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Key Message

Urgent investment
need

Financial viability gap

Standardisation is
universal - bundling
vs. customisation

Policy and regulatory
certainty

Sustainable finance
and customer
acceptance

Details

Europe alone requires €144-300 billion by 2030 and €541-2,000
billion by 2050 to scale district heating and meet climate goals. This
is a substantial opportunity for investors, but the current deployment
is not on track, hindered by a financial viability gap. All things
equal, the markets alone will not ensure deployment of district
heating at the scale and speed projected towards 2050.

Investors may demand >10% returns for new district heating
projects (avg. 11% in our sample), but unsubsidised DH projects
may yield single-digit returns (in our modelling projects yielded 4-
9% internal rate of return). Higher hurdle rates roughly halve DH
deployment (e.g., 28% market share at 4% vs. 16% market share
at 12%). Very high (50%) subsidies may barely bridge the gap —
unlikely to be affordable for indebted states, indicating importance
of private sector participation.

Standardised frameworks (on e.g., risk registers, municipal
guarantees) are no regrets. Bundling projects helps attract large
investors, while customised solutions are needed for
heterogeneous projects.

Stable, long-term policies (e.g. through the heat planning
requirement in EU Energy Efficiency Directive) and derisking tools
(loan guarantees, anchor customers) are critical. A level playing
field (e.g., taxing externalities) must be created between DH and
alternatives like gas boilers and heat pumps.

Sustainable finance can drive decarbonisation but simplification is

helpful for adoption among DH operators. Customer acceptance is
key to cash flow — awareness, affordability, and mandated
connections (if competitive) can boost adoption.




