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Abstract: EU legislation provides for extensive involvement of local governments (LGs) in the implementation
of the "energy first" principle concerning buildings’ stock. LGs have a dual role. In the role of national
government agents LGs co-financing is necessary for implementation of global goals. In the role of autonomous
decision makers LGs are balancing various interests on behalf of local community. The aim of the research is
to assess the characteristics of those interest groups that are short- and medium-term beneficiaries or losers
from the EU recommendations and the risks arising from the choice of alternatives. Interests of groups are
evaluated by the approximation of the Rational Choice Theory, considering diversity of competences division
among national and subnational authorities. Evaluated alternatives: 1) security in the event of war versus
voluntary initiatives for energy efficiency; 2) prolonging regeneration of woods” biomass versus electrification
of heating; 3) supporting entrepreneurship versus reduction of energy poverty; 4) individual or energy
community solutions versus uniform treatment of all DHSs customers; 5) postponing versus acceleration of the
electrification of transport; 6) re-municipalisation versus outsourcing buildings stock and its infrastructure
renovation. Losers of energy performance policy should be compensated in the short and middle term, because
possible future gains may be insufficient to maintain stability.

Keywords: green deal policy; energy performance of buildings; local governments; interest groups;
compensation to losers

1. Introduction

The promotion of buildings’ energy performance, like other Green Deal (GD) initiatives, faces
competitive interests. Although the global goal is shared [1], the priorities of countries, international
corporations, municipalities, entrepreneurs across various industries, households, and other
stakeholders often conflict.

Neither global organizations, nor the EU have the resources necessary to finance achieving
climate goals, including substantial reductions in building energy consumption and phasing out
fossil fuels. Approach of the European Commission’s normative package “Fit for 55,” as set out in
recent amendments to EU directives, have placed additional expenditures on household, business,
and government budgets in the short and medium term. Entrepreneurs and households are expected
to bear some of the costs of climate goals, while the mediating role of local governments (LG) is
growing [2]. The payback period for loans on energy performance improvements is expected in 20+
years, making it challenging to persuade the private sector to invest in building renovations in the
short term.

The European Charter of Local Self-Governments [3] has harmonized LG systems in Europe and
their relationships with national governments and residents. Participation in GD initiatives depends
on each country’s unique context, including energy supply, climate, and historical construction
practices, as well as the division of responsibilities and rights between the national government and
municipalities.
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The amendments to directives [4-6] under the “Fit for 55” package determine the energy
efficiency responsibilities of sub-national governments. Municipalities play a dual role in GD policy:
they act as agents in enforcing mandatory requirements under national climate and energy plans
while also formulating and implementing their own plans autonomously, addressing local interest
groups' concerns, which may, in some cases, take priority.

For municipalities spatial planning, demonstration of energy efficiency in public buildings,
organization of heating services, and piloting new technologies within their territories are key
socioeconomic activities to improve building energy performance. In most countries, responsibility
for social welfare is shared between national governments and municipalities. The state establishes
general guidelines and ensures uniform social support, while municipalities assess individual
households' situations to provide tailored assistance.

LGs need to consider how their decisions align with both EU and national government positions
and the interests of local residents and businesses. The local population expects both an improvement
in the quality of life and alignment with the common ideals of society. However, residents’
preferences can vary widely, with diverse interest groups influencing socioeconomic development,
legislating, and its implementation at all levels of governance. Organized civil society, especially
business organizations and climate activists, actively lobby their interests to public authorities. Even
passive citizens affect decision-making, as building performance policies may be evaluated in
public/social communication.

The influence of interest groups on forming international climate policy has been studied,
mainly by analyzing the impact of lobbying on national policy and positioning [7-11]. However,
research on how local interests affect climate and environmental policies is fragmented across
themes, such as whether public participation leads to more ambitious, transformative local
governance of climate policy [12-15]. The authors have found no study examining the influence of
interest representation on LGs' autonomous decisions in climate policy.

Studying current and potential interactions between municipalities and various interest groups
within a specific country is more effective. Latvia was chosen for this study due to its moderate level
of LG system decentralization in comparison with other EU countries [16], making it suitable for
examining the environment for autonomous decision-making.

