM, medium and
large enterprises operating in the basic metal
sector are considered “relatively risky”. It is
expected that, under the projection that
CBAM will cover all sectors when it matures,
medium sized companies in agriculture,
mining, and food sectors as well as large scale
companies operating in coke and agriculture
sectors will be also affected.

The opportunities that SMEs face during the
transition to the green economy are listed as a cost
advantage gained through resource efficiency,
opportunities to access new markets, and eco-
innovation. According to the Flash Eurobarometer
Survey (2018)

12 percent of Turkish SMEs consider
resource efficiency actions to be a factor that
“significantly” reduces the cost of production,
and 32 percent consider it a factor that partially
reduces the cost of production.



The proportion of SMEs selling green
products in Turkey is well below the
EU average and ranks last among the
countriesin the sample.

Turkish SMEs need financial incentives and
consultancy within the scope of creating and
expanding the range of green products and
services.

The mostimportant obstacles that SMEs
facein the transition to the green economy are
uncertainty (demand, return, regulation), lack of
financial resources, lack of awareness, and lack
of a skilled workforce.

It was observed that 40 percent of Turkish
SMEs made no investments in improving
resource efficiency, while 29 percent devoted
less than 5 percent of their turnover to
resource efficiency.

The percentage of SMEs that say that the
resource efficiency actions have “increased
significantly” their production costs is well
above that of other EU countries. This
situation demonstrates the need for SME
guidance on the positive effects of resource
efficiency on production costs.

Complexity of administrative or legal
procedures, the cost of environmental
actions on resource efficiency, lack of
environmenta expertise, lack of demand, and
lack of knowledge regarding choosing the
right resource efficiency actions are the most
common challenges faced by SMEs.

Although Turkey has signed the Paris
Agreement, it has not ratified it due to
uncertainty regarding its status. On the other
hand, although Turkey is not a party to the Paris
Agreement, it has submitted its “Intended
Nationally Determined Contribution” (INDC)
declaration to the United Nations Framework

1118 mostimporiant obsiacles
a7 SMES facg in e fransirion
0 N8 0reen economy are
ncerrainty (demand refum.
o0ulation). lack of financial
BSOUICES, Iack 0f awareness,
010K 0f & Skilled workiorce,

Convention on Climate Change (UNFCCCQ)
Secretariatin 2015 as areduction from an
increase of up to 21 percent. Turkey's INDC has
been categorized as “critically inadequate”, as it
is not compatible with keeping warming below
2°C (Climate Action Tracker, 2018). This poses
arisk to Turkey’s access to climate finance
resources in the coming period.

A)

D

Targets for SMEs and green growth are
presented in environmental policy documents;
however, it can be observed that the policies
for theirimplementation in SMEs are more
limited. Smalland Medium Enterprises
Development Organization (KOSGEB) is the
main implementation body, but progress must
be made in coordinating related activities
within the scope of green growth. Incentives
and regulations that accelerate this process
are as important as the policies planned for
the transition of SMEs to the green economy.
Considering the current vulnerabilities of
SMEs, itis necessary to adapt to this process
with a complementary approach to climate,
environment, and employment policies.
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PN E[]IVIPAHIS[]N OF TURKEY AND OEGD / ENVIRONMENTAL INDIGATORS

Reference: OECD. (2018a). /—\
a TURKEY OECD -
7 Emission Increase (2005-2018) 55% 2.2%
Municipal Waste Recycling ratio (2018) 12% 26%
0 0 Landfilling (2018) 88% 39%
Share of renewable energy in total energy (2018) 13,3% 10,6%
Environmental taxes, % of GDP (2019) 2,2% 1,5%

TURKISH SMES AND EU SMES

Reference:: Flash Eurobarometer 456 (2018)

¥

o
i While 40 A) of Turkish SMEs made no investments to inCrease

) o
resource efficiency, thisratio is 30 /o inthe EU

<><> While the tendency to receive external support in resource
. . o/ . .
efficiency remained at 7 /o in Turkish SMEs, the average rate was

- 22% in 28 EU countries.

As aresult of resource efficiency actions,

the production costs
Turkish SMEs EU28 SMEs
increased partially for16% of them increased partially for14% of them
increased significantly for 16% of them increased significantly for 4% of them
decreased for 44% of them decreased for 41% of them
didn’t change in 8% of them didn't change in 27% of them
/ ) ) 137 ) )
‘ While approximately o of Turkish SMEs provided green products and

o
services, this rate occurred as 24 A) inthe EU.
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EXPORT REPORT OF TURKISH SMES

Reference: Turkish Statistical Institute (2020b)

o
\: In 2019, SMEs carried out 37 A) of total export

o

Micro enterprises carried out 3.8 /o of total export
o

Small enterprises carried out 14.1 A) of total export

o
Micro enterprises carried out 1 8.7 /o of total export

>,
.

7/

—O N —

A In 2019, SMEs carried
U U out their total export
g

7 oy46% w EUurope
w by37°/o toASia
oy 11% o Africa

Reference: TUIK. (2020b)

ENERGY EXPENSES OF SMES BY SECTOR

* Totalin the industry and service sectors
in electricity expenses
in fuel expenses

* Total in the manufacturing sector
in electricity expenses
in fuel expenses

Reference: TURKSTAT’s Annual Industry and Service Statistics (2015)

Share of SMEs 45%

Share of SMEs 59. 5%

Share of SMEs 38.6%
Share of SMEs 39.1%
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INTRODUGTION

ith the European Green Deal (EGD),
\/\/ which was put on the agenda by

EUin December 2019 and which
aims to make Europe climate-neutral by 2050,
animportant transformation process was
started by taking policy actions in different
areas. Within the scope of the EGD, strategies
focused on biodiversity, circular economy and
clean air as well asroad maps aimed at certain
sectors such as sustainable food and agriculture
implementations, construction and sustainable
transportation, are provided. The EGD is also a
growth strategy aimed atincreasing resource
and energy efficiency. In this process, the EGD
aims to ensure a fair conduct of the transition
to a climate-neutral economy, without leaving
anybody behind with the financing resources
provided under the Fair Transition Mechanism.

The change to start with the EGD is not limited to
Europe. Companies making productionin the EU
may pursue a policy of shifting their production
to those countries which are less strictinrespect
of emission, and bring along the carbon leakage
risk. As a result of this, global emissions will
continue to increase. To prevent this, itis planned
to reduce this risk through the Carbon Border
Adjustment Mechanism (CBAM) by fixing a
carbon price on the goods imported to the EU.

The European Commission provided an interim
goal to reduce the greenhouse gas emissions
of the EU in 2030 at least by 50 to 55 percent
compared to the levels of 1990. Accordingly, it
was reported that the existing climate policies
will be reviewed until June 2021 and amended
when deemed necessary. CBAM is presented
as one of the tools of the climate policy which
will be updated in the upcoming period by the
EU to prevent the carbon leakage risk, and it will
startto be implementedin 2023 at the latest.
Although the details of this arrangement and
which sectors it will cover are not yet clear,
opinions thatitis likely that the CBAM will be in
the form of aninternational expansion of the
Emissions Trading System (ETS), whichis the
EU’s main tool for combating climate change,
are prevalent. Within this arrangement, itis the
exporters who operate mainly in the carbon-
intensive sectors that are expected to be
affected most through the cost channel.

The EU is Turkey's largest export market and
import provider as the group of countries
where 41 percent of export was canalized and
33 percent of import was metin 2020. Given
Turkey's strong international ties with Europe,
Turkish businesses should be aware of the
actions that will be implemented within the
scope of the EGD.



In this study, we aimed to assess the change
which started within the scope of the EGD,
within the framework of SMEs. In this context,
the purposes of the report are listed as follows:

To measure the existing position and the
performance in the recent period of Turkey in
comparison with other OECD countries within
the framework of environmental indicators,

To calculate the potential effects on SMEs of
the CBAM by using the input-output tables by
sector,

To assess Turkish SMEs from the perspective
of the policies to be putinto practice within
the scope of the EGD, especially in terms
of resource efficiency, digitalization and
sustainability,

To assess the roles of SMEs within the
scope of green growth and the obstacles and
opportunities they encounter.

The plan of the study is as follows: In

section two, a short assessment of Turkey's
environmental policies in the recent period

are presented. In section three, Turkey's
comparative environmental view is summarized

within the framework of existing indicators. In
section four, the policies to be implemented
within the scope of the EGD and the steps
aimed at SMEs in the EU within the scope of
the new industrial strategy, are discussed

in comparison with Turkey. In section five,
potential effects of implementation of the
CBAM are assessed; in section six, the role

of SMEsin green growthis assessed; andin
section seven, the opportunities for and the
obstacles to green growth are assessed. In the
last section, policies created within the scope
of SMEs will be mentioned. The concluding
sectionreports the findings of the study.

Win EGD, there s an approach aimed ai
(ifferent policy areas, and siraiegies focused on
Diodiversity, aneray efficiency circular economy
AN Clean air a3 well a3 road maps aimed af
Certain Seciors, such as sustainable food and
q0riculiure implementarions, construgrion and
Sustanable iransporafion.
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ASEOOMENT Or ENVIRONMENTAL

POLIGIED INTURKEY

into force following the terminationin

2020 of the Kyoto Protocol, constitutes
the framework of the regime for combating
climate change. The Paris Agreement was
adopted at the Conference of Parties to the
United Nations Framework Convention on
Climate Change (UNFCCC) 21in December
2015, and entered into force on November
4,2016. While the Kyoto Protocol which was
in force before the Paris Agreement set a
goal of decreasing emission for developed
countries, under the Paris Agreement, every
country should, independent fromits level of
development, reportits goals of decreasing
greenhouse gas in accordance with its intended
nationally determined contribution declaration.
A consensus was reached under the Paris
Agreement, that average temperature increase
will be 2°C, and, if possible, it will be limited to
1.5%C,

-|_ he Paris Agreement 2020, which came

Turkey was among the parties to the UNFCCC,
which entered into force in 1994, from the
beginning as an OECD country, both in Annex-1
and in Annex-2. Countries listed in Annex-1
should take stricter measures within the
scope of combating climate change. The
developed countries in Annex-2 are obliged to

provide financial resources to the developing
countries in order that they can fulfill the
aforementioned obligations, and to support
them for the technology transfer. In the 7th
Conference of Parties, which was held in 2001,
Turkey's position, which is different from the
other Parties in Annex-1, was recognized, and
it was removed from the list of Annex-2 but
remained on the list of Annex-1. The fact that
the Paris Agreement made no clear distinction
similar to the distinction of countries made

in Annex-1and Annex-2 to the UNFCCC,

brings along the likelihood that Turkey might
not be treated equally with those countries
similar toit. The Paris Agreement created a
platform where all the countries will share the
responsibilities under the principle of “common
but differentiated responsibilities and relative
capabilities.” In this framework, developed
countries should provide the developing
countries with the support they needin
financing and capacity development.

Turkey has signed the Paris Agreement, but it
hasn't become a party to it yet. Turkey’s most
up-to-date official documentin relation to
decreasing emissionis the “Intended Nationally
Determined Contribution” (INDC) declaration.
Although Turkey is not a party to the Paris
Agreement, it has submitted its INDC that it



anticipated to fulfill as of 2030, to the UNFCCC
Secretariatin 2015, as a reduction from an
increase of up to 21 percent. In this framework,
the emission amount which was anticipated
toincrease to1.17 billion tons of C02in the
implementation period from 2021 to 2030, is
aimed to be decreased to 929 tons.

Turkey's INDC has been categorized as “critically
inadequate”, asitis not consistentin keeping
warming below 2°C (Climate Action Tracker,
2018). In addition to this, the fact that the INDC
presented by Turkey didn't anticipate that
emissions will be maximized until 2030, is not
compatible with international goals. The fact
that the Paris Agreement restructured existing
financing resources poses a risk for Turkey's
access to climate financing in the upcoming
period. For example, Turkey cannot benefit since
2015 from the Green Climate Fund, whichis one
of the funding channels of the UNFCCC and
which provided 2.4 billion USD of funds in 2016.

In our country, environmental protection

and management of natural resources

are addressed within the framework of
development plans, mid-term plans, action
plans, sectoral strategies and various corporate
strategic plans. The policies to be implemented
in order that Turkey can achieve its goal that

it has specified in INDC, whichis its last official
document where it put forward its climate goals,
are presented particularly in the National Strategy
and Action Plan for Climate Change (2010-2023),
Industry Strategy Document, Energy Efficiency
Strategy Document (2012-2023), National Recycling
Strategy and Action Plan (2014-2017), National
Smart Transportation Systems Strategy Document
(2014-2023) and Action Plan (2014-2016).

Environmental goals are addressed in different
dimensions in mid-term plans. The Mid-Term
Program for the period from 2016 to 2018
emphasized the green growth and specified

that “the green growth will be supported by
utilizing the new job opportunities, sources of
income and opportunities for the development
of products and technologies, accommodated

by environment-friendly approaches”. The Mid-
Term Program for the period from 2018 to 2020
emphasized that the share in energy consumption
of the renewable energy resources should be
increased in order to decrease the dependency
toimportin the energy, and, on the other hand,
specified that domestic brown coal will continue
to be usedin an environment-friendly manner.
The New Economic Plan covering the period from
2021to0 2023 emphasizes the efforts on waste
management and recycling. The Environmental
Agency, which was established in early 2021 under
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the Ministry of Environment and Urbanization
for the waste management which showed an
increase inits activities in the recent period,
aims to take the Zero Waste Project efforts
further and to efficiently collect the packages
of beverages. A working group was set up under
coordination of the Ministry of Trade for the
purpose of preparing for the changes to come
with the EGD. The EGD Action Plan which will be
made at the end of this study, will draw a road
map for Turkey.

