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Abstract

The prevailing linear economic model, characterized by resource extraction, production,
consumption, and disposal, is unsustainable and poses significant environmental and
social challenges. The circular economy (CE) has emerged as a transformative paradigm
emphasizing resource efficiency, waste minimization, and closed-loop production
systems. This paper provides a comprehensive overview of the CE concept, its potential
benefits and challenges, and the regulatory frameworks enacted by the European Union
(EU) and Hungary to facilitate the transition towards a circular economy. In order to
facilitate this, the authors also propose specific regulatory steps based on a systematic
concept.
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1. Introductory thoughts

Environmental changes are changes that go beyond themselves. The continu-
ing increase in greenhouse gas emissions and the associated climate crisis are
generating socio-legal and economic issues. These changes trigger a whole series
of complex social relations. The agricultural structure is changing, which will in
turn require changes in other segments. These changes have a myriad of conse-
quences. The question is whether there is a chance of halting or at least reducing
these processes by highlighting a key element. Even among experts, there is often
no consensus on whether there is any chance of avoiding disaster or whether we
are already out of time.®> As a result, national legislators have different views on
theseissues, and the European Union has its own policy on these issues. However,
it must be seen that, as this is a global problem, it may also need to be addressed
in a global form. This has resulted in the need to limit greenhouse gas emissions.
This first appeared in the Kyoto Protocol. The aim of the framework conven-
tion is to stabilise greenhouse gas concentrations in the atmosphere at a level
(+2°C) below which anthropogenic damage to the climate is not yet occurring.
Primary action at the global level would bring results in tackling the problem,
but as Laszlé Fodor points out, the municipal level cannot be neglected either.
The importance of the municipal level is increasing in some countries precisely
because governments are not devoting enough energy to sustainability and it is
left tolocal authorities. A good example is the United States, which is not party to
international emission reduction agreements. However, some 200 city govern-
ments have declared that they will do their utmost to meet the Kyoto targets. This
isnotjusta US specialty, however, as the situation is similarin Spain’and Italy. In
the latter countries, this is due to relatively weak coordination of sustainability
at the national level .®

This framework should take into account the economic situation, the willing-
ness to engage, and the long-term goals of each state. These will have a significant
impact on the commitment a country is willing to make. Hungary's initial commit-
ment was also more of an indication than a serious commitment to change. The
question is: to what extent are individual states, including our own, willing to act
for the common good? However, Hungary is a member of the European Union, so its
commitments are not only in the national interest but also have to be understood
within the regulatory framework of the Union. The European Union is determined
to protect the climate.’

5| Onamore popular side, see Friderikusz Podcast 2023
6 | Gerzsenyi2004,17-18.

7 | Hornyak & Lindt 2023, 42.

8| Fodor 2019, 27.

9 | Fodor 2015, 249.
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To unpack the topic, we first need to briefly outline the theoretical foundations
of the circular economy. Indeed, emissions trading is more difficult to understand
without these fundamentals. Our study is the first theoretical reflection of a
complex research project. Our research will first focus on recent Hungarian leg-
islation. It does so in the light of whether the decisions of the Hungarian legislator
have been in line with the EU framework. Several recent decisions have fitted into
this framework, but we also find some that are quite the opposite.

2. Circular economy: basic concepts, challenges, and potential
benefits

The circular economy is an economic system that aims to use natural resources
and materials sustainably. In contrast to the traditional linear economy, in which
the production, use, and waste of products move in the same direction, the circular
economy aims to recycle and reuse as much of the materials and energy as pos-
sible.’® The circular economy is now an economic framework that aims to preserve
the value of products, materials, and other resources within the economy for as
long as possible. This can be achieved by optimizing the use of resources in both
production and consumption processes to reduce the environmental footprint. In
developing circular economy systems, we aim to minimize waste production and
emissions of harmful substances throughout the life cycle, including through the
implementation of a waste hierarchy.!

2.1. Basic concepts

The concept of a circular economy is now widely accepted by researchers and prac-
titioners, but there is still no consensus on its meaning. Accordingly, several defi-
nitions of the circular economy are presented below, comparing the approaches
and emphases of the international organizations that have defined the topic. The
Ellen MacArthur Foundation's definition emphasizes the importance of eliminat-
ing waste and pollution in production systems as a primary task of the circular
economy. As part of this, it reinforces the objective of keeping products and mate-
rials in use for as long as possible. The Foundation also addresses the concept of
regeneration of natural systems as a priority area of the circular economy. The
World Economic Forum definition emphasizes the intention and plan to create a
restorative or regenerative industrial system. Accordingly, it calls for the elimina-
tion of waste through the excellent design of materials, products, and production

10 | Olajos 2016, 91-113.