This study explores the competing challenges that LGs face due to geopolitical changes, ensuring
the sustainable development of territory and GD initiatives. The purpose is to assess which interest
groups are the primary beneficiaries or losers under the EU’s GD policy for building energy
performance, and how LGs balance these interests locally. Naturally, with limited resources, any
action that benefits certain interest groups may create unequal conditions for others. This study
briefly analyzes several dilemmas and risks for municipalities implementing this policy:

e The EU’s initial GD plans have been hampered by the Russian war in Ukraine, prompting a
reevaluation of priorities. Northeast European countries bordering Russia, faces an increasing
security threats. With limited budgets already stretched by education, social programs, and
other mandatory functions prescribed by normative acts, LGs must choose between both new
challenges — resilience to various security threats and building energy efficiency programs.

e  Building energy performance increasingly is increasingly associated not only with phasing out
fossil primary resources, but also with limiting biomass use. Renewable woody biomass has
been economically beneficial both in one- or two-apartment buildings, and in district heating
(DH) systems, reducing heating costs. However, the new EU standards [6] require costly
restructuring to reduce use of woody biomass in favor of emission-free technologies, with
insufficient funding currently available.

e  EU resources will be inadequate to fully address household energy poverty. LGs face a real
dilemma: should they prioritize maximum possible socioeconomic development to reduce
future poverty or redirect municipal resources towards immediate renovation of energy-poor
households, potentially delaying socioeconomic development activities in the administrative
territory.

e  Tension is emerging between DH customers and individuals or local energy communities who
seek to optimize their own heating costs. While beneficial for some households, this would
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increase network costs for others. LGs must balance the benefits to individuals and energy
communities against the need for equitable service pricing for all networked customers.

e Transport is Latvia's largest source of greenhouse gas (GHG) emissions. Although
municipalities are not involved in regulating air transport and shipping, they share
responsibility for road transport with the state and the private sector. Linking building energy
performance with the development of electric mobility presents a significant challenge for LGs’
budgets.

e  Success in improving building energy performance depends on the choice between two public
management approaches at the municipal level: outsourcing versus re-municipalisation [17],
and between immediate partial compensation for those adversely affected and explaining long-
term benefits without compensation [18,19].

The novelty of this research lies in applying Rational Choice Theory and methods of balancing
group interests to enhance building energy performance, weighing the benefits for supporting
groups against the losses for opponents.

2. Materials and Methods

LGs operate to benefit their residents both autonomously (as masters) and in delegated
capacities (as agents). The dual nature of municipalities is illustrated in Figure 1. In both roles,
municipalities are bound by EU and national regulations and policy documents; however, in areas
of autonomous competence, locally adopted regulations also apply. Local priorities are shaped by
EU, national, and local interests, many of which conflict (Figure 2). The views of active members of
organized civil society are considered in dialogues with interest groups and influence municipal
actions’ policy documents. The expectations of less active citizens are also decisive, because in public
communication (e.g. in social media) they can speak out against trends that do not correspond to
their wishes.

Normative & Expectations of
policy documents non-active voters

JC JLt ac

‘ Local government ‘

V4 \V4

Decisions in the
role of master

Figure 1. Dual role of the local government. Developed by Authors.

Interest groups

Decisions in the
role of agent

In LGs’ role as masters, they must weigh benefits against losses. Limited funding means that
LGs must make choices, which create both winners and losers, making municipalities responsible for
actions that benefit somebody, while asking proportional compensation to those disadvantaged.

In matters of delegated authority, LGs have minimal flexibility, with only national policy
documents being binding [3]. For instance, municipalities generally support climate policy initiatives
funded by the EU or national resources, as these actions increase local employment and welfare in
the short term. However, if substantial local resources are required, LGs undertake more thorough
evaluations. Misconceptions and stereotypes within the population, which can provoke resistance,
are also frequent obstacles.
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Figure 2. Interests, resources and the choice of LG priorities. Developed by Authors.