The Ministry of Environment and Urbanization
is basically positioned as the primary regulator
in environmental issues, but the other
ministries may also develop policies in relation
to energy, water resources and biodiversity.

In this context, itisimportant to clarify the
duties, authorities and responsibilities of the
institutions and organizations playing arole in
the policiesinrelation to the environment and
to form a structure where all the stakeholders
are involved in the decision-making processes.
In addition to this, it isimportant for investors
that the environmental goals are compatibly
specified in the existing policy documents.

For example, the goal anticipated in the

INDC inrelation to the goal of wind energy

and the goals specified under the National
Renewable Energy Action Plan are decoupled
(OECD, 2019¢). Making progress in relation

to the provision of data for the follow-up

of the performance of the environmental
indicators and standardization of data between
institutions is of greatimportance (the Ministry
of Development, 2018).

The environmental legislation in Turkey was
significantly strengthened as a result of the

26

ongoing efforts for bringing it in harmony with EU
directives. Although this harmonization ensures
legalinfrastructure and guidance, deficiencies

are observed inrelation to implementation. For

the efficiency of implementations, the existing
incentive, control and sanction mechanisms should
be reviewed (the Ministry of Development, 2018).

The primary implementations in Turkey encouraging

the decrease of carbon emissions can be listed as

the support provided for taxes, renewable energy

incentives and energy efficiency. As aresult of

the high amounts of taxes levied on gasoline and
dieselamong OECD countries, Turkey isamong

those countries with the highest share in the gross /—

N~ O

~




domestic product of the taxes received in relation
to the environment. Energy taxes (petroleum and
natural gas products, energy consumption tax)
constitute 66 percent of total taxes.

On the other hand, while 51 percent of the carbon
emissions arising from energy used have not

been priced in 2015, we have a table where only 21
percent of emissions was priced above 30 Euro
per ton of CO,.® This view shows that the energy
taxes do not sufficiently reflect the environmental
costs arising from carbon emission (OECD, 2019a).
In addition toits environmental goals, Turkey is
also endeavoring to decrease the dependency to
energy import by encouraging domestic energy

4

~

consumption with different channels. In line with
this purpose, the increase of renewable energy
resources on the one hand and the provision of a
purchasing guarantee to coal investors on the other
hand, led to growth of the coal sector. In addition
to this, the coal aid provided to poor families is
ongoing. This table conflicts with the goals set by
Turkey to combat climate change. While the rapid
increase of renewable energy resources is positive,
theincrease in total energy need brings to the
forefront the requirement that this increase should
accelerate. Itisimportantin the upcoming period
to decrease the share in Turkey's energy supply

of fossil fuels, coal beingin the first place, and to
concentrate onrenewable energy.

* 30 Euro shows the environmental damage created by 1 ton of CO, emission.
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ENVIRONMENTAL
INDIGATORS

hile ensuring economic growthis
the ultimate goal of all the countries,
theincrease of resource utilization

and emissions together with the economic
growth endangers the opportunity of economies
toreach their sustainability goals. While
greenhouse gas emissions which cause climate
change increased globally 50 times starting from
mid 1800s, when we look at the recent 30 years,
theyincreased 50 percent since 1990 and 35
percent since 2000 (OECD, 2020a).

Within the scope of the strategies aimed at
climate, the goal of economic growth and
decoupling of greenhouse gas emissions comes
to the forefront. The degree of this decoupling
is determined by the structural change
experienced by economies, technological
progress and environmental regulations (OECD,
2020a). While a trend where CO2 emissions

are decoupled from growthiis prevalentin
developed countries, the exact opposite
situationisin question in developing countries
(Wu et al, 2018).

When emission on country basis is examined, it is
seen that 65 percent of total emission arises only
from 10 countries, and the share in the emission
of 100 countries with least emissionis less than

3 percent (World Resource Institute, 2017). While

the share in emissions of China was 8.6 percent
in1990, it continuously increased until 2016 and
reached 24.4 percent. The share of the USA first
increased from16.8 percent (1990) to 18 percent
(2000), and then decreased in 2016 and reached
12.3 percent.

Itis seen that the share in global carbon
emissions of the OECD showed a decreasing
trend after the 2008 crisis, depending upon the
slowdown of economic activity, climate policies
and more efficient use of energy. A large part of
these emissions comes to light during energy
production.

Although Turkey's share in the world’s greenhouse
gas emissionis less than1percent, its emission
amount has been regularly increasing since 1990.
The emission amountin CO2 equivalent, which
was approximately 220 thousand tons in 1990,
increased to 521 thousand tons in 2018.

In the same period, the emission amount of
European Union has regularly decreased. The
emission amount of the United States of America
has gradually increased until the global financial
crisis, and then started to decrease. As seenin
the greenhouse gas emission graphics provided
in graphic1, the European Union achieved this
decouplingin a far more earlier period.
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Graphic 1: Greenhouse gas emissions in Turkey, USA and European Union (1990=100)

Reference: OECD (2018a); Note: Except for land use, change of land use and forestry (AKAKDO)
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When we look at the growth trend, Turkey's
annual greenhouse gas emissions increased
by 55 percent from 2005 to 2018, and this
comes to the forefront as the highest emission
increase among OECD countries (Graphic 2).
Like in the whole world, the biggest source

of greenhouse gas emissionsin Turkey is the
energy sector (Graphic 3).

While the changes in other sectors are limited,
the greenhouse gas emission of the energy
sectorin CO2 equivalent, hasincreased by 166

percent from 140 million tons which was the value
for1990, and reached 380 million tons in 2018.
When the sectoral composition is examined,
while the share of energy was 63 percentin 1990,
itincreased to 71.6 percentin 2018.

The emissions per capita differ considerably
among the countries. The emission in CO2
equivalentin Turkey, which was 4 tons in 1990,
increased to 6.2 tons in 2018. Despite the
increase, itis far below the OECD average, which
was 12 tonsin 2018.
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Graphic 3: Resource allocation of greenhouse gas emission in Turkey, 1990-2018
Reference: TURKSTAT Greenhouse Gas Emission Statistics (TURKSTAT, 2020b)

Fossil fuel consumption arising from
transportation, industry and household,
which is the mostimportant source of carbon
emissions, still constitutes 80 percent of the
energy supply of OECD countries. When we
look at Turkey’s energy resources, the share
of fossil fuels as of 2018 is 86 percent. When
we look at the fuel composition, itis seen that
the share of natural gas increased and the
share of renewable energy was at a level of 13
to14 percentin the period from 2000 to 2018
(Graphic 4). Although the capacity of renewable
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2014
2016
2018

M Agriculture ™ Waste

energy increased, no significantincrease was
observedin the share of this rate in total energy
resources. On the other hand, the share of
renewable energy is almost identical to the
averages of the world and of OECD.

Due toits high dependency to import of
petroleum and natural gas, Turkey focuses, for the
purpose of decreasing the external dependency,
on the policies forincreasing the production of
coal, renewable energy and nuclear energy and for
supporting energy efficiency.
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In this context, itisimportant for achieving the
environmental goals, to decrease the sharein
the energy demand composition of coal which
covers approximately 30 percent of fossil fuels,
to set clear targets for energy efficiency and to
putinto practice incentive within the scope of
energy efficiency (OECD, 2019¢).

While challenging climate goals are set on

the one hand, efforts are ongoing in many
countries in relation to the fossil fuel incentives
given for the purpose of keeping the price of
energy resources at a low level, and fossil fuel
consumption is supported. To ensure security
in the energy supply in Turkey and to decrease
external dependency, there are various
incentives such as VAT exemption, customs duty
exemption, tax deduction and investment place
allocation. (Acar and Yeldan, 2016).
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Primary energy supply composition

Primary energy supply is described as the energy production plus energy import minus the energy export minus the international fuel storehouses plus or minus the stock changes (OECD).

IEA (2019)

When we look at the European countries, itis
seen that arecession was experienced in the
last decade in fossil fuel support. While fossil
fuel supports were recorded at alevel of 50
billion Euro in 2018, the investments made for
wind energy are at a level of 16 billion Euro,
solar energy investmentis at a level of 8 billion
Euro, and the investments made for electricity
and distribution are at a level of 31 billion Euro
(European Commission, 2020€). An analysis
which was made, specified that the world is on
its way to produce fossil fuel 50 percent more
than the maximum amount to limit the global
warming with 2°Cin 2030, and 120 percent more
than the maximum amount to limitit with1.5°C
(11ISD, 2019). This situation demonstrates the
inconsistency between the global warming goals
specified under the Paris Agreement and the
fossil fuel production policies of the countries.

2018



Although the average polluted air exposure,
whichis anindicator of the air quality,isina
trend of decrease in OECD countries, itis above
the standards of World Health Organization
(10ug PM2.5/ m3) in many of the countries
(OECD, 2020a). We have a table where the
values per capita of the emissions with NOx and
SOx content, which are the determinants of air
quality in Turkey, have decreased. On the other
hand, polluted air exposure is well above the
OECD average. Premature deaths in parallel with
this and the calculated welfare cost for these
deathsis high.

The global demand for raw materialsisin a trend
of increase in parallel with industrialization

of developing economies, high material
consumption is ongoing in the development
countries and the increased world population
(OECD, 2020a). It is anticipated that the global
economy will be quadrupled and global material
use will be doubled by 2060 (OECD 202043,
Figure1). The failure to correctly manage the
environmental wastes created as aresult

of resource utilization and production can
adversely affect the environmental factors

and endanger human health. Within the scope
of the achievement of the green growth

and sustainability goals aimed at within the
framework of the EGD, the terms resource
efficiency and circular economy come to the
forefront. Sustainable waste and material
managementis also a part of 2030 Sustainable
Development Agenda goals. The sharein

total global emission of material production
(for example metals, plastic, wood, plastic

and construction minerals) increased from 15
percent to 23 percentin the period from 1995 to
2015 (UN, 2020). Thus, re-utilization of resources

POPULATION
USEOF MATERIALS
INCOME PER GAPITA

Resource utilization projection (2011-20602060)
OECD (2020a)

will limit the greenhouse gas emissions created
while obtaining resources (UN, 2020).

The material consumption per capitain OECD
countriesisinatrend of decrease, except for

the Baltic region. In the period from 2011 to 2017,
the material consumption per capita decreased
by 8 percentin OECD countries and by 2 percent
in Turkey. In Turkey, total domestic material
consumptionincreased by 8 percentin 2011-

2017, while in OECD countries a declining trend (7
percent) was seen during the same period. On the
other hand, although the material efficiency which
is called as the output produced per material used
was below the OECD average, itincreasedin the
period from 2011 to 2017. A trend of increase is
prevalentin the material footprint which measures
the total amount of raw materials produced to
meet the final consumption demands, in parallel
with the use of import inputs. Material footprint
per capitaincreased by 4 percentin the period
from 2011 to 2017 throughout OECD and in Turkey.
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While a positive view is displayed in relation

to urban waste management throughout

OECD countries, 26 percent of urban waste is
recycled, 10 percent of it is composted and 22
percent of itis burnt for energy production. The
recycling ratio in Turkey is far below the OECD
average as of 2018 which is 26 percent, with 12
percent. Urban waste per capita is below the

COMPOSTING
RECYCLING
COMBUSTION
LANDFILL
0 10 20 30 40
m OECD o Turkey

When we look at the share in total GDP of tax
incomes, Turkey is in the forefrontamong OECD
countries in environmental taxes. On the other
hand, itis observed that high taxes cannot be
used efficiently in the area of environment, and
they only increase the costs. While the renewable
energy tariff supports and the steps taken to
increase the energy efficiency are positive, it
isimportant to provide the environment for

OECD average in 2018 with 414 kg, and itis observed
that urban waste per capita has decreased since the
2000s. In addition to this, urban waste storage areas,
which are no longer in practice in many European
countries (for example, Switzerland, Germany,
Finland, Sweden and Belgium), are widely used in
Turkey and approximately 88 percent of urban waste
was landfilled or buried as of 2018.

rl11

50 60 70 80 90 100

Waste Management OECD (2018a)(OECD).

the emergence of circular business models (TUSIAD,
2016). When we look at the environmental protection
expenditures made by the state, companies and
households, itis observed that 46 percent of the
expenditures were made in waste management and 38
percent of them were made in waste water management,
and the expenditures made to prevent/decrease the
ambient air pollution and the expenditures aimed at
climate are only 3 percent (TUIK, 2020a).
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Environmental Indicators

Panel A: Climate m KD
+

Greenhouse Gas
Emissions/GDP
(2018)

i Turkey

Greenhouse Gas
Emission Per
Capita (2018)

Renewable
Electricity (% of
total electricity
production)

Renewable
Energy (% of
total energy
supply)

Trend
Indicators
(2010-2018)

Greenhouse
Gas Emission
Increase

Renewable
Electricity (% of
total electricity
production)

Renewable
Energy (% of
total energy
supply)

Emission
Density

Emission Per
Capita

Notes: Chile, Colombia, Korea, Israel and Mexico were not included in the sorting due to lack of data.
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Panel B: Waste Management w00 mTurkey

Recycling
Ratio (2017)

Landfilling
(2017)

Energy
Recovery
Burning
(2017)

Waste Per
Capita
(2017)

Notes: Australia, Canada, Colombia, Korea, Israel, Mexico and Holland were not included in the sorting due to lack of data.