11 | Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 estab-
lishing a framework for the promotion of sustainable investment and amending Regulation (EU)
2019/2088.
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systems. The World Economic Forum attaches great importance to the transition
to renewable energy sources and the elimination of toxic chemicals. According to
the European Commission, the circular economy is an economic framework that
encourages resources to be used for aslong as possible. It also emphasizes extract-
ing the maximum value from resources while they are in use. The Commission
promotes the recovery and recycling of products and their raw materials at the
end of their (earlier) life as a key objective. The United Nations Industrial Develop-
ment Organisation (UNIDO) stresses the need for the development of restorative
or regenerative industrial systems and the related design intentions. It aims to
ensure that products, components, and materials retain their usefulness and value
for aslong as possible.?

Looking at the different concepts, it can be said that although all definitions
agree on the principles of value preservation, waste minimization, and the promo-
tion of resource efficiency, each source gives a slightly different emphasis or per-
spective to the concept of a circular economy. The Ellen MacArthur Foundation®,
for example, emphasizes the design aspect, while the World Economic Forum
emphasizes intention and planning. The European Commission attaches great
importance to the longevity and utilization of resources® and UNIDO emphasizes
the preservation of utility and value. All these approaches emphasize the holistic
and sustainable nature of the circular economy.

The concept of the circular economy is also discussed in different ways
in academic works. Kirchherr et al. in their study where they identify about
114 definitions of the topic, distinguish three main approaches. These distinct per-
spectives collectively underscore the multifaceted nature of the circular economy
concept, highlighting its potential to address the interconnected challenges of
resource scarcity and environmental degradation. The materials management
approach emphasizes maximizing resource utilization through the efficient reuse
and recycling of materials and energy, minimizing waste generation and resource
depletion. This approach advocates for circular material flows and a closed-loop
economy, maximizing resource value retention. The environmental approach
conceptualizes the circular economy as a departure from the traditional linear,
extractive economic model toward a regenerative one. It aims to minimize envi-
ronmental impact by promoting sustainable production and consumption prac-
tices, extending the lifespan of products, and minimizing waste generation. This
approach emphasizes the circular economy’s potential to mitigate environmental
degradation and promote environmental stewardship. The systems approach

12 | Miiller 2023

13 | Ellen MacArthur Foundation 2023
14 | World Economic Forum 2022

15 | European Commision 2023

16 | Miiller 2023

17 | Kirchherr et al. 2017,221-232.
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adopts a holistic view, encompassing both material management strategies and
environmental sustainability principles. It envisions the circular economy as an
integrated economic model that aligns economic growth with environmental pro-
tection. This approach advocates for a balance between resource utilization and
environmental protection, recognizing the interconnectedness of economic and
environmental systems.

The comparative theoretical work of Kirchherr and his colleagues also con-
firmsthat the definition of the circular economy today is diverse and encompasses
several ideas. There are also major overlaps between the different basic concepts
and the differentiable approaches that have emerged. Overall, it can be concluded
that most of the main schools of thought on the circular economy have a specific
approach, but that the concepts are not distinguishable. 8

2.2. Potential benefits of turning the economy circular

The potential benefits of the circular economy are not yet fully understood from
a scientific perspective, but the available evidence suggests that the circular
economy can make a significant contribution to environmental, economic, and
social sustainability. The circular economy has several potential benefits®’; we
go through the following part of the chapter. The circular economy emerges as a
transformative paradigm for resource management, proffering a constellation of
potential benefits. The circular economy promotes sustainability and economic
resilience by decoupling economic growth from resource consumption. By extend-
ing the lifespan of value-added products through robust design, repairability, and
recyclability, the circular economy reduces waste generation and enhances mate-
rial reuse efficiency. This, in turn, mitigates the environmental burden associated
with raw material extraction and processing. The circular economy fosters the
development of novel markets and products, creating economic opportunities and
driving innovation. The circular economy enhances supply security by optimizing
resource utilization and minimizing waste and contributes to a more sustainable
and resilient economy. The circular economy creates new employment opportu-
nities in various sectors, including green system engineering and maintenance,
recycling operations, and bio-based economy value chains. The circular economy
also promotes entrepreneurship, particularly in rural and smaller-scale enter-
prises, fostering innovation and adaptability. In conclusion, the circular economy
presents a holistic strategy for resource management, offering a pathway towards
sustainable development and economic growth. Overall, the circular economy has
several benefits that can contribute to reducing environmental pressures, making
economic growth sustainable, creating new jobs, and stimulating innovation.