LG's degree of autonomy depends on the amount of finances in its revenues (in Latvia
percentage of personal income tax and real estate tax, a general grant from the LG equalization fund,
and several minor sources), that has remained after the performance of mandatory functions in the
quality specified by law [20,21]. After allocation to mandatory services, finances may be used for
discretionary functions not prohibited by law, including support for EU-driven GD activities.

Variations in per capita revenue among municipalities lead to different levels of voluntary LG
initiatives compared to mandates regulated by national primary and secondary legislation.
Currently, Latvia has 1,700+ consolidated national primary laws (not including amendments) and
4,500+ Cabinet of Ministers Regulations (secondary legislation) [22]. Approximately 40-45% of these
normative acts contain provisions binding on municipalities.

When balancing competing group preferences, LGs clarify key interests, their relation to energy
performance measures, and expected outcomes relative to expectations. Municipal actions and
decisions are based on these assessments.

Assumptions about group interests are based on the Rational Choice Theory [23]. Each group
member’s priorities contribute to the group’s collective opinion. Rational choice may align with
altruism, where individuals willingly accept short-term sacrifices to advance global climate goals; it
is not identical to self-interest. Group’s position emerges through a complex interplay of calculations
and ideology.

The publicly available records of the Cabinet of Ministers' discussions on national draft laws
(including those that transpose EU directives) were analyzed to understand the influence of
organized civil society. In this study, reactions to the drafts of Climate Law [24] and Transport Energy
Law [25] were assessed. Reviews and opinions submitted during these discussions by ministries,
public agencies, business associations, trade unions, municipal associations, and individual activists
(such as entrepreneurs and environmental advocates) collectively represent the stance of organized
civil society on GD initiatives.

The nature of interests expressed in these reviews and opinions is summarized in Table 1.
Opinions are divided into two categories: those rooted in material interests of the group (e.g.,
commercial gains, preserving level of prosperity achieved) and those based on belief or skepticism
regarding GD ideology or methods.

As shown, interest groups participating in national discussions primarily focus on leveraging
GD measures to serve their material interests, such as gaining support for their businesses or
households. It is reasonable to assume that this "homo economicus” model also applies at the local
level. Values-based actions, ideological reasons only matter to climate activists and organizations.

Table 1. Authors and number of reviews and opinions on draft laws. Developed by Authors on the
basis of information published by the State Chancellery.

Number of opinions based on

Authors of reviews Number of reviews — -
material interests GD ideology
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5
Ministries & public agencies 48 252 6
Separate companies 16 53 12
Business associations 40 98 6
Individual activists 56 50 26
Trade unions 6 8 2
LGs associations 15 30 4
Climate NGOs & activists 5 4 6

LGs face serious dilemmas to make adequate decisions; short- and medium-term popular
decisions made by municipalities often lead to a loss of competitiveness with other municipalities
over the long term. The research analyzes a series of dilemmas, for each of them the interests, which
unite supporters and detractors groups, are identified. Each dilemma is analyzed according to
requirements set by EU normative acts under the "Fit for 55" framework. Key beneficiaries and
affected parties are assessed qualitatively to identify apparent economic or social impacts.

3. Results

3.1. Dilemma: Resilience Against the Security Threats vs "Energy Efficiency First”

The revised Energy Efficiency Directive [4] introduced a legal basis for the “energy efficiency
first” principle, making it a binding obligation for EU Member States. The principle must be
integrated into National Climate and Energy Plans, with performance regularly reported. Related
issues such as territorial planning (including construction and operational considerations),
centralized heat supply, and assistance to vulnerable populations (like support with housing
maintenance) are designated as autonomous competences of LGs.

Russian war in Ukraine has drastically shifted the geopolitical landscape since 2022, creating a
potential military threat to EU and NATO Member States. In particular, Northeast European
countries bordering Russia, including Latvia, face new security challenges. Many European countries
have prioritized strengthening their defence capabilities. However, researchers examining the impact
of the war in Ukraine on LG actions often focus narrowly on reducing the overall EU’s energy
dependence on Russian oil and gas. Ukraine’s experience shows that in the event of military conflict
any municipality could become a direct target of missile and drone strikes, which challenges the civil
protection system to ensure residents’ security and maintain operations even if energy infrastructure
is damaged. Civil protection, as part of the national security system, became an autonomous
responsibility of Latvian municipalities in 2021.