Panel C: Air Pollution Indicators m (K00 m Turkey

Premature
Deaths
(2019)

Welfare Cost
of Premature
Deaths
(2019)

Polluted Air
Exposure
(2019)

NOx per
capita 2018)

SOx per
capita
(2018)

Trend
Indicators

KHM
(2010-2019)

NOx
(2010-2018)

SO0x

(2010-2018)

NOx per

capita 2018)

SOx per
capita 2018)

Notes: Kore, Kolombiya ve Meksika veri eksikligi nedeniyle siralamaya dahil edilmemistir. Ozon ve partikiil madde kaynakl erken 6liimler hesaplamalarda kullamlmustir.
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Panel D: Air Pollution Indicators m (K00 o Turkey
+ -

Material
consumption
per capita
(2017)

Material
efficiency
(2017)

Material
footprint
(per capita)
(2017)

Trend
indicators
(2011-2017)

Material
consumption

Material
consumption
per capita

efficiency

Material
footprint

Material
footprint
(per capita)

Material

_-
-q
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Panel E: Policy Indicators

+

m 00D Turkey

Share in total technologies of
the technologies developed
in relation to the environment
(2016)

Environmental patents
produced per capita (2016)

Emissions, CO, amount per
ton of which is priced above
30 Euro, % of total emissions
(2018)

Emissions, C0, amount per
ton of which is priced above
60 Euro, % of total emissions
(2018)

Environmental taxes,
% of total tax income (2018)

Environmental taxes,
% of GDP (2018)

State R&D budget in relation
to the environment, % of total
state R&D (2017)

f

Relative advantage in the
technology in relation to the
environment (2016)

Notes: Australia, Canada, Colombia, Korea, Lithuania and United States of America were not included in the sorting due to lack of data. OECD-wide emissions, CO2 amount per ton of
which is priced above 30 and 60 Euro and the share in total state R&D of the state R&D budget in relation to the environment, were calculated by taking the average of the countries included
in the data set. Relative advantage in technology in relation to the environment is calculated by dividing the share in all inventions of the inventions made in a country in relation to the
environment by the share in all inventions of the inventions made in the world in relation to the environment. An index above 1 refers to a relative technological advantage or specialization
in the technologies in relation to the environment compared to the world’s value. Emission-pricing measures the pricing of emissions arising from use of energy through market-based
policy tools (carbon tax, specific taxes levied upon use of energy, price of exchangeable emission prints) (OECD, 2016).

Reference: OECD (2018a)
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POLIGY AREAS

he EGD is a new growth strategy aimed
_|_ atreducing net carbon emissionin all the

sectors to 0 level until 2050 and making
the EU’s economy sustainable by decoupling
economic growth from resource utilization.
Due to the structure of the climate change
covering many sectors, the EU is restructuring

its policies in many different areas with the EGD.

While the sustainable development goals within
the scope of the EGD are positioned at the
heart of its policy design and action process,
the main motivation of its economic policies

is sustainability and the wellbeing of the
population (European Commission, 2019b).

The policy areas determined within the scope
of the EGD are listed as follows:

Climate Action

Sustainable Industry

Zero Pollution

Protection of Biodiversity

Food System from Farm to Dining Table

DPEANGREEN DEAL AND POLIGIES
PLEMENTED IN REoPET O oES

[HE EUROPEAN GREEN DEAL

Sustainable Agriculture
Clean Energy

Construction and Renovation
Sustainable Transportation

The EU has proceeded with decoupling
economic growth from greenhouse gas
emission. While greenhouse gas emissions
decreased by 23 percentin the EU from 1990 to
2018, the EU’'s economy grew by 61 percent. It

is anticipated that greenhouse gas emissions
will be decreased only by 60 percent until 2050
with the existing policies, and in this context it is
important to adapt to the strategies introduced
within the scope of the EGD (European
Commission, 2019b). With the “Climate Law”,
the draft of which was submitted in March 2020
and which was agreed upon in 2021, the goal

of being climate-neutral in 2050 was setinto a
legal framework. The “Climate Law" covers the
measures which will ensure that the progress

in this processis followed up and the actions
taken are reviewed.



The European Commission set an intermediate
goal of decreasing greenhouse gas emissions
for 2030 at least by 55 percent compared to the
levelsin1990, and this goal was incorporated
into the law. All the policy instruments
determined in relation to the climate to achieve
the goal set for 2030 are planned to be reviewed
in 2021. Animplementation which comes to the
forefront within the scope of climate action

is the Carbon Border Adjustment Mechanism
(CBAM). Although itis possible for the EU to
achieve initself the goal of being climate-
neutral by 2050, achieving this goal at global
level will not be possible unless international
cooperation is made. Companies making
production may pursue a policy of shifting their
production to those countries which are less
strictin respect of emissions, and bring along
the carbon leakage risk. As a result of this, global
emissions will continue to increase. The CBAM
to be designed in this context will ensure that
the import prices reflect the carbon content.
Itisalsoimportant, while preparing the CBAM
arrangement, to make an assessmentin relation
to all the elements constituting the value chain
of the product and all the sectors with which
this value chain has a relationship (European
Commission, 2020a).

The “New Industry Strategy”, whichis
presented under the policy area of sustainable
industry, is aimed at both a digitaland a

green transformation. With this strategy, with
participation of all the stakeholdersin the value
chains constituting the industrial ecosystem,
the existing processes are redesigned and new
solutions are found with an entrepreneurial
approach. (European Commission, 2020c).
While digitalization and green economy

are adopted as twin goals, ensuring
competitiveness ininternational markets is also
important.

In the policy design which is supported by

the “Circular Economy Action Plan”, it is

aimed to develop climate-neutral and circular
products, and to plan the circular design of all
the products with sustainable product policy,
especially in those resource-intensive sectors
such as textiles, construction, plastics and
electronics (European Commission, 2020a).

In this context, new business models allowing
leasing and sharing on the consumer side are
expected to gainimportance in some sectors.
In addition to this, itis important for consumers,
during the product selection, to be able to
follow up the properties of the products they
buy (for example, electronic product passport),
and to obtainreliable, comparable and
verifiable information.

A comprehensive policy design was envisaged
in the other areas of EGD as well, in addition

to sectoral approaches, such as construction,
agriculture and energy. Strategies that support
sectoral goals are presented in different

policy areas, such as the zero-pollution action
plan, the biodiversity strategy, and climate.

For example, while goals within the scope

of construction and renovation policies are
presented, such as assessing the long-term
renovation strategies of member countries in
relation to the energy performance of buildings,
increasing the energy efficiency of buildings
and decreasing the energy poverty, the
potential of renovation to additionally revive the
construction sector and to support SMEs and
localemployment, is emphasized.
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Itis aimed to form a sustainable food policy
within the scope of the food system from

farm to dining table. In this context, itis

sought to take measures for bringing to the
forefront sustainable actions such as precision
agriculturalimplementations, agro-ecology
and organic agriculture and reducing the use

in agriculture of chemical pesticides, artificial
fertilizers and antibiotics.

The food system from farm to dining table
also has the potential for supporting circular

imported food products notin compliance with
the environmental standards to enter into the EU
market.

The EU will also provide financial support and
technical assistance to help those who will be
adversely affected by the transition to a green
economy within the scope of the Fair Transition
Mechanism. In January 2020, the European
Commission declared the European Green Deal

Investment Plan which aims to mobilize a minimum

of 1trillion Euro of sustainable investmentin the

economy efforts. Making obligatory the food
labels which allow facilitation of selection by
consumers of health and sustainable products,
and accelerating the fight against food wastage,
are also listed as other goals. With the new

next ten years. With this investment plan, which also
includes the Fair Transition Mechanism, itis planned
to mobilize a minimum of 150 billion Euro of support
in the period from 2021 to 2027 to mitigate the socio-
economic effect of transition in the regions which

46

regulations, it will not be possible for the

VIEW OF SMES
INTURKEY

onsidering the share in the economy
‘ of SMEs, they play akeyrolein the

transformation which will start with
the EGD.

As of 2019, 99.8 percent of approximately 3.2
million enterprises operating in Turkey in non-
agricultural sectors consist of SMEs. When
we examine them on size basis, 92.3 percent
of these companies are micro enterprises,
6.4 of them are small enterprisesand 1.1
percent of them are medium enterprises. In
addition, while SMEs constitute 50.4 of total

are dependent upon fossil fuel to a large extent.

turnover, they provide 72.4 of total employment.
Sectors where SMEs densely operate are
generally those sectors with alow entry cost,
which do not have a capital requirement and
which do not require skills and large-scale
production. When we look at the sectoral
breakdown of SMEs according to number of
companies, itis observed that they operate
mostly in the wholesale and retail trade sector
(36.4 percent) and itis followed by transportation
and storage (14.4 percent), manufacturing (12.4
percent),accommodation and food service
activities (9.5 percent) and construction



(7 percent). When we look at the sectoral
breakdown of the turnover created by SMEs,
approximately 52.5 percent of total turnoveris
arising from the wholesale and retail trade and
20 percentof itis arising from the manufacturing
industry. SMEs are also responsible for 44
percent of added value. While 28 percent of
the added value created by SMEs is created

by the manufacturing industry, 25 percent of
itis arising from the wholesale and retail trade
sector. Although those SMEs operatingin the
manufacturing industry have a share less than
that of retail trade taking into consideration
the total number of enterprises and turnover, it
attracts the attention that they are responsible
fora higher portion of the added value.

SMEs carrying operating in non-agricultural
sectors constitute 72.4 percent of total
employment. When we look at sectoral
breakdown, while the retail sector, which has
the largest share in turnover and total number

of SMEs, has a share in total employment

of 15.3 percent, the manufacturing sector
constitutes 34.9 percent of total employment.
While SMEs provide a significant part of existing
employment, they also create new employment.
Approximately 65 percent of the employment
created in the non-agricultural sectors from 2014
to 2019 has arisen from SMEs. On a size basis,
especially the micro enterprises have a big role in
creating employment.

The “Circular Economy Action Plan”, which

is presented within the scope of the “New
Industry Strategy” of the EGD, is aimed at making
widespread the climate-neutral and circular
products, especially in those resource-intensive
sectors such as textiles, construction, plastics

and electronics. Taking into consideration the
existing sectoral breakdown of SMEs, 44 percent
and 49 percent of total turnoverin the textile

and plastic sectors respectively, where circular
economy practices can be carried out, is arising
from SMEs.

Animplementation which came to the forefront
within the scope of resource efficiency actions
and which was prioritized for SMEs in Turkey

is the energy efficiency. According to the data
of 2015, in the non-agricultural sectors, the
share in total electricity expenses of SMEs is 45
percentand their sharein total fuel expensesis
60 percent. In the manufacturing industry, the
share in total electricity expenses of SMEs is 38.6
percent, and their share in total fuel expenses
is 39.1 percent (Table 2). Thus, SMEs have an
importantrole inincreasing energy efficiency.

In addition to this, SMEs constitute a significant
part of the agriculture sector. With the EGD, it
will not be possible forimported food products
notin compliance with environmental standards
to enterinto the EU market. In this context, it
isimportant to support the development and
adoption by SMEs of environment-friendly
sustainable implementations in the agriculture
sector.

As aresult, taking into consideration the share
in economy of SMEs, they play a significant
role in limiting the environmental effects.