18 | Németh 2021
19 | Nyist 2023
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2.3.Key challenges of the transformation

The circular economy, emerging as a transformative paradigm for resource
management and sustainable development, offers a promising path towards a
more resource-efficient and environmentally responsible economic system.
However, its implementation faces several critical challenges that hinder its wide-
spread adoption and realization. Several open social science dilemmas need to be
adequately addressed if the successful adaptation of circular economy models is
to contribute to reducing environmental pressures and making economic growth
sustainable. The main problems and needs for action arise in the following areas.?®
(1) The circular economy’s success hinges on transformative technological advance-
ments that are not yet fully developed. The development of efficient recycling and
reuse processes, resource-efficient product design, and novel materials requires
continuous technological innovation to close material loops and minimize waste
generation. (2) Integrating the circular economy into the current profit-oriented
economic system presents a significant challenge. Market mechanisms may not
adequately incentivize circularity, and shifting from alinear to a circular economy
demands a paradigm shift in economic thinking, encompassing value retention,
resource efficiency, and life-cycle thinking. (3) Changing consumer habits and
attitudes towards sustainable consumption is crucial for the circular economy’s
success. Individuals play a pivotal role in reducing waste generation, adopting cir-
cular consumption practices, and valuing products with extended lifespans. This
requires education, awareness campaigns, and behavioral change initiatives that
promote sustainable consumption patterns and encourage individuals to embrace
circular principles. (4) The circular economy requires significant investments in
research and development, infrastructure, and education to overcome technologi-
cal and behavioural barriers. Collaboration between governments, businesses, and
civil society is crucial to mobilize resources, share knowledge, and accelerate the
transition to a circular economy. (5) Last but not least, establishing robust regula-
tory frameworks that promote circularity and penalize waste generation is essen-
tial to incentivize businesses and individuals to adopt circular practices. Clear
and enforceable regulations can guide the development and adoption of circular
technologies, product designs, and consumption patterns.

3. The EU Commission agenda for developing
the circular economy

Both the Circular Economy Action Plan (CEAP) and the Emissions Trading Scheme
(ETS) aim to reduce greenhouse gas emissions and promote sustainable practices.

20 | Németh 2021
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The CEAP focuses on reducing the environmental impact of products throughout
their lifecycle, from production to disposal. This includes measures to promote
resource efficiency, sustainable consumption and production, and innovation in
circular economy technologies. The ETS puts a price on carbon emissions, creat-
ing an incentive for businesses to reduce their emissions. This can be done by
improving energy efficiency, switching to renewable energy sources, or investing
in carbon capture and storage technologies. The two policies can further work
together to reduce greenhouse gas emissions and promote sustainable practices.
For example, the Circular Economy Action Plan could support the development
of circular economy business models that reduce emissions, while the ETS could
provide incentives for companies to adopt these models.

3.1. Regulations by the Circular Economy Action Plan

To achieve a circular economy, the European Commission has adopted an action
plan for 2020, focusing on seven key areas. The Commission’s action plan is an
important step towards achieving the circular economy?. The measures set out in
the plan can contribute to reducing environmental pressures, making economic
growth sustainable, and promoting social justice??. The European Commission’s
(EC) 2020 Circular Economy Action Plan encompasses seven key areas to transi-
tion to a circular economy. These areas address the different types of materials
and the regulations required to manage them effectively. The first area focuses
on EPR, which shifts the responsibility for end-of-life treatment from consumers
to producers. This approach promotes collecting, sorting, and recycling electrical
and electronic equipment (WEEE), batteries, and packaging waste. The second area
emphasizes resource efficiency, aiming to minimize the consumption of resources
throughout the product lifecycle, from manufacturing to disposal. The third area
advocates for sustainable consumption practices, encouraging consumers to
reduce their environmental impact by purchasing fewer items, reusing, or sharing
products. The fourth area emphasizes innovation, fostering the development
of new technologies and business models that support circularity. This includes
supporting research and development in circular economy technologies and pro-
moting the adoption of circular economy business models. The fifth area promotes
market development and information dissemination, aiming to establish a second-
ary raw materials market and enhance circular economy product information. The
sixth area emphasizes governance and enforcement to ensure the comprehensive
execution of the circular economy action plan, encompassing strengthening the
regulatory framework and enhancing the enforcement of circular economy legis-
lation. The seventh area promotes international cooperation to facilitate the global

21 | Eurépai Parlament 2023
22 | Eur6pai Parlament 2021
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adoption of circular economy practices by supporting international initiatives and
encouraging the exchange of best practices among countries. We can conclude
that the EC’s Circular Economy Action Plan outlines a comprehensive strategy for
transitioning to a resource-efficient and waste-minimizing economy. By focusing
on EPR, resource efficiency, SCP, innovation, market creation, governance, and
international cooperation, the plan aims to achieve environmental sustainability,
economic resilience, and social equity.