In 2024, the Latvian Cabinet of Ministers set the strengthening of defence capabilities and
security as the only development and funding priority for the next three years [26]. Higher
geopolitical risks are expected to reduce investments and increase economic risks (such as stagnation
and stagflation). Consequently, LGs face constrained resources, limiting their ability to maintain
accustomed services for citizens and raising the issue of prioritization. Among other responsibilities,
this dilemma includes two new and costly but essential functions: protecting residents during
potential military conflict (e.g., building shelters, safeguarding energy networks) and fulfilling
obligations to combat climate change. Local interest groups’ perspectives play a significant role in LG
decision-making (Table 2).

Table 2. Impact of interest groups on LG position: energy efficiency vs civil protection. Developed by

Authors.
Civil protection Energy performance of buildings

Priorit Maximum security of populationinthe ~ Reduction of housing heating

riori

Y event of military conflict expenses in the future
L f titi f th

. 058 ,0_ Cor.npe 1'1vene'ss orthe Households would not be able to

Risk municipality to its neighbours due to

higher households” expenses for heating pay for renovation of buildings
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The interest in maximum security in the event of a military conflict is an extremely important
factor for everyone. Families and organizations expect decisive actions from LGs if hostilities spread.
However, part of the community rely on NATO membership as a deterrent, believing that Russia
will not initiate a military conflict with NATO Member States, and thus prioritize energy efficiency
over civil protection. This split in priorities reveals substantial risks for LGs, regardless of the path
chosen.

3.2. Dilemma: Preserving Woody Biomass as a Primary Resource for Heat Supply vs Abandoning It

Between 2000 and 2022, woodfuel production in Europe grew by 68%, with wood pellet
production doubling since 2012. This expansion has spurred the EU to reconsider support for biomass
as a primary energy source. Amendments to the Directive on Renewable Energy Resources [6]
introduced the principle of cascading use of woody biomass, recommending low priority for
combustion. Member States should provide that the threshold for biomass combustion plant capacity,
beyond which biomass ceases to qualify as a renewable resource, is to be lowered from 20 MW to 7
MW.

Woody biomass is counted as a renewable resource under the Kyoto Protocol [27] in Latvia.
Wood pellet production doubled in 2023 compared to 2012, with wood chip production tripling. Over
the past 20 years, LGs have supported gradual transition from natural gas to wood chips for DH to
reduce usage of fossil primary energy sources. Woody biomass accounted for 25% of overall wood
uses in 2022, remaining the main heat resource for individual buildings. However, the use of woody
biomass now faces scrutiny, with an indefinite transitional period from fossil to renewable resources.

The Directive [6] permits Member States to derogate from the principle of the cascading use of
biomass, where needed to ensure security of energy supply. Accordingly, the draft of the National
Energy and Climate Plan [28] envisages a long term reduction in solid biomass use and introduction
of the principle of cascading in the usage of timber after 2030-2040. The Plan includes transitioning
existing solid biomass plants with installed thermal power >7.5 MW to emission-free technologies;
electricity currently appears the most feasible primary resource alternative. Ministry of Climate and
Energy, the Public Utilities Commission, the Heat Companies Association and power supply
company "Sadales tikls" have concluded a memorandum [29] to coordinate the electrification of the
DH sector, development of the power and heat supply infrastructure, reducing the costs of heat
supply.

In Latvia, many residents, especially seniors in rural areas favour maintaining inexpensive heat
via woody biomass combusting in both DH and local heat sources, and see little value in even a slow,
gradual switch to alternative primary energy resources (Table 3). Replacing woody biomass with
electricity as a primary energy resource would lead even to a higher overall GHG emissions if fossil
energy resources will be partially used for power generation for years. LGs and local entrepreneurs
are interested in lower formally calculated level of GHG emissions, because fully green electricity
could be unacceptable by its high cost. Heat producers and households may prefer to retain woody
biomass as a green primary energy source for as long as possible.