In addition to these roles, SMEs have the
potential for being the driving force in creating
both employment and added value by taking
advantage of the opportunities offered by the
green transformation thanks to their innovative
capacities and motivations.
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Employment

Mining and quarries 5.079 99.8 02 67.543 321 67,9 127.520 478 52,2
Production 403.018 98,0 20 2.523.560 359 64,1 4.084.281 63,0 37,0
Electricity 5.334 99.3 07 348.885 11,6 88,4 113.392 218 782
Water supply 4465 95,6 bh 40.476 43,0 57,0 69.624 40,2 59,8
Construction 224.730 98,8 1,2 597.091 63,7 36,3 1.397.360 85,5 14,5
x’;‘ﬁ::':nznigf;f'c;‘;lﬂe repair of motor 1169.837 | 997 03 3916786 804 9,6 3770320 824 176
Transportation and storage 463.708 99,9 0,1 539.664 44,7 55,3 1.383.523 719 221
Accommodation and food service activities 305.363 99.9 01 182.130 637 36,3 1.309.180 174 22,6
Information and Communication 40.115 99.9 01 153.250 372 62,8 234.180 70,4 29,6
Real estate activities 50.515 99,7 03 59.073 74,3 25,7 125.081 90,0 10,0
Occupational, scientific and technical activities 225.580 99,9 0,1 143.248 80,1 19,9 728.152 90,6 9.4
Administrative and support service activities 57.512 99.9 01 210.230 47,6 52,4 1.148.039 355 64,5
Human health and social service activities 46.458 99,4 0,6 56.717 519 48,1 395.254 652 34,8
Other service activities 172.916 99.9 0.1 15.749 96,1 39 306.506 99,1 09

‘ 3.228.621 ‘ ‘ 8.940.594 ‘ 50,4 ‘ 15.656.571 ‘ 72,4

Key Indicators by Economic Activity and Size Groups, 2019 (TURKSTAT, 2020b).
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Electricity Expenses Fuel Expenses

NACE Rev.2 Sector Name
SME Large

B | Mining and quarries 40,8% 59,3% 61,6% 38.4%
C | Production 38,6% 61,3% 39,1% 60,8%
D I;r&d:::t?lr; 32: :;’Zttzlbnustlon of electricity, gas, steam 357% 661% 36.7% 63.3%
P :Ir\:;fre; ;u{sg:ﬁ as;\::leltrligse waste management and 17.8% 82.0% 25.0% 75.0%
F | Construction 78,1% 232% 78,5% 21,6%
6 xl;;]l:;syaélee:nd retail trade; repair of motor vehicles and 64,6% 352% 85,0% 15.0%
H | Transportation and storage 25,3% T4,7% 70,8% 29,0%
|| Accommodation and food service activities 65,0% 350% 67,0% 33,0%
J | Information and Communication 14,8% 85,2% 60,0% 39.8%
L | Real estate activities 92,0% 8,0% 94,5% 54%

M | Occupational, scientific and technical activities 94,7% 53% 93,0% 11%

N | Administrative and support service activities 69,1% 30,8% 61,8% 38,0%
P | Training 431% 56,9% 68,1% 32,0%
Q| Human health and social service activities 41,6% 58,6% 64,1% 359%
R | Culture, art, entertainment, recreation and sports 78,6% 2.7% 48,6% 51,5%
S | Other service activities 99.6% 0,6% 98,4% 1,6%

Total 45,2% 54,7% 59,5% 40,5%

Electricity and Fuel Expenses by Size Groups (2015)

Fuel and fuel oil expenses cover the coal, heat, steam, hot water, natural gas, gasoline, diesel oil and LPG. Enterprises with 250 or less employees were deemed as SMEs.
The table was constituted by using the Annual Industry and Service Statistics (AISS) for 2015. While AISS data takes as a complete inventory those companies with 20 and more
employees (except for the sectors with the Nace Rev.2 codes 05, 06, 12, 35, 39, 51 and 91), enterprises with 20 or less employees are only included in the survey as a sample in the
determined framework. Electricity and fuel expenses are calculated in a way to cover all SMEs by using the complete inventory companies and sample weights.
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naccordance with the goal of achieving a
sustainable and digital Europe in parallel
with the Industry Strategy, the EGD'’s
Strategy for SMEs was adopted in March 2020
(European Commission, 2020d). The SMEs
Strategy was built by the EU on a powerful
infrastructure fed by different frameworks
and support programs (Small Enterprise Law
2008, Start-up and Scale-up Initiative (2016),
Competitiveness for Small and Medium
Enterprises (COSME) Program and Horizon 2020
program).

The European 2020 Strategy, which is one of the
most important elements of this infrastructure
and which covers the period from 2010 to 2020,
prepared aninfrastructure for the EGD by

oIRATEGY FOR SMES

y——

Action Plan for SMEs

50

Accessio
financing

setting various goals under the titles of climate
policies and energy efficiency, for the purpose
of making the EU a sustainable economy in the
future. The EU’s Strategy for SMEs provides
aroad map, taking into consideration the
structure of SMEs ecosystem which differs
considerably in breakdowns of business model,
size, age, labor composition and sector. Taking
into consideration the needs arising in parallel
with these differences within the scope of the
Strategy, itis sought to make SMEs competitive,
sustainable and durable. The Strategy for
SMESs, which was built in accordance with

this goal, focuses on the titles of support for
sustainability and digitalization, reduction of
regulatory burden and improvement of access
to market, and access to financing (Figure 2).

sluppor for sustainabiliry
and digiralzation




Itisimportant to take a pathin parallel with In Europe, compared to 54 percent of large
digitalization in ensuring sustainability. SMEs companies, only 17 percent of SMEs successfully
integrated digital technologies into their business.
When we look at Turkey, the rate of making use

economy. Digitalization provides SMEs with great of d!fferent digital technologes is considerably
low in SMEs. When the prominent obstacles to

oppor.tunltles to. increase both the effllolen.c.y digitalization are considered, financial resource
of their production processes and their ability insufficiencies and infrastructure deficiency
torenew their products and business models. come to the forefront in Turkey (Graphic 6).

cannot yet fully make use of the strategies
focused on data, which are a part of digital

Obstacles to Digitalization

Which one of the following is an
obstacle to digitalization in your organization, if any?

Uncertainty in relation to the digital standards in the future

0,6
None 0.4 Lack of financial
' resources
0,2

Resistance 0 Legislative
to change obstacles

\ y

N

Lack of information
technology infrastructure
(such as high-speed internet
connection)

IT security problems

Lack of skills, including
management skills

— EU27 Turkey

Flash Eurobarometer 486 (2020)
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While advanced technologies such as artificial covering 112 large companies in Turkey, although
intelligence come to the forefrontin large 80 percent of large companies consider artificial
companiesis animportantissue, SMEs don't intelligence animportantissue, 65 percent of them
have this awareness. According to research are stillin the planning stage (Microsoft, 2019).
%50
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Graphic 7: Ratio of Enterprises Using Cloud Computing by Number of Employees, 2018, 2020 Reference: TURKSTAT's Research on the Use of Information Technologies in

Enterprises (TURKSTAT, 2020b).
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According to the results of Research on the
Use of Information Technologies in Enterprises
(TURKSTAT, 2020) which was made throughout
Turkey, the ratio of use of paid cloud computing
service reached a level of 40.8 percentin large
companiesin 2020. Thisratiois at a level of

1.9 in small enterprises (Graphic 7). While 3-D
printer use is 3.1 percent throughout Turkey,
thisratiois 9.1 percentin large companies and
2.7 and 4 respectively in small and medium
enterprises (Graphic 8). While only 5.1 of the
enterprises use robot technology, thisratiois
19.6 percent for large companies, 9.4 percent
in medium-sized companies and 3.9 percentin
small companies (Graphic 9).

Another need to achieve the digitalization
which was emphasized within the scope of
the strategy of SMEs is highly skilled labor. The
existing structure of labor should also adapt

18,7

9,6

250+

TURKSTAT’s Research on the Use of Information Technologies in
Enterprises (TURKSTAT, 2020b).

to this transformation. With digitalization and
use of new technologies, the demand for a labor

with digital skills will increase. While ensuring the

adaptation of the existing labor, in addition to

training and developing skills, an approach where

skill and training differences between genders
are observed for all the SME employees should
be adopted.

Another goal of the EU's Strategy for SMEs is
toreduce the regulatory burden on SMEs and
toimprove the access to international market.
The degree of compliance with the directives,
standards and regulations of SMEs is lower than
large companies due to their limited resources.
Only 17 percent of all the manufacturing sector
SMEs in Europe are exporting in the EU market,
and these companies see the legislation as
complicated due to different proceduresin the
countries within the EU market.
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Problems of SMEs

Specify from the following list a maximum
of three main areas constituting the greatest
problems for your enterprise

Legislative obstacles or administrative burden

0,6
Access 0,4 Delays
todata in payment
0,2
0,0
Access
Internationalization to financing
Difficulties Skills, including
in relation

. . management skills
to innovation

Difficulties
of digitalization

— EU27 Turkey

Flash Eurobarometer 486 (2020)

When we look at supply chain processes,
primary customers of SMEs are large companies
having the potential to create inequality in

their bargaining power. Only 40 percent of the
enterprisesin the EU are paid in a timely manner.
In this context, the commission puts emphasis
onsupporting the implementation of the Late
Payment Directive by equipping it with powerful
monitoring and implementation tools. Similarly,
52 percent of Turkish SMEs specify the delaysin
payment as one of the biggest three problems
they encounter (Graphic 10).
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Sustainability Problems of SMEs

Which one of the following prevents your enterprise
at the moment from being sustainable, if any?

Lack of consumer or customer demand

0,6
None 0,4 Lack of financial resources
0,2/\
Unwillingness 0 Incompatible
of management with the existing
N — business model
Lack of skils, How sustainability
induding management skills will be integrated
into the business model
Unprofitable of the enterprise
— EU27 Turkey

Flash Eurobarometer 486 (2020)

Access to financing is another issue which is
prioritized in the strategy for SMEs.

Problems in the access to financing is one

of the biggest three problems of 21 percent

of EU SMEs and 19 percent of Turkish SMEs
(Graphic10). Lack of financial resources also
comes to the forefront as one of the most
important obstacles to the enterprisesin being
sustainable (Graphic11).

SMEs should finance the investment they need
for the requirements of green transformation. In




= A

this framework, financial resources of SMEs need
to be diversified.

Although the risk capital invested in the European
countriesincreased by 13 percent and reached

8 billion Euro in 2018, this ratio is eight times

lower compared to USA (European Commission,
2020d). Capital markets are animportant financing
resource for those SMEs with a growth potential.
There are limited opportunities in Europe for SMEs
for the financing created through capital markets
by initial public offering (IPO). When we look at
statistics, only 10 percent of European companies
obtain financing from capital markets, and this
ratiois at alevel of 25 percentin USA. On the other
hand, while only 11 percent of the enterprises

in Europe classify the capital as an applicable
financing option, only 1 percent of them use it.

The EU’'s Strategy for SMEs puts emphasis on the
financing of SMEs, on choices such as fintech
solutions, loans provided by observing social
gender equality, and increasing access by start-

ups to equity financing. Financing of SMEs in Turkey
is based upon bank loans mostly, like in the EU
(European Commission, 2019a; OECD, 2020b). Loans
to SMEs in Turkey have, except for the decrease

of 1.6 percentin 2009, grown steadily throughout
the period from 2007 to 2018 (OECD, 2020b). On

the other hand, risk capital and private capital
investments in Turkey are displaying an unforeseen
trend (OECD, 2020Db). Risk capital investments have,
after having reached a peakin 2011, continued to

be more stagnant until 2017. In 2018, an increase of
108 percent was observed in risk capital and private
capital investments compared to 2017. As of 2018,
the total value of risk capital and private capital
investment fundsis 1.5 billion TL (OECD, 2020b).

On the loan demand side, access to bank financing
may be more difficult for smaller and younger SMEs
due to insufficiency of guarantee provision and
bilateral relationships with loan institutions. On

the loan supply side, the risk avoidance tendency
of banks limits the loan provision to smaller
enterprises.

<
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DARBON BORDER ADJUSIMENT

MEGHANISI(BAND

Animportantimplementation of the
A climate strategy provided within the

scope of the EGD is the CBAM. Taking into
consideration the likelihood that the emission
reduction goals may differ between countries,
the CBAM aims to minimize the carbon leakage
risk. Carbon leakage occurs due to the Emissions
Trading System (ETS), which is one of the primary
tools of the EU in combating climate change and
which has beenimplemented since 2005 (see
Box1). The carbon pricing, which isimplemented
within the scope of the ETS system, is adversely
affecting the costs of EU manufacturers and their
level of competitivenessininternational markets
in parallel with this. As aresult, in those sectors
where the carbon emissionis high, productionis
shifting to those countries where environmental
policies are loose. The fact that carbon leakage
and emissions in global scale have not been
reduced endangers both the EGD goals and the
goals of the Paris Agreement.

With the CBAM arrangement, itis hoped to make
expensive those products with much carbon
density and to make widespread the production
of sustainable productsin the EU and in other
countries. This tool should be designed in a way to
be in compliance with the rules of the World Trade
Organization and other international obligations of

the EU (European Commission, 2020a). The following
options are considered for the CBAM.

The expansion of the ETS implemented in the EU
in a way to cover the import, and in this framework,
the purchasing of an emission right by foreign
manufactures within the EU’s emission trading system

Import tax levied upon the products produced in
those sectors bearing carbon leakage risk

A consumption tax to be levied upon the products
(producedinorimported to EU) in those sectors with
carbon leakage risk
Itis considered that the maximum likelihood among
these options is the expansion of the ETS in a way
to cover the import (TUSIAD, 2020). The European
Commission started an open public consultation
processinrelation to the CBAM, and this consultation
ended on October 28,2020. The draftis expected
to be submittedin June 2021 and to start to be
implementedin 2023 at the latest.

The country opinion which was reported to the EU
Commission by the Ministry of Trade emphasizes
that, instead of focusing on the protective measures
in the transition of the EU to green economy,
creating partnerships which will contribute to the
EU’s strategic vision should be focused on. The
country opinion reiterated the obligations of Turkey
within the scope of the Customs Union, World Trade
Organization and UNFCCC, and emphasized Turkey’s



different position decoupling from third countries
as required by its position as a partner to the
Customs Union. Turkey also emphasizes that
gradual implementation, which will provide third
countries with the time necessary to increase
their local climate policy efforts, is necessary.
While the CBAM will directly or indirectly affect
all the industry sectors exporting to the EU, it will
also affect the supply decisions throughout the
value chain of those EU-based manufacturers
using importinputs (BCG, 2020).