3.2. Regulations by the Emissions Trading Scheme

EU Directive 2003/87 laid the foundation for the emissions trading scheme.
Under the legislation, certain installations emitting greenhouse gases can only
be operated if they have a special emissions permit. This requires separate permit
procedures. This allows the process to be monitored. The central element of the
system is the greenhouse gas emission allowance. Under the Directive, this unit is
an allowance to emit one tonne of carbon dioxide or equivalent other greenhouse
gases. The reason for traceability is to achieve market scarcity.?

For the European Union, this provision was only the first step. It then adopted a
complete climate protection package, calling for a 20% reduction in carbon dioxide
generation and an average 20% increase in the share of renewable energy. These
expected changes have not progressed in the way the EU would have liked. Despite
this, or perhaps because of it, it has not lowered its targets but has made even
more ambitious commitments. In its updated nationally determined contribution
submitted to the UNFCCC Secretariat on 17 December 2020, the EU committed to
reduce net greenhouse gas emissions from the EU economy as a whole by at least
55% by 2030 compared to 1990 levels. With the adoption of Regulation (EU) 2021/1119
of the European Parliament and the Council, the Union has set an economy-wide
climate neutrality objective at the secondary legislation level to be achieved by
2050 atthe latest and the ambition to achieve negative emissions thereafter. It also
sets a binding target for net greenhouse gas emissions (emissions after removals)
within the Union. All sectors must contribute to this reduction. This means that
each sector will have to make different changes to its energy demand (sacrifice?)
and its best practices.

Along the lines of the principles set out in Directive 2003/87/EC, emission
sources can be aviation-related or even stationary. It is, however, independent of
the emitter that a specific permit is required for commissioning and continued
operation. Under Article 9a of the Directive, forinstallations carrying out activities
listed in Annex I to the Directive which will only be included in the Community
scheme from 2013, Member States shall ensure that the operators of such instal-
lations submit to the relevant competent authority emission data that are duly

23| Fodor 2015, 249.
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verified by an independent verifier. This is necessary to take such data into account
when adjusting the quantity of Community allowances to be issued.

However, since we are talking about Community-wide allowances, Member
States will take the necessary measures to ensure that the conditions and proce-
dures for issuing greenhouse gas emissions permits to installations carrying out
activities listed in Annex I to Directive 2010/75/EU are harmonized. This is also
necessary because, in addition to national markets, the EU Member States are all
part of the same Community market. In this respect, the EU can be considered as a
single market for Community allowances, in particular in the light of the commit-
ments outlined above.

3.2.1. Allocation of allowances by auction

Allowances that are not allocated for free are sold by states through auction.
However, this does not mean that they are free to hold all unallocated allowances.
Allowances that are not placed in the market stabilization reserve can also be
auctioned. This also means that from 2021 onwards, even taking into account the
reduction rules, the share of auctionable quantities will be 57%. However, this does
not mean that all 57%. Article 10 of the Directive stipulates that 2% of the total
quantity of allowances for the period 2021-2030 shall be auctioned by the Member
States to create a fund to improve energy efficiency and modernize the energy
systems of certain Member States. This will essentially mean allowances based on
a solidarity principle and used up. It is called the EU Legal Modernisation Fund.
The beneficiaries of this fund can be any state that, for this quantity of allowances,
is a Member State whose GDP per capita at market prices was below 60% of the
EU average in 2013. In addition, 2.5% of the total quantity of allowances must be
auctioned for the Modernisation Fund between 2024 and 2030. For this quantity
of allowances, the number of beneficiary Member States will also change. This
includes Member States whose GDP per capita at market prices was below 75% of
the EU average between 2016 and 2018.

The remaining allowances in the EU ETS can be auctioned by Member States,
with 90% of the total quantity of allowances to be auctioned being distributed
among Member States in a proportion equal to their share of verified emissions in
the EU ETS. This share shall be determined either for 2005 or for the average of the
2005-2007 period, whichever is the higher. The remaining 10% will be distributed
among certain countries.

Part of the proceeds from the auction should be used by the state for specific
purposes, such as shifting the energy mix towards renewables, avoiding power
cuts, protecting peatlands, reducing the amount of energy from solid fossil fuel
combustion, and supporting forms of transport linked to the decarbonization of
the sector. In summary, we are talking about financing objectives and instruments
that contribute to reducing emissions.

36 | 2024 43
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3.2.2. Allocation of allowances for free

EU-wide ex-ante benchmarkswill be set for the EU market for allowances to ensure
that the way they are allocated provides incentives to reduce greenhouse gas emis-
sions. This is necessary to find efficient technical solutions for energy use. It sets
the framework within which allowances can be determined. These frameworks
and limits include the emission allowances generated by electricity production. It
is important to stress that, except for electricity from waste management, energy
from other waste cannot be distributed for free.