Table 3. Impact of interest groups on LG position: preserving woody biomass as a primary resource
for heat supply vs abandoning it. Developed by Authors.

Woody biomass as a primary

Abandoning woody biomass
resource

Reducing heati b
Preserving cheaper DH services .e Hems .ea g expenses by
L. disconnecting from the DH network
Priority

Preserving lower general GHG Reduction of local GHG emissions near
emission rate own house
. Fmp OSSIblh,t yto post}.)or.le Green electricity will not be available at
Risk implementing the principle of the

. . a reasonable price
cascading use of woody biomass P
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Higher-income households and entrepreneurs may prioritize reducing local pollution near their
households, favoring a shift to electricity. Individuals and energy communities, generating wind or
solar energy, may support this transition. Directives [4,6] urge Member States to encourage such
individual and community initiatives.

The risk of delaying woody biomass phase-out is related to the threat of rapid introduction of
emission trading and sanctions for heat producers. The risk of orientation to electricity in short term
is related to unforeseen increases of green electricity costs. Balancing interests must be done under
conditions of high uncertainty.

3.3. Dilemma: Fighting Energy Poverty Now vs Promoting Productive Employment

One of the GD key problems is how to transform the slogan "no one will be left behind" into
reality. There are two approaches to this: providing energy allowances to low-income households
now, or promoting high-value-added manufacturing and knowledge-based service providing in the
municipality, creating good jobs, which will eliminate energy poverty for the long term. Both
financial and legal challenges complicate this decision for the municipality.

Addressing energy poverty, particularly within the context of building renovations, is
inseparable from the interests of all household types. Households experiencing energy poverty
(about 10% of households in apartment buildings) are integrated into mixed-income communities.
Even if funding is available to support energy-poor households in renovation projects, gaining
consent from the other apartment owners could prove challenging.

Draft of the National Climate and Energy Plan [28] aims to renovate less than 10% of apartment
buildings by 2030. According to renovation cost estimates, which are provided by the Ministry of
Economy [30], only a small portion of the required investment is earmarked in upcoming budgets,
leaving many buildings underfunded. If EU programs or national funds are used to combat energy
poverty, other apartment owners may face pressure to take out bank loans. For households that make
rational financial decisions, the benefits of reduced energy consumption should exceed the annual
loan payments. Assuming a 10-year loan payback period at current DH tariffs, heat energy
consumption would need to decrease by at least 60 kWh/m? per year to be financially viable.
Achieving this substantial reduction would require deep renovations, for which cost forecasts may
be underestimated, potentially discouraging households from taking on long-term loans.

The Ministry of Economy has proposed a legislative amendment [31] that would prevent the
majority of apartment owners from blocking renovation efforts desired by an active minority. This
amendment would allow as few as 17% of households to initiate renovations on behalf of the entire
building community. Under this scenario, energy-poor households, who are neither able nor willing
to cover higher heating costs or take on renovation loans, would be the main beneficiaries. However,
the majority of apartment owners are unlikely to support this approach; instead, they may prefer
allocation of funding for all types of indirect support to businesses and sectors with high growth
potential and high-value-added products (Table 4). Moreover, discussions within the Parliamentary
Commission have revealed that banks would likely not approve loans based solely on the consent of
17% of apartment owners.

Table 4. Impact of interest groups on LG position: fighting energy poverty now vs promoting
productive employment. Developed by Authors.

. 4. Facilitation of productive
Fighting energy poverty now

employment
General equality Economic growth
Priority Qualifying to energy poverty Innovation and technological
development
Inconvenience of the majority of
Risk apartment owners with the process of Treatment of legislative restrictions on

improving the thermal efficiency of ~ LGs about inequality
the building
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In considering this dilemma through the lens of rational choice theory, both the material gains
and losses of each group, as well as their beliefs and values, must be weighed. The proportion of
households experiencing energy poverty varies significantly between municipalities. In Latvian
social policy a strong emphasis has consistently been placed on reducing inequality. The primary risk
of focusing on energy poverty is that it may inadvertently encourage households, which are not
classified as poor, to seek similar benefits. Conversely, prioritizing productive employment could
conflict with legislative restrictions on addressing inequality. Municipal leaders must therefore
carefully evaluate public sentiment, balancing the use of local government funds for long-term
economic growth and future benefits against short-term material support to reduce inequality today.