Within Phase 4 covering the period from 2020 to
2030, the sectoral scope of ETS was determined
by considering the Energy Intensive Trade Open
(EITO) sectors with carbon leakage risk. With the
implementation of ETS outside of the EU as well,
the protection method implemented through free
emission rights granted to the Energy Intensive
Trade Open (EITO) sectors with carbon leakage
risk, operating within the EU, will not be needed
(TUSIAD, 2020). In addition, the likelihood that
the ETS may cover non-EITO sectors, is also
considered.

Within the EU's ETS system, the existing emissions
cover the emissions which arise during the
production process of the company (scope1).
Carbon emissionis also made through scope

2 and scope 3. Scope 2 covers the emissions
caused by the electricity input outsourced by

the company, and scope 3 covers the emissions
caused by the inputs other than electricity (for
example, raw materials). The fact that only scope
1is taken into consideration in the existing system
is for the purpose of preventing double taxation,
because the prices of scope 2 and scope 3
emissions are mostly paid in the production phase
within the EU. For the countries outside of EU27
like Turkey, where carbon pricing is insufficient,
scope 2 and 3 emissions are also expected to be
includedin the calculation.

Box 1: The EU Emissions

Trading System (ETS)

The EU ETS, which was established in 2005 and
which is the first and largest carbon market of
the world, is one of the primary tools of the EU in
combating climate change. The emissions arising
from the facilities within the scope of the ETS
constitute 40 percent of total emissions. Thanks
to the ETS, areduction of approximately

35 percent was achieved in greenhouse gas
emission from 2005 to 2019.

The EU ETS was putinto practice in phases,

and more sectors and gas were included in the
ETSin time. Petroleum and refinery products,
paper products, glass/ceramic/cement, iron-
steel, electricity, chemical products and airline
transport are covered by the ETS.4

In order to achieve the intermediate goal of
minimum 55 percent of net reductionin the
greenhouse gas emissions until 2030, in the phase
four whichisin practice in the period from 2020
to 2030, the Commission proposes to review

the scope of the ETS and to expand itin a way to
probably include the new sectors.

The EU ETS works in accordance with the principle
of “cap and trade”. An upper cap is determined
for the total amount of greenhouse gases that
may be emitted by those facilities included in the
ETS system, and this upper cap is continuously
decreased. Inthe ETS system, the Energy
Intensive Trade Open (EITO) sectors with carbon
leakage risk are determined according to the
“carbon leakage indicator”. These sectors are
allocated a free pollution right for the emission
of a certainamount of greenhouse gas, in order
that they can maintain their competition level.
Those companies with less emission may sell
their export surplus rights, and those producing
emissions above the limit may continue their
production by purchasing additional quota.

* https://ec.europa.eu/clima/policies/ets_en
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2003 2008

In the Phase 4 period from 2020 to 2030, the
ETS system was revised within the scope of
both the EU’s emission reduction goals for
2030 and the contribution declaration of
the Paris Agreement. In this context, it was
planned

1) Toincrease the annual reduction rate in
the allowances to 2.2 as of 2020.

2) To continue with free allocation of

the pollutionrights for the international
competitiveness of those sectors with
carbon leakage risk, and to ensure that
the rules for determination of pollution
right will also reflect the technological
progress.

3) To support with financing mechanisms
the innovation and investment difficulties
faced by the industry and electricity
sector within the scope of the transition
to low-carbon production.

Sectoral Analysis for Turkey

Under the scenario of expanding to outside
of the EU the existing ETS system in Turkey,
the degree to which companies will be
affected by this new mechanism can be
considered by taking into consideration two
dimensions:

A8 206 202 2030

p m D m D m D m

1) The ratio to total turnover of the export made
to the EU27 countries on a sectoral and scale
basis,

2) The tax rate implied by the carbon amount
containedin the sectoral export to the EU

The cost effects to arise as a result of the
implementation of the EU ETS for the sectors
(and scales) where these two parameters are
high are expected to be excessive.

First Dimension: Share of EU in Sectoral Export
By using TURKSTAT's data, the share of the
export by micro, small, medium and large
companies to the EU27 market in their total
turnover was calculated at the sectoral level
(NACE 2. Rev.2) .5

In order to carry out export activities,
companies are subject to cost items such as
the cost of acquisition of knowledge specific
to the target markets to which the export

is made, the establishment of distribution
network and product diversification aimed at
target markets. As a result of this, only those
companies having a productivity above the
“threshold productivity” whichis described
as minimum productivity, may carry out export
(Melitz, 2003). Standard findings of the foreign
trade literature report that exporters operate
in larger, more productive and capital intensive

* TURKSTATs annual industry and service statistics, business records data and foreign trade data were used. Only the data in relation to export of goods were used in calculations.



sectors due to these costs.(Bernard et al, 2007).
In parallel with this, the share of export of SMEs
in their total turnover is low compared to that of
large companies (Graphic 12). SMEs constitute
37 percent of total exports (micro 3.8 percent,
small14 percent, medium18.7 percent). When

we look at the breakdown of the
export markets of SMEs, itis observed
that 46 percent of their total export

is directed towards the EU countries,
and thisratiois at a level of 62 percent
in large companies (Graphic13).
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%15 14,1
12,4 11,8 12,2
%10 9.1 9,2
58
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Graphicl2: Export/Turnover Reference: The Report on the Statistics of Turkish SMEs 2019 (TURKSTAT, 2020b)
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Graphicl3 : Export Market Distribution Reference: The Report on the Statistics of Turkish SMEs 2019 (TURKSTAT, 2020b)
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Second Dimension: Carbon amount contained in
the sectoral export and the cost thereof

Within the scope of the second dimension,

the cost that Turkey will face in the scenario of
expanding the EU ETS exportin a way to cover
the exportis calculated. For this, first of all the
input-output tables created by OECD for 2015
were used. The input parameters contained in the
input-output tables serving to measure the inter-
sectoral flow of goods and services reflect the
inter-sectoralinteraction. Thelines appearing
in the table presents the use by other sectors of
the output produced by a certain sector and the
final demand (consumption, investment, export).
The columnsin the table on the other hand show
the breakdown of the inputs necessary for the
creation of the output of any sector and the
addedvalue.®

The greenhouse gas emissions contained in the
export were calculated for 33 sectors by using the
input-output tables (See Annex 2). While making
this calculation, the costs of scope 2 and scope
3 were also taken into consideration in addition
to the cost of scope 1. For sectoral emissions, the
Air Emission Accounts database issued by OECD
was used and this table was consolidated based
on the sectoral decouplingin the input-output
tables. The sectoral carbon emission arising
from exportinrelation to the sectori(Ci) can be
calculated based on the following equation.

C'=C(I-A)E

Here, CYrefers to the sectoral emissions emitted
per unit of supply, (I-A)-1refers to the inverse

Leontief matrix and E refers to the sectoral
export.” The results in relation to the
carbon emission contained in the export,
calculated as aresult of this, are presented
in Graphic14. Total CO, emissions emitted
in 2015 is 393.4 million tons, and our export
contains 77.8 million tons of CO,,.

After having calculated sectoral carbon
emissions, the carbon cost (CC) to be

paid per ton for the export products while
crossing the EU border was calculated
according to two scenarios at 30 Euro,
which is the existing value, and at 50 Euro,
whichitis expected torise after the CBAM
based on the following formula:

CC=(30veya50Euro/ton CO,) x C!

While making this calculation, the emission
amount emitted from the facilities during
production was assumed to be above the
reference values determined by the EU.
After having calculated the emission cost,
the ratio of this cost to the sectoral export
value in 2015 approximately shows the tax
to which this cost corresponds.
(Graphic15).

Itis seenin the analysis made that the
highest tax rate belongs to the electricity
sector with19.8 percent. Cement sector
(Nace Rev2. 23), agriculture (Nace Rev2.1-3)
and the basic metalindustry (Nace Rev2. 24)
may be exposed to a cost corresponding to
ataxrate of 18.3 percent, 51 percentand 4.8
percent respectively. (See Annex-3)

¢ The input-output tables issued by TURKSTAT are not issued at frequent intervals, and they were last issued in 2012. While change of existing production structure and inter-
sectoral connections can be in question, the last sound data belongs to 2012. Tables of 2012 also constitute the infrastructure of the up-to-date studies on Turkey (see Ozcan Tok and
Seving, 2019). Within the scope of our study, the input-output table in relation to 2015, which was created by updating of the TURKSTAT 2012 table by OECD, was used.

”While the elements of Cd and Ediagonal contain the sectoral emissions emitted per unit of supply and the export values, they are in 33X33 matrix form which is 0 in other places.
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Graphic 14 : Carbon Emissions Contained in the Export (Scope 1-2-3 ) (million tons COZ)8
Notes: Scope 1 (S1) covers the emissions which arise during the production process of the company, scope 2 (S2) covers the emissions caused by the electricity input outsourced

by the company, and scope 3 (S3) covers the emissions caused by the inputs other than electricity (for example, raw materials).

8 See Annex-2
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Export/Total Turnover (Large Companies)
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Graphic 16a : Relatively Risky Sectors (Large Companies)
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Graphic 16b : Relatively Risky Sectors (Medium-Sized Companies)

Notes: Service sector activities were excluded from the scope of sectors. These sectors are listed as transportation and storage; accommodation and food services; publishing
activities; telecommunication; information technologies and other information services; finance and insurance activities; real estate activities; other business sector services; public
administration and defense, mandatory social security; training; human health and social service activities; art, entertainment, recreation and other service activities. The tax rate
sorting shows the ascending sorting of the tax rate implied by the CBAM in the sectors other than the service sector, and export/turnover shows the share in total turnover of exports

to the EU (%) by sector and scale.
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Finally, by using the threshold values for the
share in turnover of the export to the EU and
sectoral tax rates, relatively risky sectors were
determined by scale and sector. The threshold
values were determined as 2 percent for the tax
rate and 5 percent for the export/turnover ratio.
The sectors which were found to be above the
determined threshold values are described as a
“relatively risky sector”.

Risky sectors differ on basis of scale. In the early
stages of CBAM, medium and large enterprises
operating in the basic metal (Nace Rev2. 24)
sector are considered “relatively risky”. Itis
expected that, under the projection that CBAM
will cover all sectors when it matures, it seems
possible that agriculture, mining (Nace Rev2.
5-9)and food sectors (Nace Rev2.10-12) will be
affectedin medium scale and coke (Nace Rev2.
19) and agriculture (Nace Rev2.1-3) sectors will
be affectedin large scale. For micro and small
businesses, the effects of CBAM are limited due

to their low export density to the EU (Graphics
16¢c ve 16d).

Since the average export values of the sector
are used in these calculations, it should not be
forgotten that, for those companies, export

to the EU of which differs, the risk level may
change according to the ratio of exporting more
or less to the EU. In determination of the impact
area of the CBAM implementation, issues

such as the status of the stakeholdersin the
value chain and the procedures for calculation
and verification of the carbon footprint of
products should be clarified. While the impact
on micro and small enterprises seems to be
limited at the first stage, CBAM is likely to
influence procurement decisions across the
value chains of manufacturers operating on a
large and medium scale. As a result, micro and
small businesses that are suppliers of larger
companies are likely to be affected indirectly by
the CBAM.
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Graphic 16d : Relatively Risky Sectors (Micro-Sized Companies)

Notes: Service sector activities were excluded from the scope of sectors. These sectors are listed as transportation and storage; accommodation and food services; publishing

activities; telecommunication; information technologies and other information
administration and defense, mandatory social security; training; human health
sorting shows the ascending sorting of the tax rate implied by the CBAM in the
to the EU (%) by sector and scale.

services; finance and insurance activities; real estate activities; other business sector services; public
and social service activities; art, entertainment, recreation and other service activities. The tax rate
sectors other than the service sector, and export/turnover shows the share in total turnover of exports
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[E AOLE OF oMES
IN GREEN GROWIR

here are 3.2 million SMEs in Turkey
operating in the industry and service

sectors, compared to 7,000 large
companies (TURKSTAT, 2020b). SMEs have many
collective effects although their environmental
footprintis relatively less. For example, SMEs are
responsible for approximately 64 percent of total
environmental impact created by enterprisesin
the EU (Calogirou et al, 2010). When we take into
consideration that SMEs cause a significant part
of total environmentalimpact, they constitute
a potential to adopt resource efficiency and
circular economy implementationsin the
process of transition to low-carbon economy
and to become a catalyst of this transformation.

Resource efficiency aims to use resourcesin

a sustainable way by minimizing their effects

on the environment and by producing more
output with less input. Circular economy is
animportant strategy within the scope of
resource efficiency. Circular economy aims to
reduce the use of raw materials and energy, to
control waste formation and to minimize energy
loss. A study which was carried out recently
estimates that the implementation of the
circular economy principlesin the EU’s economy
has the potential to increase the EU’'s GDP by
0.5 percentuntil 2030, and thatit will create

approximately 700,000 new jobs (Cambridge
Econometrics, 2018). Itis calculated that, thanks
to theirimplementations such as preventing the
wastes of circular economy, eco-design and
reuse, companies in the EU member states can
be provided with a net earnings of 600 billion
Euro (8 percent of their turnover) and a decrease
of 2 to 4 percentin greenhouse gas emissions
(European Commission, 2020b).