Ifthere is an obligation to carry out an energy audit or to implement a certified
energy management system by Article 8 of Directive 2012/27/EU of the European
Parliament and the Council (17) and if the recommendations contained in the audit
report or the certified energy management system are not implemented, the free
allocation shall be reduced by 20%. Exceptions to this rule shall be made where the
payback period for the investments concerned exceeds three years or where the
costs of these investments are disproportionate. The free allocation shall not be
reduced where the operator demonstrates that other measures have been imple-
mented that result in greenhouse gas emission reductions equivalent to those
recommended in the audit report or certified energy management system of the
installation concerned.

The EU wants to complete a harmonized market by applying the above rules.
harmonized rules should provide in particular deadlines, conditions for the rec-
ognition of energy efficiency measures implemented, and alternative measures to
reduce greenhouse gas emissions, using a procedure for national implementing
measures. The issues and rules for individual sectors would go beyond the scope of
this study, and it is therefore only indicated here that the definition of allowances
in some sectors differs from the general one. A more detailed analysis of these will
be the subject of further research and publications.

4. Regulations and actions in Hungary

Hungaryis a signatory to the Paris Climate Agreement. It is also one of the signato-
ries thatis continuously fulfilling its reporting obligations. As you can see from the
graph below, Hungary has steadily reduced its emissions. Szunyogh and Vadaszi
point out that this isinteresting in the context of the fact that data from developing
countries generally show an increase.?* The authors also provide a more in-depth
presentation of the blueprint under which Hungary has strategically planned the
individual steps.

24| Szunyog & Vadaszi 2023
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The key steps for the next period are set out in the following documents and
strategies:?° (a) National Energy Strategy 2030 (NES); (b) Hungary’s National Energy
and Climate Plan (NEKT); (c) Climate Change Action Plan (CCAP); (d) National Clean
Development Strategy 2050 (NTES).

The documentslisted are built around the following key principles: (a) strength-
ening the security of energy supply by increasing the extraction of domestic
hydrocarbons, increasing the use of renewable energy sources, and further diver-
sifying the gas market; (b) At the same time, climate proofing the energy sector by
greening the district heating sector and reducing greenhouse gas emissions from
the electricity industry; (c) implementing energy innovation through economic
development; (d) while continuing to focus on the consumer.

Along the principles listed above, we should see that there is a kind of com-
mitment to the green transition. The question is, of course, to what extent can this
capital-exposed Eastern European development state enforce these aspects? The
strategy documents set out declared objectives. The question is, have some of the
recent period’s important environmental sustainability?

4.1. Deposit charges for single passenger products
in thelight of German practice

Re-use of plastic waste is steadily increasing in all countries that have recognized
that rapidly growing landfills are a direct and indirect threat to the environment.?
The recycling of plastic waste is increasing in Europe and is strongly supported by
the European Union. According to data received from companies, the main source
of waste from recycling plants is manufacturing waste from industrial plants, of
which 90% is processed.?” The deposit scheme, to be reintroduced in 2024, will
introduce DRS, the most recent experience of which has been in Slovakia.

The plastics processing industry, as a secondary raw material processing
industry, is mainly based on bottles and packaging materials. The legislator is
using avariety of incentives to motivate the public to participate in the waste cycle.
By these means, the legislator recognizes the raw material nature of waste even
without written provisions. However, legislation is always lagging behind techno-
logical progress and, because the legislator is also late, people’s attitudes are also
late in changing.

The use of the deposit fee was perhaps one of the longest-used instruments in
Hungary, and in the beginning, it was not primarily for environmental reasons,
but for economic reasons. It should also be seen that, although there is a relatively
recent provision for deposit charges in this country, the system has steadily been

25 | Szunyog & Vadaszi 2023
26 | Pal2007
27| Pal2007
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dismantled, and is now fully developed in Germany.?® However, the system that has
been set up has many peculiarities. This packaging continued to live its life as a
single-use item, i.e. after being collected, it was recovered (incinerated for energy)
or recycled. The scheme aims to reduce the proportion of single-pouch packaging
in the commercial offer, due to the high deposit fee and the need to redeem.?*

The products to which the deposit applies in Germany are bottles and flasks
between 0.1 and 3 liters.3° In Hungary, the scope of deposit-fee products was not
previously so defined, since a “product manufactured or marketed with the designa-
tion ‘deposit-fee product’ or the packaging of a product whose manufacture or first
placing on the market with this designation has been notified to the National Inspec-
torate for the Environment, Nature Conservation and Water Management.”* As of
January 2024, the. The return fee would also be a kind of incentive not to throw
the packaging in the bin, but to return it. However, it should not be forgotten that if
the collection capacity is not properly built up, this will mean a price increase. This
price increase will also generate inflation, especially as producers are given a free
hand in setting the price for multi-passenger packaging. It is therefore important
that the return on investment and the social benefits outweigh the inflation-
generating effect.