3.4. Dilemma: Energy Efficiency for Individuals or Community vs the Interests of All DH Users

GD regulatory framework aim to balance in sustainable development planning centralized and
decentralized heating, supporting both efficient DH systems and independent, individualized
heating solutions. Individualized approaches foster innovation and can be tested on a smaller scale,
potentially providing successful examples for municipal companies and private households to
follow.

The Energy Performance of Buildings Directive [5] mandates the inclusion of measures in
renovation projects that prioritize "energy efficiency first" at the individual household level,
minimizing reliance on the DH network. These measures include:

e local heat generation using solar and wind energy;

e  use of heat pumps;

e  separate heating energy management systems for each household;
e transition to a lower temperature for the heat carrier.

Both the Energy Efficiency Directive [4] and the Energy Performance of Buildings Directive [5]
encourage the formation of energy communities that pursue autonomous energy sources, including
independent heating solutions. However, such scenarios conflict with the shared interests of DH
system users. Lower overall heat consumption does not reduce heat losses in the DH pipeline system,
meaning that reduced usage raises heat loss costs per unit of consumed heat (see Table 5).
Additionally, lowering the temperature of the heat carrier can increase the risk of Legionnaires'
disease.

Table 5. Impact of interest groups on LG position: energy efficiency of individuals or community vs
the common interests of DH users. Developed by Authors.

Energy efficiency of individuals or

. Common interests of DH users
energy community

Benefits of individuals' or DH upgrade and customers

e . . expectations of acceptable heating
communities heating solutions

Priority tariffs
Diversification of heat 1
. tverst .1ca 1or} © ea‘ ‘supp y High DH supplier competence
innovation, crises resilience

Risk Reduced DH efficiency due individual Insufficient motivation for progress in

solutions the DH, threat of tariffs increase

Latvian local governments have prior experience [32,33] with integrating individual solutions
within the DH framework. Individual solutions should continue to be seen as complementary
activities, while retrofitting DH systems remains the most cost-effective path toward decarbonization
[34,35].

However, as autonomous systems develop, the efficiency risks (e.g., in terms of upgrades and
costs) to DH systems increase. The ability to effectively integrate individual or community heating
solutions depends on accurately anticipating and managing these risks.

3.5. Dilemma: Transport Electrification vs Efficient Urban Heating System
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Transport is the largest source of GHG emissions in Latvia. While air and sea transport are
beyond municipal control, road transport responsibility is shared by the state, municipalities, and the
private sector. The draft of National Climate and Energy Plan envisions limited support for
municipalities in transitioning to electric transport, with several local initiatives planned, including:
e  construction of slow charging points (including for e-bikes and e-scooters) near apartment

buildings, public buildings, parking lots, etc.;

e  electric mobility support measures (e.g., use of public transport lanes, costless parking spaces);
¢  development of micro-mobility infrastructure, such as bicycle paths and surveillance cameras in
bicycle parking areas.

As part of the “Fit for 55” initiative, municipalities of large cities should become an example in
development of electric mobility. These municipalities are required to ensure that at least 30% of
energy used by public and municipal vehicles comes from electricity or renewable sources like
hydrogen; in Latvia it is applied to 10 largest cities. These requirements mean increased demand for
municipal activities and funding for GHG reduction in transport, potentially competing with
investments needed for building heating system efficiency improvements (Table 6).

The shift from fossil fuels to electricity for transport will require significant increases in
electricity generation and demand. Various groups — including electric vehicle manufacturers,
dealers, service providers, power producers, and energy prosumers—are advocating for this shift.
However, transport electrification does not automatically reduce GHG emissions, as this depends on
the composition of primary energy sources for power generation. Electric transport also faces
vulnerabilities in crises (such as recent floods in the Czech Republic and Spain in 2024, or the military
conflict in Ukraine), when power supply may be disrupted. The cost of green electricity adds further
risk. Meanwhile, even moderate growth in electric transport could reduce demand for housing that
lacks slow-charging options, even if those buildings have low heat consumption

Table 6. Impact of interest groups on LG position: support for GHG emission reduction in transport
vs those in heating. Developed by Authors.