In the circular economy, business models where
inter-sectoral cooperationis strengthened by
“industrial symbiosis”, in other words, waste
createdinacompanyis used as the input of a
production process, can be built. The forms of
understanding in relation to this concept may
differ between countries. For example, while
what is meant by circular economy modelin
Chinais how the increased economic growth
can be decoupled from environmental damages,
different from China, resource efficiency within
the scope of circular economy is positioned in
the European Union as an additional strategy
ensuring growth (McDowall et al, 2017). In the
example of Turkey, the Material Marketplace
which was carried out with the support of the
EBRDis a good example of these networks
created within the scope of circular economy
efforts. While the number of transactions
carried outin the platformis still limited in

the development of such cooperationsina



way toinclude SMEs, business associations
like TURKONFED play a key role in the direct
communication with SMEs. (See Box 2)

In order that SMEs can make use of a circular
economy, itis necessary to increase their

level of training and skill through eco-design
and digitalization channels, to create such
platforms where SMEs can learn from the best
practices currently successfulin the market,
and to encourage different stakeholders to
work together for the purpose of increasing the
number of industrial symbiosis (SME United,
2020a). Another mechanism of making SMEs
environment-friendly is the pressure and
guidance of larger companies throughout the
supply chain (OECD, 2018b). In this context, for
example, the Korean government allowed SMEs
to get access to the environmental knowledge
of the large companies to which they make
sales by establishing an efficient environmental
monitoring mechanism throughout the supply
chain, and accelerated the adoption of
environment-friendly approaches among SMEs
in this process.

Buyer ‘ Seller ‘ Product
Siitag HIET Treatment sludge (40 tons)
Etap
Exitcom Legrand Electronic waste (426 kg)
MGM Marmara Geri PG Non-standard product (detergent, soap,
Doniisiim toothpaste, etc.) (7 tons)
Pepsico. Aromsa Organic Waste (20 tons)
Akgansa []fgamk Treatment sludge
Kimya
Arkim Anako Egg shell

Cooperation With Turkish Materials Marketplace (TMM)

Box 2: Turkish Materials
Marketplace (TMM)
Turkish Materials Marketplace (TMM)is a

platform which was established in partnership
of the Ministry of Environment and Urbanization

and the Ministry of Science, Industry and
Technology and which is supported by EBRD
and the EU. Companies participating in the
TMM platform share the datain relation to the
materials used during production or remained
from operations. Taking into consideration
the “bestinnovative practices” developedin
relation to the opportunities for the reuse of
materials, the TMM team provides support

to companies in determining the potential

partnerships between platform members. The
platform provides users with economic benefit

by allowing them to purchase industrial by-
products, waste or alternative raw materials at
areasonable price. Sellers, on the other hand,
find the opportunity both to sell their waste
and decrease their storage costs. Thanks to

the platform, itis hoped to contribute to waste

management and increase environmental
performance. Certain cooperation made on
this platformis presentedin Table 3.

‘ Transaction

Processed and transformed into renewable energy at the Solid Waste Disposal and
Biogas Production Plant of Siitag

Transformed into secondary raw materials at the electronic recycling plant of Exitcom.

Non-standard products were transformed into a new product aimed at carpet/car
washing, etc.

Used by Pepsico in production of energy.
Used as an alternative fuel in cement production of Akgansa.

Anako's egg shell was utilized by Arkim as a new generation food supplement.
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Animportantimpact channel of SMEs is their
potential to create employment. In most of the
countries, enterprises with 5to 99 employees
constitute more than 50 percent of total net
employment (OECD, 2018b). In Turkey, 48
percent of the employmentincrease recorded
in the period from 2009 to 2019 was created

by SMEs with 50 and less employees. SMEs
have the potential of being the driving force

in creating employment by taking advantage
of the opportunities offered by the green
transformation, thanks to their innovative
capacities and motivations.

Aworryinrelation to the labor marketis the
employment losses to arise as a result of the

shrinkage of the fossil fuel sectorin the transition
period. A study carried out by ILO anticipates that
approximately 7.5 million job losses will occurin
Latin America by 2030 in the transition to a low-
carbon economy insectors related to fossil fuel
and production of food of animal origin. On the
other hand, by creating 22.5 million jobsin the
agricultural and plant-based food production,
renewable electricity, forestry, construction
and manufacturing sectors, itis expected to
compensate lost jobs with new employment
opportunities and create new jobs.

(ILO, 2020).

In the process of transition to alow-carbon
economy, the skill level of existing labor should




also be compatible with newly created jobs. The
change in production will change the demands
aimed at professions. As a result of this, new job
descriptions will emerge and new skills will be
needed.

The studies which were carried out show that
skill and talent requirements of jobs created
in the process of transition to a low-carbon
economy are not different from those of
existing jobs, and that most of the time the

skills required by new jobs can be gained through
on-the-job training programs (Bowen et al, 2018).
In this framework, the process of transition of
employees to green jobs can be achieved by
the investments made in the training of labor.
Taking into consideration that one of the existing
vulnerabilities of SMEs is low training and skill
levels, itisimportant to provide the necessary
training taking into consideration regional skill
difference problems, in order to support themin
keeping pace with this change.
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UPPORTUNITIES FOR AND Do AGLED 0 THE
[RANGITION'TO A GREEN EGONOMY IN ResPEOT OF oMES

transition to the green economy are listed

as the uncertainty of the proceeds of the
investment they will make, financial constraints,
insufficiency of qualified labor and deficiencies
inrelation to awareness. On the other hand,
resource efficiency and participationin green
markets contribute to SMEs in increasing their
productivity and competitive power and come
to the forefront as important opportunitiesin
the process of adaptation to a green economy.
The Flash Eurobarometer Survey which was
conducted in 2017 with regard to SMEs covers
37 countries including the European Union
(EU28) and Turkey. The survey, which addressed
resource efficiency and access to green
product markets, allows Turkey to compare its
performance with other countries.

-|_ he obstacles that SMEs face in the

Within the scope of resource efficiency, the
survey specifies the minimization of waste and
energy saving as the most prevalentresource
efficiency actions taken by SMEs. When we look

from a sectoral point of view, it is observed that
industry companies plan to take more actions
inresource efficiency compared to other
sectors (B, D, E, F). The resource efficiency
displays aninversely proportional relationship
with the company’s age, and turnover displays
a directly proportional relationship with

it. In Turkey, while the ratio of SMEs saving
water, materials and energy is close to the EU
average, Turkish SMEs display a performance
below the EU average in the category of use

of sustainable energy and in recycling ratios
(Table 4, Graphic17a).

Resource efficiency actions considerably differ
between countries. For example, while only 7
percent of the companies in Lithuania recycle
their materials or waste by reusing them within
the company, this ratio canincrease to a level
of 70 percentin Ireland, Portugal and England.
In Turkey, the ratio of recycling of materials and
waste within the company is below the EU28
average of 42 percent, at 38 percent.



Which actions/performances are assumed
by your company to make resources more efficient?

Water saving

0,8
Designing
such products which 0,6 Energy saving
can be easily maintained, —
repaired and reused 04 4
0,2
Recycling materials
or wastes < 0 Predominantly
using renewable
energy
Sales to another Materials
company of scraps providing saving
Minimizing waste
— EU28 Turkey

Flash Eurobarometer 456 (2018)
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What are the extra resource efficiency actions
that your company is planning to take within the next two years?

Designing such
products which can
be easily maintained,
repaired and reused

Recycling
materials or waste

Sales to another
company of scraps

Water saving

Minimizing waste

— EU28

78

Flash Eurobarometer 456 (2018)

0,8
0,6

Turkey

Energy saving

Predominantly
using renewable
energy

Materials providing
saving



Non-EU

.. . Turkey s Non-EU
EU (average) Minimum Maximum (Ranking) Coun.tnes Countries
(min)
Water Saving 47 8 68 57 3 8 51
Energy Saving 63 2 75 61 13 22 70
Predominantly using renewable " 3 %5 6 97 A 18
energy
Material Saving 57 15 75 65 4 20 67
Minimizing Waste 65 7 84 65 10 7 76
Sales to another company of scraps il 3 30 26 10 3 30
Recy'cllng mate[la!s or waste by ") 7 7 2 " 9 65
reusing them within the company
Designing such products which can
he more easily maintained, repaired 25 3 42 31 7 3 42
or reused

Ratio of SMEs which Took Resource Efficiency Actions (%) (Flash Barometer 456, 2018)

37 countries were used in the study.
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TRANGITION T0
A GREEN ECONOMY

ike every company thinking froma
|_ competitive point of view, SMEs also
think that the investments to be made
in resource efficiency will not yield proceeds
in short and medium term, and exhibit an

abstaining attitude in investing in this area.
As aresult, companies change their existing
production processes with an environment-
friendly approach only when new regulations
are made. A view where SMEs are not active
ininvesting in resource efficiency comes

to the forefrontin the survey. Within the
scope of the EU, while 30 percent of SMEs
made no investmentin resource efficiency,
approximately half of them allocated less

How much of a yearly average investment
did you make in the last two years to use the
resources more efficiently?

Less than 1% of

the annual turnover

0,6
“More than
4
5%” in total 0.
“Nothing
or less than
1%" in total
More than 30% of the

annual turnover

— EU28
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1% to 5% of the
annual turnover

6% to 10% of the
annual turnover

11% to 30% of the
annual turnover

Turkey

Flash Eurobarometer 456 (2018)



than 5 percent of their turnover to resource their production costs. This ratio comes to

efficiency. the forefront as the highest ratio in the survey.
For example, in Lithuania, which isamong the

It was observed that 40 percent of Turkish countries ranked below Turkey, 8 percent of

SMEs made no investments inimproving SMEs say that resource efficiency increased

resource efficiency, while 29 percent their production costs. This circumstance

devoted less than 5 percent of their turnover shows that there is a need for guidance to

to resource efficiency. (Graphic17¢c). SMEs on the positive effects on the production

16 percent of Turkish SMEs specify that cost of the resource efficiency investments.

resource efficiency “significantly increased” (Graphic17d).

How did the resource efficiency actions
assumed affect production costs in the last two years?

Asignificant decrease

0,6
0,4
No change 0,2 Partial
~./7 decrease
w\O/
Asignificant increase Partial increase

— EU28 Turkey

Flash Eurobarometer 456 (2018)
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What kind of a support does your company
rely on in its efforts to use resources more efficiently?

Its own financial resources

External Its own technical
support expertise

— EU28 Turkey

Flash Eurobarometer 456 (2018)

The tendency to receive external supportin they act with "internal support”. The support
resource efficiency is lower in Turkish SMEs (7 received is viewed under two categories, namely
percent) compared to other countries and the finance and non-finance. Funding by private sector
EU28 (22 percent). Itis observed that Turkish SMEs within the scope of financial external supportis
use their own financing and technical resources well below the EU28 average of 30 percent, at18
rather than external support, in other words, that percent (bank, investment company or risk capital).
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External support types

Private financing from
friends and relatives

0,6
0.4 Advice or non-financial
Advice or ! assistance
non-financial 0.2 from a public
assistance ! administration

from business
world associations

Advice or non-finandial
assistance from private
consulting and audit companies

Public financing
(grants, guarantees or loans)

Private financing from a bank,
investment company or risk capital fund

— EU28 Turkey

Flash Eurobarometer 456 (2018)

The primary source of the financial external
support consists of funds received from
relatives and friends (43 percent). This rate
is higher than all the countries participating
in the study. While the state, business world
associations and private-sector companies

are specified as the primary providers within
the scope of consultancy and non-finance
support, supportreceived from business world
associations and the publicin the category of
non-financial assistance or advice is above the
EU28 average (Graphic 17f).
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Has your company faced any of the following difficulties
while endeavoring to create its resource efficiency actions?

Complexity of administrative and legal procedures

0,6 )
Cost of environmental

Outdatedness 0,4 actions
of the technical conditions

of the legislation 0,

Difficulty of Lack of specific
adapting the environmental
environmental expertise

legislation

Inability to provide
the necessary materials,
products or services

Difficulty in selecting
the correct resource-efficiency

actions
Lack of demand for resource-efficient
products and services
— EU28 Turkey
Flash Eurobarometer 456 (2018)
39 percent of the SMEs in the EU28 specified of environmental actions (24 percent) and difficulty
that they had no difficulty while taking actionsin adapting the environmental legislation to the company
relation to resource efficiency. In Turkey, the ratio (22 percent).
of SMEs which had no difficulty is 26. It comes into
view that SMEs in Turkey have more difficulty in The primary difficulties which come to the forefrontin
every category, compared to the EU28 average, Turkish SMEs are listed as complex administrative or legal
in putting into practice their actions for resource procedures (48 percent), cost of environmental actions
efficiency. The most prevalent difficulties that SMEs and lack of specific environmental expertise (38 percent),
within the scope of the EU28 have in creating their difficulty in selecting the correct resource efficiency
resource efficiency actions are listed as complex actions (37 percent) and lack of demand for resource-

administrative or legal procedures (33 percent), cost efficient products and services (35 percent) (Graphic17g).
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Sirketinizin kaynaklari daha verimli
kullanmasina yardima etkenler nelerdir?