In the Hungarian legal system, the use of deposit fees was allowed for a simi-
larly wide range of products. However, the system was phased out, with some indi-
cations that the then-existing Waste Management Act was expected to be revised
in 2013. However, this did not happen. As we can see we had to wait until 2023 for
the regulation and 2024 for its revival.

The domestic system also applies the method clearly defined in the German
legal solution. Whereas previously, deposit fees in Hungary ranged from 25 to
160 ft (depending on the type of product). There is a 25-cent charge for disposable
bottles and metal beverage cans. For returnable bottles, the deposit varies between
8 and 15 cents. Under the new rules, we can also set a single price for single-use
products.

Related to this, two other issues may arise in the case of one-way and multi-
way packaging. One is to what extent will the public be willing to redeem? This
is particularly important because, in certain regions, families are burning their
rubbish because of the financial and social situation, thus increasing emissions.
The other question is whether, for these socially deprived people, the deposit will be
of such value that it is worth redeeming. In the socially deprived areas mentioned,
there is another very important phenomenon. Shops in these villages generally
have access to food and other products at higher prices than in towns or other
better-off areas. The question is: how much more expensive on average is a deposit

28 | Csokonay 2005, 3.

29 | Hulladék munkaszovetség 2012, 43.

30 | Bundesministerium fiir Umwelt- Naturschutz und Reaktorsicherheit 2012, 1
31 | Governmental Decree no.209/2005 (X.5.) 2. § Point a)
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for a socially deprived family? This also implies the general question of whether
the introduction of a deposit charge will also bring a hidden price increase. This
is an important question, especially in the current inflationary environment of
spiraling prices. Where this hidden price increase does not occur, or only to a very
limited extent, the propensity to redeem is likely to be higher. In disadvantaged
areas, on the other hand, there is more likely to be some degree of consumption
transformation, with deposit charges reducing the quantity or at least changing
the composition of products available for purchase in more extreme cases. It may
be worthwhile to include extra incentives for the residents of these areas, taking
inspiration from the Social Plastic concept.*?

4.2.Green Bond

A Green Bond is a special security with limited use. It is used to finance invest-
ments that have some direct or indirect environmental or climate protection
benefit. Sustainable objectives

To ensure the achievement of sustainable objectives, green bond issuance, as
opposed to conventional issuance, requires additional documentation to establish
sustainable use objectives before the issuance of the bond and to demonstrate the
appropriate use of resources and the impact of environmental objectives after
the issuance. This also fits in well with the series of attempts to sort out the fate of
quotas. The international Green Bond Standards have been developed to ensure
comparability of sustainability targets, transparency of appropriate resource use,
and investor expectations of sustainability. These, both in their standards and in
their objectives, have environmental transition and greening of the economy as a
key element. However, within the scope of this report, we do not have the oppor-
tunity to fully develop this instrument, but we believe it is certainly the right way
forward.

4.3. National rules - taxation

One part of our study aims to examine allowances in the context of the models
of use and utilization of allowances by the various industry players. The above
section requires an understanding of the general legal basis for the surrender
system and the Green Bond, which was the task of the previous section. There-
fore, it is within this framework that we try to place the latest Government
Decree no. 320/2023 (17.VII). This decree has the unconcealed aim of taxing the
country’s largest carbon dioxide emitters to a significant extent.? Installations
with significant carbon dioxide emitting activities covered by the ETS have a

32 | Hornyak & Lindt 2023, 43-44.
33| Clamba 2023
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fixed number of allowances per year, which entitle them to emit a certain amount
of CO2 ‘for free'. The free carbon quota is degressively reduced each year, provid-
ing an incentive for large companies to go greener by cutting their emissions.?*
The green transition process is an area of high priority, with the aim of compa-
nies leaving a smaller and smaller ecological footprint. But of course, it doesn’t
happen overnight.?® This is true even if there have been ideas before, even in the
area of taxation. But they would have been primarily a tax to encourage consum-
ers, with differentiation in the level of consumption taxes. This would mean,
encouraging the use of products with a lower environmental impact through
lower tax rates.3¢