Supporting transport electrification = Supporting building renovation

Increased electricity demand and tradeLower heating costs due to minimized

Priority volume borrowing needs
Cost of green electricity may be DH system may be unprepared for
prohibitive fossil fuels phase out policies

Risk Electric transport may be unusable in Low demand for housings if slow
crisis situation charging options are unavailable

If LGs actively support building renovations, which serve the interests of all residents by
reducing heating costs and loan needs, DH providers may struggle to secure the necessary subsidies
to shift to renewable primary energy sources, as these also require substantial investment. This
creates a reasonable risk of incomplete retrofitting of urban heating systems.

The risks associated with this dilemma are significant. To balance interests, municipalities must
consider whether more robust and cost-effective solutions for GHG reduction may be preferable.

3.6. Dilemma: Outsourcing vs Re-Municipalisation

Municipalities manage and promote the retrofitting of urban heating systems through various
means: by planning the territory, issuing permits and establishing prohibitions, analyzing and
explaining the profitability or shortcomings of projects, helping to choose the most profitable projects
and choosing the best borrowing strategy and even performing various construction works. The last
in principle can be completed either by a privately-owned enterprise or by a municipally owned
enterprise, with public-private partnership as a possible alternative.

Retrofitting projects typically are outsourced to private businesses, which are motivated by
profit and tend to focus on projects with sufficiently high profit margins. LGs generally support local
private businesses, as this promotes regional development and increases tax revenues.
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However, residents prioritize timely, affordable implementation of retrofitting projects with
good construction quality. Cost overruns and delays are common issues with private construction
companies, which create additional risk for meeting climate action requirements. By contrast,
municipalities have more control over their own enterprises, allowing for direct management,
projects’ coordination and intervention if necessary (see Table 7). Ideological interest groups are
already emerging, which are not convinced of the effectiveness and advantages of the private sector.

The substantial obstacle to optimal decision is the traditional approach to competition neutrality
principle [36]. Majority of legislators, scholars and administrators are convinced that the advantages,
which the LGs potentially could provide to their owned enterprises (e.g., satisfaction with a low/zero
profit margin or even financial support in the common interests of society), should be preventively
combated. Not enough attention is paid to overregulation of the municipally owned enterprises,
equating the regulation of them with the requirements to the public administration and so reducing
their performance.

Table 7. Impact of interest groups on LG position: outsourcing vs re-municipalisation Developed by

Authors.
Outsourcing Re-municipalisation
Profit incentives for completing = Potential reduction of renovation costs at
Priority retrofitting projects adequate construction quality
Strong belief in private business ~ Improved coordination in preparation for
advantages a possible crisis situation
Risk Inflation may hinder retrofitting =~ Overregulation may decrease efficiency of
projects completion municipal owned enterprises

A study of motivation behind ongoing re-municipalisation since 2000 in 56 countries [37] shows
emerging “basic trends for why re-municipalisation is happening” — business issues (cost reduction
and quality of service provision) are the dominant reason “to bring more sectors and activities into
public ownership”. Currently the authors found the trend as particularly strong in the sectors of
energy, water, telecoms and health, which were actively privatized in the last decades. They
recommend opening “critical policy debates about how local and municipal governments around the
world and across a diverse range of sectors are returning to forms of public ownership to deliver
more effective and equitable local public services”. Given the critical role of urban heating systems’
efficiency for achieving the GD goals, the re-municipalisation of related construction works could be
included in the “Fit for 55” framework.

Municipalities must also consider the increasing likelihood of natural disasters and geopolitical
instability. To reduce the impact of such crises, municipalities should carefully plan the retrofitting
program of the urban heating system and monitor its implementation, paying great attention to
contingency planning issues. For sustainable regional development, LGs must balance these
conflicting options effectively.