Kaynak verimliligi yatinmlari icin

finansman olanaklari ve tavsiyeler

ikincil ham maddelerin 0,6
kullanimina 0,4
iliskin kurallar
0,2
Diger sirketlere

gore kaynak agisindan
ne kadar verimli
oldugunuzu
degerlendirme

Kaynak verimliligini
artirmak icin

yeni teknolojilerin
veya siireclerin
gosterilmesi

— AB28

When SMEs are asked about what
kind of support will serve them
inrelation to resource efficiency,
while the mostimportant support
mechanisms for the SMEs within the
scope of the EU28 are the grants and
subsidies provided by the state, the
financing opportunities in relation
toresource efficiency and advice
on financial planning come to the
forefront for Turkish SMEs.

%0

A}

Atiklar yeniden
kullaniimasi

ve yeni siireclerin
gelistirilebilmesi
icin sirketler
arasinda is birligi

Kaynak verimliliginin
artinlmasi konusunda
danismanhik

Kaynak verimliliginin
faydalarini
iceren veri tabani

Hibeler veya siibvansiyonlar

Tiirkiye

Flash Eurobarometer 456 (2018)

In addition to this, strengthening the
cooperation between companies

to develop new processes for the
purpose of reusing waste, consultancy
onresource efficiency, the need for

a database involving the benefits of
resource efficiency, informing about
new technologies or processes to
increase resource efficiency, and
grants and donations are presented as
other demands (Graphic17h).
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DPPORTUNITIES

n the transition of SMEs to the green

economy, the cost advantages gained by

resource efficiency, access to green markets
and eco-innovation come to the forefront as
important opportunities. Within the scope
of increasing resource efficiency, itis sought
to use more efficiently the resources usedin
production, such as raw materials, energy and
water, to decrease waste production and recycle
this waste for reuse. Ensuring resource efficiency
through different channels, such as waste
management and recycling, is animportant
factor increasing the profit and efficiency of
companies through cost.

As was noted before, while approximately

16 percent of SMEs in Turkey say that resource-
efficiency actions significantly increases
production costs, 44 percent of them say that
resource efficiency decreases production
costs. 12 percent of Turkish SMEs consider
resource efficiency actions to be a factor that
“significantly” reduces the cost of production,
and 32 percent consider it a factor that partially
reduces the cost of production.

Almost one fourth of the SMEs in Europe play an
activerolein green growth by providing green
products or services.

This ratio differs when we look at the scale of
SMEs. Large-scale SMEs provide more green

products or services compared to micro SMEs.
There is no distinction of scale of SMEs in
relation to planning to provide environment-
friendly products or services in the short term.
In addition, the more SMEs carry out resource
efficiency actions, the more they tend to
provide environment-friendly products or
services. 78 percent of the SMEs which carried
out no resource-efficiency actions and 50
percent of the SMEs which carried out an action
reported that they would not carry out any
actioninrelation to providing green products
and services in the two-year period following
the survey (2018-2019). When we look at
Turkey, while approximately 13 percent of SMEs
provided green products and services as of
September 2017, the ratio of those considering
actionsin thisregard in the next two years is
above the EU28 average of 9 percent, at 14
percent.

When we look at the share in turnover of green
products sold, for approximately 40 percent
of themin Turkey and 41 percent of them in the
EU28, the share in their total turnover of green
products and services is above 10 percent.

On the other hand, while the ratio of those
companies in Turkey with a share of more than
50 percentin their total turnover of green
products and services stands at 32 percent,
whichis above the EU28 average of 20 percent.
In the period of selling environment-friendly

1 The green products and services within the scope of the survey are those products aimed at reducing environmental risk and minimizing pollution and resource utilization.
These products also include those products produced organically, having an eco label, having significantly recycled content or having eco-design characteristics.



products or services, itis observed that EU28
countries started to sell products in this sector
earlier. For example, while 33 percent of the
SMEs in Turkey are selling green products and
services for a period less than one year, this ratio
isatalevel of 6 percentinthe EU28 countries.
Approximately 90 percent of green products are
sold bothin the EU28 and in Turkey in the national
market. The mostimportant export market for
Turkey is the EU28 countries. With regard to
support for production of environment-friendly
products or services, it is specified that Turkish
SMEs rely on their own financial resources and
technical expertise rather than external support,

like in their resource-efficiency actions. Turkish
SMEs specified that, to expand their range of
green products or services, they mostly need
consultancy services for marketing or distribution,
and financial support and consultancy services for
the development of products/services (Graphic
18a). On the other hand, in order to start providing
environment-friendly products or services, those
SMEs not providing green products and services
mostly need financial incentives to develop
products/services, assistance in determining
potential markets and customers, and technical
support and consultancy for the development of
products/services. (Graphic18b).

Financial incentives to develop
products and services

0,6

None

Consultancy
services for marketing
or distribution

— EU28

Assistance in
determining
potential markets
and customers

Technical support and
consultancy for the development
of products/services

Turkey

Flash Eurobarometer 456 (2018)
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What kind of support can most assist you
in starting your range of green products or services?

Financial incentives to develop
products and services

0,6
0,4
None
Consultancy services
for marketing or distribution
— EU28

Assistance in
determining
potential markets
and customers

Technical support and
consultancy for the development
of products/services

Turkey

Flash Eurobarometer 456 (2018)

Itis animportant opportunity to encourage
eco-innovation and to limit the environmental
effect of SMEs. Itis possible, by taking
advantage of the dynamic structure of SMEs,
to create environment-friendly business
models aimed at decreasing resource intensity
through eco-innovation. The policy frameworks
supporting creative solutions aimed at the
environment are useful in encouraging eco-
innovation. While Turkey has many programs
for encouraging innovations, it does not have
any holistic approach accommodating such
policies with goals aimed at commercialization

and export (OECD, 2019c). Itisimportant to
support environmental R&D expenditures to
increase eco-innovation. The share in total
environmental R&D expenditures of the state

in Turkey is small compared to the other OECD
countries (OECD, 2019c). Demand elements
speed up eco-innovation, and in this framework,
eco-labeling supports the development of
public awareness. While the environmental label
regulation, which was issued in Turkey in 2018,
covered textile, ceramic and paper products

at the beginning, itis planned to expand its
sectoral scope in the upcoming period.
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POLIGIES FOLLOWED INRELATION
[0SMES AND GREEN GRUWTH

addressed mostly within the framework of

energy efficiency. The Energy Efficiency
Strategy Document is aimed, for the purpose
of increasing energy efficiency inindustry, at
“supporting training, research and consultancy
services aimed at SMEs inrelation to energy
efficiency”. In addition, “information aimed at
SMEs on energy efficiency and limitation of
greenhouse gas emissions, and supporting
implementations for energy efficiency by
developing financing models aimed at SMEs”
are included among the goals of the Climate
Change Action Plan. In this context, KOSGEB's
support programs inrelation to energy
efficiency also set an example.

_|_ he green growth of SMEs in Turkey is

The SMEs Strategy and Action Plan for the
period from 2015 to 2018 lays emphasis on the
concept of green growth and underlines the
need toincrease the ability of SMEs to comply
with nationaland international legislation. The
KOSGEB's SMEs Strategic Plan covering the
period from 2016 to 2020 also mentions green
growth and energy efficiency in parallel with the
10th development plan. Although the KOSGEB's
Strategic Plan (2019-2023) does not list green
growth as a direct strategic goal, it mentions

various performance indicators (efficiency,
cooperation, export) in line with this goal.

The SMEs Policy Index study, which was created
by the OECD, provides the opportunity to

assess the environmental policies and actions

of governments specific to SMEs (OECD, 2019b).
The study reviews the goals specific to SMEs

of existing environmental policies, and to what
extent the environmental goals in national SMEs
strategic documents are environment-friendly.
In addition, the contents of these documents
investigate how eco-innovationis supported and
whether there are sector-specific policies, such
as construction, transportation and agriculture.
The study also assesses the incentives and tools
complementing environmental policies, and how
effectively these tools are implemented.

It was observed, as aresult of the assessment
made within the scope of the SMEs Policy Index,
that while targets for SMEs and green growth are
presentedin environmental policy documents

in Turkey, the policies for theirimplementationin
SMEs are more limited. In addition, it comes to
the forefront that there are no sector-specific
policies aimed at SMEs within the scope of green
growth.



Cooperation with Private Sector, Public Sector and Business World Associations Supporting Green Growth

Organization ‘ Purpose
Northern Macedonia (Public-Private Partnership) g?ﬁéfﬁ;ggﬁg::;m and
Montenegro Government and Montenegro

Chamber of Commerce Energy Efficiency

Serbian Chamber of Trade and Industry Eco-innovation
(CCIS) - Serbian Government

Serbian Chamber of Trade and Industry (CCIS) Circular Economy

Northern Macedonia (Government and
environmental organizations)

Resource Efficiency
(energy, waste and water)

Ireland Environmental Protection Agency, Ireland
Clean Technology Center

OECD (2019b)

Smalland Medium Enterprises Development
Organization (KOSGEB) is the mainimplementation
body, but progress must be made in coordinating
related activities within the scope of green
growth. For example, the existence of different
structures responsible for carrying out projectsin
relation to energy efficiency increases concerns
about the efficiency of policies, and, accordingly,
itisimportant to ensure coordination between
organizations.

Incentives and regulations that accelerate this
process are asimportant as the policies planned

‘ Action

Provision by private sector representatives to SMEs of concrete advice
and guidance to reduce wastage and to make widespread the circular
economy implementations.

Holding meetings aimed at raising awareness of opportunities created
by energy-efficiency implementations both for enterprises and society

Providing newly established companies and entrepreneurs with the
training and grant support to develop green business ideas

Providing SMEs with assistance in the transition to a circular business
model

Supporting SMEs to ensure that they can obtain environmental
licenses

Allowing SMEs to see resource-efficiency implementation methods
through an online platform/providing free consultancy services on how
costs can be reduced by resource-efficiency practices

for the transition of SMEs to the green economy.
Since SMEs may be unaware of the adverse

effect on the environment of the production

made by them, activities carried out by the state

in this respect aimed atinforming and creating
awareness through cooperation with both business
world organizations and the private sector are
important (Table 5). Itis seenin the SMEs Policy
Index assessment that Turkey has made progressin
green growth policies aimed at SMEs onincentives.
Especially within the scope of financial incentives,
various funds are distributed by KOSGEB, energy
efficiency beingin the first place.
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Like every company thinking from a competitive
point of view, SMEs also think that investments
to be madeinresource efficiency will not yield
proceedsin the short- and medium-term, and
exhibit an abstaining attitude in investing in this
area. In this framework, companies change
their existing production processes with an
environment-friendly approach only when new
regulations are made. Creating a standardized
structure in environmentalimplementations
provides SMEs with a clear framework and

reduces the administrative burden on them
(OECD, 2018b). For example, the Regulation

on the Control of Packaging Wastes, which is
implemented in Turkey,imposed an obligation
on package manufacturers to use recycled raw
materials. Thus, itis aimed atincreasing recycling
ratios by encouraging the use of recycled raw
materials. Inaddition to this, within the scope
of the zero waste project, shopping malls and
organized industrial zones switched to the zero
waste systemin 2021.



o

Turkey falls behind the OECD economies of similar
size inrelation to environment management
system certifications, and the number of
certificates granted decreased in the period from
2008 to 2016 (OECD, 2019c¢). Turkey has important
potential to increase energy efficiency, especially
in the industrial sector. Itis a positive step that as
aresult of the amendment made in 2020 to the
energy efficiency regulation, an obligation was
imposed upon many areas, such as commercial
and service buildings, industrial facilities and

organized industrial zones, to establish an
ISO 50001 Energy Management System
(EMS) by 2023. In this context, incentives
aimed at promoting resource-efficiency
implementations are also important. In
some European countries, companies which
received an EMS certificate are granted
an exemption (for example; electricity tax
exemptionin Germany) (OECD, 2019c).
Resource and energy efficiency can be
supported with suchincentives.
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LONGLUGION

ith the EGD, aradical transformation
process involving different policy
areas and sectors was startedin

accordance with the goal of transforming
Europe into a climate-neutral continent. This
processis of particular concern to EU countries,
as well as all countries having a commercial
relationship with the EU.

A channel of the transformation to be carried
out with the EGD is the CBAM mechanism,
which was planned to be implemented for

the purpose of preventing carbon leakage in
combating climate change. Implementation of
this mechanism is expected to startin 2023 at
the latest and to affect exporters who operate
in carbon-intensive sectors through the cost
channel. The details and sectoral coverage

of this arrangement are not clear, but the
likelihood that the CBAM will be in the form of
international implementation of the ETS, which
is the EU’s main tool for combating greenhouse
gas emissions, is considered.

According to the results of the study, taxes

to be exposed with the CBAM may be an
important cost elementin the upcoming period,
especially for large-scale companies. In parallel
to lower exports to sales ratios (in comparison

to large companies) prevailing in SMEs, the cost
impact, whichis expected to occur with ETS, may be
limited.

In the early stages of CBAM, medium and large
enterprises operating in the basic metal sector
(Nace Rev2. 24) are considered “relatively risky”. It
is expected that, under the projection that CBAM
will cover all sectors when it matures, medium-
sized companies in the agriculture, mining, and
food sectors, as well as large-scale companies
operating in the coke and agriculture sectors, will
also be affected. For micro and small businesses,
the effects of CBAM are limited due to their low
export density to the EU. On the other hand, CBAM
is likely to influence procurement decisions across
the value chains of manufacturers operating on a
large and medium scale. As aresult, micro and small
businesses that are suppliers of larger companies
are likely to be affected indirectly by the CBAM.