Businesses are therefore required to compensate for the extra pollution with
new allowances purchased if they emit more than the free allowances available.
This requires instruments that give companies a different incentive to make the
green transition. This could be through taxation, but there are other, perhaps
more effective, instruments. In this paper, we highlight taxation rules as the
most recent legislative product of domestic legislation in this field. The provi-
sions will be specific transaction costs for the operator of an installation receiv-
ing a significant free allocation of allowances. The definition of what constitutes
such an emitteris set out in the Directive already mentioned above. However, the
regulation under consideration is intended to go in a different direction, which
appears to be more of a sanctioning rule than an incentive. We would, however,
highlight Zoltan Nagy'’s point that public finance management influences envi-
ronmental management, both in terms of public revenue (environmental taxes,
other charges, fines, etc.) and public expenditure (specialized administration,
subsidies).?” The only question is how the current legislation interprets the scope
of whatis allowed to be granted. Under the regulation, the personal scope applies
to installations with significant carbon dioxide-emitting activities. To put it
succinctly, as summarised by PwC, the tax liability applies to installations with
average annual emissions of more than 10,000 tonnes over the above periods
and which have received a free allocation of several allowances equal to at least
half of their average annual emissions.*®Inline with Viktéria Clamba’s summary,
we believe that these provisions affect operators in the fertilizer, cement, oil
refining, steel, glass, chemical, metal, etc. sectors. The number of companies
affected by the new intervention could exceed forty.?° However, it should also be
stressed that the new regulation goes completely against the EU regulatory logic.

34 | Clamba 2023
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38 | Asignificant new tax and fee burden will be imposed on operators of certain installations receiv-
ing free allocation.
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Instead of having a quantity of carbon dioxide allowances that entitle them to
free emissions, they will be liable to pay a tax on their total emissions. However,
it should be stressed that this does not include electricity-generating companies
not covered by the free carbon quota system. Also exempted are generators that
were in bankruptcy or liquidation proceedings in the year preceding the year
under review, even if they would otherwise meet the above criteria. However,
companies that fall within the scope of the Regulation will no longer have a
quantity of carbon dioxide allowances available to them to emit free of charge
but will be liable to pay a tax on their total emissions. In addition, if there were
free allowances, the Government Regulation also requires the transfer of free
allowances to be subject to a transaction fee to be paid to the Climate Change
Authority. The amount of this fee is 10% of the value of the free quota transferred
converted at the daily mid-market exchange rate of the EEX-EUA exchange rate
set by the Hungarian National Bank. The Decree also provides for cases where
the tax base is reduced. The Regulation also provides for cases where the tax
base is reduced. In this context, a 50% reduction of the taxable amount can be
achieved if the taxpayer’s production level with CO2 emissions is at least 90%
of the capacity of the main activity. The reduction is also granted if the capacity
of the main activity has not decreased compared to the capacity of the previous
year. Therefore, neither capacity nor production has been significantly reduced
by the acquisition of a free carbon quota. Finally, it can also be claimed that the
CO2 emissions per unit of output have decreased by an amount equal to the linear
reduction factor of the ETS in force in the year in question.*°

The question is how these rules relate to the framework and objectives of the
European Green Deal. As a new growth strategy, the EU aims to transform the EU
into a just and prosperous society with a modern, resource-efficient, and com-
petitive economy, where net greenhouse gas emissions are eliminated by 2050
and where economic growth is not resource-dependent.* This transition must be
fair, and the fair transition mechanism itself will support regions that are highly
dependent on carbon-intensive industries. The mechanism will support the most
vulnerable citizens in the transition, giving them access to retraining programs
and job opportunities in new economic sectors. [COM (2019)640 final]

The question is whether the domestic legislation serves this purpose. The
question is also topical because it has created rules that go against the regulatory
framework set by the EU, which some market players believe will jeopardize the
very investments that are linked to emission reductions.*?

40| Clamba 2023
41 | Jakab 2022, 237-249.
42 | CeMBeton'’s statement on Government Decree no. 320/2023 (17.VIL.)
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5. Conclusions and regulatory proposals

The circular economy is about the sustainable use of natural resources and materi-
als.In contrast to the traditional linear economy, in which the production, use, and
waste of products follow a straight line, the circular economy aims to recycle and
reuse as much of the materials and energy as possible. The circular economy is an
economic system that focuses on preserving the value of products, materials, and
resources by minimizing waste and pollution. It emphasizes that products should
be 1) used for as long as possible, 2) extracted to the maximum value during their
lifetime, and 3) recovered and regenerated at the end of their life. The fundamental
aim is therefore to maintain resources at the highest possible utility and value
throughout their life cycle, with minimal environmental impact and waste.

Promoting a circular economy and reducing greenhouse gas emissionsis key to
tackling the climate crisis and achieving sustainable development. The European
Union has taken several measures to reduce greenhouse gas emissions, including
the carbon credit scheme (auctioning of credits and free allocation of allowances).
However, experience so far suggests that these measures are not sufficient to
achieve the desired results.