4. Discussion

Citizens of EU Member States have collectively voiced their support for global GD policies,
during European Parliament elections [38], including enhancing the energy performance of
buildings. In fact, the previous parliamentary term demonstrated an even more radical stance on
certain GD settings than the European Commission’s proposals. The issue at hand involves
reconciling the priorities of local communities at the municipal level with global goals, as well as
examining the popularity of views such as, “wind power generators are essential, just not in my
backyard”.

Local issues often diverge from international agendas, and in these cases, LGs must employ
diplomatic skills to adapt EU and national legislation to local contexts. This primarily concerns LGs
in their capacity as regulatory agents, and is not so important in cases of voluntary initiatives.
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Rational decision-making in this context means summing up the expectations of individuals.
These individuals anticipate both improvements in the EU’s overall situation (relative to other
regions and countries, such as, e.g., Southeast Asia, China, India, Brazil, and Japan) and progress in
the sustainable development of their own local areas compared to neighboring municipalities. This
study underscores the challenging dilemmas faced by LGs, as differing perspectives among interest
groups lead to varied understandings of the goals, direction, and priorities of sustainable
development. The success of LGs depends on their ability to address these dilemmas by balancing
expectations across diverse interest groups.

The Energy Efficiency [4] and Building Energy Performance [5] directives call for immediate and
specific actions to be implemented at national and municipal levels, though without providing
funding from the EU or the national budgets for these initiatives. Municipalities currently lack, and
will continue to lack the resources to meet these requirements in full. However, if LGs could focus on
gradual implementing these policies within their operational scope, and align them with other
priorities important to the local community, the outcomes would be much more tangible and
impactful.

Each dilemma involves practical considerations of both sides, and the ideal balance varies from
one administrative area to another. As shown in the analysis, every public management decision
produces both winners and losers. Providing compensation for those adversely affected can be seen
as an ethical principle within organizations. The Kaldor-Hicks compensation principle, for example,
suggests that while direct compensation may be provided to those who lose out, "theoretical
compensation” could also flow from winners to losers in certain scenarios [39-41].

5. Conclusions

1.  Achieving the GD goals, which relate to the energy performance of buildings and urban heating
systems, largely depends on the decisions made by owners of buildings and DH systems —
households, businesses, and municipalities. LGs’ voluntary initiatives will significantly
influence these owners' choices regarding retrofitting buildings and infrastructure. Various local
resident groups support also alternative approaches to the essential EU standards for building
energy performance, tailored to local priorities. In some cases, these priorities even shift from
complementary to fully alternative solutions:

e  prioritization of municipal resources for security of population in the event of military or
other crises rather than for initiatives to enhance building energy efficiency;

e  continuation of the use of woody biomass for buildings’ heating, while planning gradual
electrification of heating systems as green electricity prices decrease to affordable ones;

e  focus on promotion of productive entrepreneurship and the gradual reduction of energy
poverty as household incomes rise;

¢  maintenance of a uniform approach to all municipal residents in DH development, when
supporting individual or community energy solutions;

e  concentration of municipal resources on improving the thermal efficiency of buildings in
the interests of all residents, minimizing immediate public support measures for electric
mobility, until green electricity prices decrease to an adequate level.

e conduction of partial re-municipalisation of building renovation work to reduce the
outsourcing monopoly.

2. To implement the energy efficiency measures outlined in the “Fit for 55” legislative package,
municipalities require appropriate co-financing through national fiscal policies. Decentralized
funding would enhance decision-making and implementation at the local level.

3. Since every initiative aimed at building energy performance creates both beneficiaries and those
adversely affected, LGs need resources to compensate those impacted in the short and medium
term. Potential long-term gains alone may not be sufficient to ensure social and economic
stability.

4. To balance the interests of various local resident groups, LGs must carefully evaluate relevant
risks, particularly under conditions of high uncertainty.
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5.  Recommendation for national governments: development of institutional and regulatory
platform that brings together all stakeholders — including national governments, LGs,
businesses, and residents — to collaboratively assess, plan, implement, and monitor GD
progress. This approach would enhance activities” coordination, mutual consultations, and joint
decision-making.

6. Recommendation for LGs: strengthening cooperation with private-sector interest groups by
providing guidance, fostering collaboration, and making balanced decisions on buildings’
energy performance and other GD-related matters
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