Although the individual effects of SMEs in ensuring
the transformation triggered by the EGD are

limited, their cumulative effects are numerous. In
the transition to a low-carbon economy, important
opportunities appear for SMEs in the areas of
resource efficiency and circular economy. Resource
efficiency constitutes one such potential through
energy efficiency, especially in the industrial sector.
Circular economy, whichis also brought forward as



a policy tool within the scope of the EGD, is a
strategy complementing the concepts of green
growth and sustainable development.

Within the scope of green growth strategies, it
isimportant to develop coordination between
enterprises and build circular economy
models. Itisimportant for states to support,

in accordance with this g oal, the creation of
business networks between large companies
and the suppliers of companies carrying on
business on asmaller scale, along with a mutual
learning process.

In this transformation process, it isimportant
to provide SMEs with a sufficient transition

period which will assist them in adapting to the

EGDss Policy Areas and Primary Actions

Policy area Strategy/Actions ‘ Expec})eadtleActual
Draft Climate Law March 2020
Climate Treaty
Climate Goal Plan September 2020
E Relevant Legislation for the New Goal of
5 2030 Revisions June 2021
Energy Taxation Directive June 2021
Carbon Border Adjustment Mechanism 2021
The New EU Strategy on Adaptation
to Climate Change
European Industrial Strategy March 2020
= Circular Economy Action Plan March 2020
% European Battery Alliance December 2020
2
Proposal to Support 201

Zero Carbon Steel Production

new needs to arise as a result of the policies to be
implemented, along with the necessary support.
Considering the current vulnerabilities of SMEs,
itisnecessary to adapt to this process with a
complementary approach to climate, environment
and employment policies. In addition to this, it
should not be forgotten that the environmental
implementations of SMEs are not sustainable, since
they have insufficientinternal resources. In this
framework, external stakeholders should provide
SMEs with supportin showing a proactive approach
for entering into environment-friendly processes.
Within the scope of the new arrangements to

be putinto practice within the framework of the
EGD, itis of key importance to create actions for
SMEs aimed at creating awareness and developing
capacity in coordination with ministries and other
stakeholder institutions/organizations.

‘ Purpose

Ensuring through a legal framework that the policies implemented will contribute to the climate-neutral goal

Enabling citizens and stakeholders to play a role in the process of designing new climate actions (in sharing
information and developing solutions)

The Commission’s proposal of reducing greenhouse gas emissions by a minimum of 55% by 2030
Necessary revisions for the goal of 2030, which was declared in September 2020

Revision of taxation to ensure its compliance with climate policy

Reducing carbon leakage risk

Twin goal of green and digital transformation

The policy of ‘sustainable products’, which will assist in modernizing the EU's economy and ensuring that it can
take advantage, locally and globally, of circular economy opportunities (especially resource-intensive sectors,
such as textiles, construction, electronics and plastics, are focused on).

Developing an innovative, competitive and sustainable battery value chain in Europe.
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Policy area Strategy/Actions Date Purpose
Sustainable Chemicals Strategy October 2020 Encouraging innovation to develop reliable and sustainable alternatives to environmentally hazardous chemicals.
= »  Better monitoring and reporting of pollution
2 »  Revision of air quality standards to be in concordance with the proposals of the World Health Organization
= Zero-Pollution Action Plan for Water, Air 201 »  Proposals in relation to new and toxic chemical pollution resources, such as micro-plastics and
% and Soil pharmaceuticals
k) »  Addressing the effects of different pollutants
Revision of Measures Aimed at Pollution 201 »  Ensuring compliance with climate, energy and circular economy policies
Arising from Large Industrial Facilities »  Cooperation for preventing industrial accidents
_ Biodiversity Strategy of 2030 May 2020 Expanding the coverage of protected areas, increasing organic agriculture, and planting three billion trees by 2030
% g New Forest Strategy of the EU 2021 Measures aimed at effective forestation and forest protection and improvement
&
Measures Aimed at the Main Reasons for 2021
Loss of Biodiversity
= »  Measures aimed at reducing the use of chemical pesticides, as well as fertilizers and antibiotics » Circular
ER . Economy implementations
E's The Strategy of From Farm to Dining Table May 2020 »  Facilitating the selection of healthy and sustainable products / making food labels obligatory
5 E »  Accelerating the fight against food wastage
Revision of Common Agricultural Policy 2022
»  Promoting different transportation alternatives
»  Digitalization (more ef)flcnent and cleaner transportation focused on automated mobility and smart traffic
. . management systems|
Sustainable and Smart Mobility Strategy December 2020 »  Prices reflecting the impact on the environment (end of fossil fuel subsidies, expansion of the ETS to the
B maritime sector, decrease of free quotas allocated to airlines)
g Revision of Combined Transportation 2021 Building an effective tool aimed at supporting multimodal loading operations involving railway and seaway
= Directive transportation
E Revision of Alternative Fuels Infrastructure »  Reducing the supply of sustainable alternative transportation fuels
= Directive and Ten-T (Trans-Europe 2021 »  The goal of approximately one million public refueling and fuel supply stations by 2025
A Transportation Network) Regulation »  Speeding up the widespread use of zero and low emission vehicles and vessels
Revision of the Legislaton on Carbon » m?:l?]l;r?rso:g l;:rtsa)ken within the framework of the prevention of air pollution (stricter standards for pollution
Em'grs[:gglﬁesr?;ﬁﬁiS'Tarmigds for an »  Reducing pollution in and around the EU's ports and airports
P »  Assessing implementation of the European emission trade system in land transportation
- »  Reducing energy costs and decreasing energy poverty with renovation
S »  Carrying out research on the likelihood of including emissions arising from buildings in the ETS
52 Renovation Wave October 2020 »  Strictly implementing rules in relation to energy performance
= »  Carrying out renovation efforts to take advantage of financing conditions and scale economies, starting from
§ S large blocks
8 . .
gs‘é'ﬂt?g{:he Building Products Ensuring compatibility of building design with the needs of circular economy, and increasing digitalization
Review of the Trans-Europe Energy 2020 Review of the regulatory framewaork for energy infrastructure to ensure that it is consistent with the goals of
Networks (Ten-E) Regulation climate neutrality
»  Building a more efficient and circular system where waste energy is collected and reused
. »  Speeding up the use of electricity produced from renewable resources
= EU Energy System Integration Strategy July 2020 »  Encouraging renewable and low-carbon fuels, including hydrogen, for those sectors which are difficult to
g de-carbonize
E Methane Strategy October 2020
Offshore Wind Energy Strategy November 2020 Increasing the EU's offshore wind energy capacity by five times in the next 10 years, and by 25 times by 2050
» _Ensuring integration of different energy sectors in the EU (electricity, gas, buildings, transportation and
Smart Sector Integration Strategy July 2020 industry) to assist them in decreasing their carbon emissions

»  Replacing fossil fuels with renewable electricity or other renewable and low-carbon fuels, and ensuring
security and a cost-effective structure in energy

European Commission (2019b)
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Sectoral carbon emissions

Carhon Amount Contained in Exports (million tons of C0,)

ISIC rev. 4 ISICrev.4 | Total Carbon | CO,Produced
ISIC rev. 4 Name of Sector Sector Code | Sector Code Emissions per Unit

(Section) (Part) (tons of C0,) Output
Agriculture, forestry and fishery A 1-3 65.895.266 582,00 390 0,50 0,30 4,70
Mining and quarries B 5-9 3.513.481 290,90 050 070 030 1,50
*Production of food products
*Production of beverages *Production c 10-12 6.366.121 550,00 090 1,10 320 520
of tobacco products
*Production of textile products
*Production of garments *Production of c 13-15 2.696.529 6787,10 090 2,40 190 520
leather and relevant products
*Production of wood, wood products
and cork products (except for
furniture); Production of articles by C 16 281.997 310 0,00 0,10 0,10 0,30
knitting from withe, chaff and similar
materials
*Production of paper and paper
products *Printing and duplication of C 17-18 1.396.783 14,70 020 0,40 020 080
recorded media
*Production of coke and refined
petroleum products c 19 5.693.042 738,10 050 050 030 1,30
*Production of chemicals and chemical
products *Production of basic .
pharmaceutical products and pharmacy c 20-21 9.923.036 545,90 1,30 070 030 2,30
materials
*Production of rubber and plastic
products c 22 603.875 18,00 0,10 090 070 1,70
*Production of other non-metallic
mineral products c 23 69.093.735 1344,10 9.4 1,0 03 10,6
*Basic metal industry C 24 17.238.974 615,50 4,80 7,10 1,40 13,40
*Production of fabricated metal
products except for machinery and C 25 975.129 32,50 02 1,20 1,00 2,40
equipment
*Production of computers and
electronic and optical products ¢ 2 23275 310 0.00 010 0.10 020
*Production of electrical equipment C 27 450.644 14,10 0,10 1,40 1,20 2,80
*Production of machinery and
equipment not classified elsewhere ¢ 2 603,007 330 010 070 050 130
*Production of motor road vehicles,
trailers and semi-trailers C 29 673.695 22,30 0,20 230 1,90 4,40
*Production of other transportation
vehicles C 30 216.870 590 0,00 010 010 020
*Production of furniture
*Other products
*Installation and repair of machinery ¢ 31-3 1.848.944 3650 040 070 0.60 170
and equipment
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Carbon Amount Contained in Exports (million tons of COZ)

ISIC rev. 4 ISICrev.4 | Total Carbon | CO,Produced
ISIC rev. 4 Name of Sector Sector Code | Sector Code Emissions per Unit
(Section) (Part) (tons of CO,) Output

*Production and distribution of
electricity, gas, steam and ventilation

systems *Water supply; sewerage, DE 35-39 149.365.540 1444550 1,0 0,00 0,00 1,00
waste management and improvement

activities

Construction F 41-43 3.345.427 101,90 0,00 0,10 030 050
Wholesale and retail trade; repair of

motor vehicles and motorcycles G 45-47 4.283.381 51,6 050 2,00 1,30 380
Transportation and storage H 49-53 26.750.626 158,90 3,90 1,90 1,00 6,80
Accommodation and food service

activities | 55-56 1.016.668 5,60 030 1,50 1,90 3,60

Information and Communication
(broadcasting activities/production of
cinema films, videos and television

programs, sound recording and music . 56-60 897.234 = L LI 0.00 010
broadcasting activities/programming
and broadcasting activities)

Information ar_1d cpmmunication ) 61 950503 520 0,00 010 0,00 020
(Telecommunication)

Information and Communication

{Computer programming, consutancy J 62-63 235761 41,10 0,00 0,00 0,00 0,00
and relevant activities, Information ) ' ! ' ’ '
service activities)

Finance and insurance activities K 64-66 1.910.073 90,20 0,10 0,10 0,00 0,20
Real estate activities L 68 3.824.888 435,60 0,10 030 0,10 0,40
Occupational, scientific and technical

activities Administrative and support M-N 69-82 6.153.415 138,30 0,10 0,10 0,10 0,30
service activities

Public administration and defense;

mandatory social security 0 84 2.118.681 2320 0,00 0,0 0,00 0,10
Training P 85 1.715.707 2490 0,00 0,00 0,00 0,10
Human health and social service

activities Q 86-88 1.835.176 29,80 0,00 0,10 0,00 0,10
Culture, art, entertainment, recreation R 90-96 1.798.906 44,60 010 030 010 0,40

and sports Other service activities

Scope 1 (S1) covers the emissions which arise during the production process of the company, scope 2 (S2) covers the emissions caused by the electricity input outsourced by
the company, and scope 3 (S3) covers the emissions caused by inputs other than electricity (for example, raw materials).
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Annex 3: Sectoral Tax Rates Implied by the CBAM

Tax Rate (30 Euro) Tax Rate (50 Euro)

Agriculture, forestry and fishery 31 5.1
Mineral 1.7 2.8
Food products, beverages and tobacco 19 31
Textiles, garments, leather and relevant products 0.9 1.4
Wood, wood products and cork products (except for furniture) 1.5 2.5
Paper products and printing 15 2.5
Coke and refined petroleum products 19 3.2
Chemicals and pharmaceutical products 1.5 2.4
Rubber and plastic products 1.2 1.9
Other non-metallic mineral products 1.2 18.3
Production of basic metal 3.0 48
Fabricated metal products except for machinery and equipment 1.4 2.2
Computers, electronic and optical products 0.3 0.6
Electrical equipment 1.3 2.1
Machinery and equipment not classified elsewhere 0.8 1.4
Motor vehicles, trailers and semi-trailers 1.0 1.6
Other transportation equipment 0.4 0.6
Other products; repair and installation of machinery and equipment 11 1.8
Electricity, gas, water provision, sewerage, waste and improving services 12.2 19.8
Construction 2.0 3.2
Wholesale and retail trade; repair of motor vehicles 0.7 11
Handling and storing 1.4 2.2
Accommodation and food services 1.1 1.7
Broadcasting, audio-visual and broadcasting activities 1.2 1.9
Telecommunication 0.7 1.2
[T and other information services 0.2 0.3
Finance and insurance activities 0.5 0.8
Real estate activities 0.9 15
Other business sector services 0.8 1.2
Public administration and defense; mandatory social security 0.7 1.2
Training 0.4 0.6
Human health and social service 1.0 1.6
Art, entertainment, recreation and other service activities 1.0 1.6
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