To promote a circular economy, the EU should take further measures, includ-
ing: (1) Changing the design of products and materials to make them more durable
and easier to recycle. (2) Transforming waste management systems to focus on
recycling and reuse of waste. (3) Addressing consumer attitudes is a critical step
in transitioning to a circular economy. By promoting product longevity and waste
reduction, we can optimize resource utilization, minimize environmental impact.
(4) A reform of the EU’s regulatory and tax systems can also help to promote a
circular economy. The regulatory system should encourage businesses to adopt
circular practices, such as recycling and reusing products and materials, and the
tax system should encourage consumers to adopt circular practices, such as using
products for longer and recycling or reusing waste.*?

Promoting a circular economy is a complex task that requires the cooperation
of the European Union and Member States, businesses, and consumers. The quality
of Hungarian regulation in reducing greenhouse gas emissions and promoting the
circular economy is generally good. The government has taken several measures
in recent years that have contributed to reducing emissions, such as auctioning
allowances, promoting renewable energy sources, and improving energy effi-
ciency. However, Hungarian regulations need further improvements to promote
a circular economy. To improve Hungarian regulations, it would be important to
harmonize domestic legislation in line with EU directives and recommendations.

43| Csak2022,76-83.
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In addition, the government should work with businesses and consumers to
promote circular practices.

Our recommendations to the regulators:

Government intervention plays a pivotal role in incentivizing circularity in
product development. Regulatory measures, such as mandating extended product
lifespans or promoting recyclability-enhancing technologies, can catalyze the
adoption of circular principles in product design. An attributed paradigm shift
can prioritize resource efficiency, durability, and recyclability over disposability,
driving a more sustainable and resource-efficient economic model. By embracing
circularity in product development, businesses can contribute significantly to the
transition towards a sustainable economy. This can be done by adding consumer
protectionrules. Action against types of rules such as planned obsolescence. There
is no doubt that regulation at the national level would be an essential but not suf-
ficient step.

To transform waste management systems, the government should redesign
waste collection and treatment systems to focus on recycling and reuse. This can
be done, for example, by improving the efficiency of waste collection or by encour-
aging waste sorting. Recent years have seen significant steps in this direction with
the centralization of the waste collection and processing market. It remains to be
seen whether these changes will have the expected positive impact or whether the
unleashing of commercial considerations will ultimately become an obstacle to
developing a circular approach. An excellent first element of this is the introduc-
tion of redemption from 1 January 2024. This is certainly a positive change from
the past. Related to this, two issues may arise in the case of one-way and multiway
packaging. One is to what extent will the public be willing to redeem? Apart from
the social issues that arise, it is certainly in the public interest to try to keep it in
circulation in some way. In addition to these, Hungary has committed to more
efficient selective collection of waste, with pilot projects also starting in 2024
with the distribution of new types of waste bins and composting frames. However,
waste policy change alone cannot bring about change, it also requires a change in
consumer attitudes. To change consumer attitudes, the government should launch
communication campaigns on the benefits of the circular economy. The govern-
ment should also encourage consumers through subsidies and legislation to adopt
circular practices, such as using products for longer and recycling or reusing
waste. Whereas in previous collection campaigns, everyone knew the slogans,
such as ‘Tap it flat’. The new deposit scheme has not yet been accompanied by any
relevant launch campaign. There is nothing to shake out what was entrenched in
the past. Indeed, under the new system, packages will have to be delivered intact,
but many people still have the slogan ‘Tap it flat’ in their minds.

Full adoption of EU climate policy, but not uncritical application. The EU’s
climate policy objectives should be examined on a country-by-country basis,
taking into account the capacity of each country to cope. However, it would be
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worthwhile to take the main guidelines and objectives as axiomatic and to coop-
erate effectively in achieving them. This is why isolated solutions do not help to
achieve a common goal. After all, the climate crisis will not be country-specific.
It will affect everyone, which is why common European thinking and action
is needed. But a critical attitude does not mean that it is necessary to face up to
unpopular solutions in an absolute way. It is worth looking for compromise solu-
tions. This is why a more flexible approach to the taxation issues addressed in this
study would also be worthwhile. This is even more important in the context of the
factthat thereis notaxobligation under EU law. Therefore, the introduction of such
apublic tax would be very economically and competitively self-defeating. This also
shows that while domestic climate policy tries to follow the mainstream, some of
its provisions have the opposite effect. There are two reasons for this, either it is
too weak an instrument or too strong. In our study, we have given an example of
too strong a tool, which cannot be sustained in the long term, as it involves taxing
economic operators such as cement and fertilizer plants. The problem is not so
much the instrument as the level of the tax. Some of these companies have become
unviable. This may be causing more harm than good, as efficient agricultural pro-
duction without fertilizer is unthinkable in the current context.
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