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A. INTRODUCTION

Green Budget Europe (GBE) is a Europe-wide umbmitganisation
founded in September 2008 in Brussels. GBE’s mdijeab is to
promote the use ofMarket Based Instruments (MBI) in
environmental policy. GBE brings representatives lofisiness

international organisations, ministries, politic@cision-makers, the

research community and civil society together ire anovement in
favour of MBI to protect climate and environmenBIE&is at presen
being run as a project of the NGO Green Budget @eynusing its|
infrastructure and office facilities. Our websit
http://www.foes.de/internationales/green-budget-ewpe!/.

To meet the global challenge of climate changethedhreat it pose
to our natural environment, governments have nacehout to use al
the instruments they have at their disposal. Afteare than thirty
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years’ experience with numerous instruments onagths certain:
Nothing is so effective and efficient, nor stimulas innovation as
struments (MBI) for environmental policy. No other instrument un
tainable development and economic competitiveness.

In principle, GBE welcomes the EU2020 initiativedaregards it as a
is important that the primary focus of EU economaticy on compet

well as market-based in-
ites the two goals of sus-

positive shift of emphasis. It
itiveness and growth moves

towards other, more important indicators of so@abnomic and environmental welfare. GBE con-
curs with the Commission’s statement that the watyod the economic crisis should be an entry to
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a new sustainable social market economy. GBE reghrleconomic and climate crises as provid-
ing conclusive evidence that the world economynisustainable: Change is imperative if we are to
avoid more serious crises in the future.

A ‘greener economy’ is one of the Commission’s ¢hpeiorities. For us, green economy means an
integrated model which includes the other priositid green economy must be the EU’s main pri-
ority, and the starting point of EU 2020 strategy.the Commission’s paper, the concept of a
‘greener economy’ was mentioned many times, butpdy@er does not offer a clear definition of
what this greener economy actually means in practor this reasorihis response focuses on
providing a sound and rather more concrete definitbon of green economy, including policy
tools to create a green economy in practice.

B. WHATIS THE “ GREEN ECONOMY”

Green economigas suddenly become a catchword, but as a cortdsgr from clear. Many mis-
take it for the sum total of thgreen industriessuch as renewable energy, environmental vehicles,
waste treatment and water management servicesrSatbefuse it withgreen purchasingor eco-
labelling or green taxesBut these are either sub sectors or tools ofjteen economy.

In fact, what the Green economy represents is a kihof ‘green new deal’, which can be de-
fined as the conversion of the current economy inta new system that incorporates environ-
mental and other social valuesVery importantly, it recognises that both econcenyg society are
embedded in nature, and as such dependent on matbhes than isolated from it. In conventional
economic theory, the exclusion of these values ftbeneconomic system is consideretharket
failure, which results in significant environmental andiabexternal costs, and which must be cor-
rected ex post by regulatory or other administeativeasures. Obviously, attempts to correct such
market failures have thus far neither been sufficreor efficient; otherwise we would not be faced
with the spectre of devastating climate changerattgion of ecosystems, depletion of natural re-
sources and growing inequality nationally and gliyba

Environmental economists have long argued thatfpopriate solution to this problem is the in-
tegration of environmental and social costs in® rarket, either througreen taxesr environ-
mental markets, such as ETS (the European Tradistgi® for CQ emissions), or other economic
and market based instruments (MBIs). The ratiohatgnd this argument is: Firsising the market
ex anteto protect environmental and social values, rathan “correcting” itex postSecondlyin-
creasing resource-use productivity and competiggenThirdly encouraging green technology and
green industries. Fourthlyeducing the frictional losses associated witjutative measures which
are not sufficient to deliver green economy alone.

This radical transformation of the market presumares leads to an equally radical facelift of the in-
stitutional setup of our socio-economic systemhsag company law, accounting and auditing, cen-
tral banks and other regulators, basic to the tiperaf the economy, as well as the broad range of
political, educational, technological etc. insiibuis, necessary for the functioning of society. yhe
have been designed and have evolved to their grésen, as part of the existing development
model, which is anchored in the industrial revanti They must be transformed to suit the knowl-
edge society, which now evolves into sometlgneener

This specific, basic transformation of the economisystem into a more integrated model that
incorporates social and environmental costs and vags is what we call the green economin
view of the holistic character of the model, perhap green society is a more appropriate term.

GREEN BUDGET EUROPE (GBE)
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Basic to the green economy is the principle of ggbetween the three factors of production,
namely,man, nature andcapital. If this is enforced, economic activities will degplin a mode
that respects the environment and the delicatenbataof eco-systems and safeguards social soli-
darity and justice. The environment is no longensidered a ‘free’ good to be used or abused at
will, while human well-being is restored to its teh place as the main objective of society, indtea
of growth, market share or profit.

C. IS THERE AN ALTERNATIVE ?

Despite the current economic crisis and the cotlgtaleteriorating environmental and climate
situation, there are many who maintain that thaneooy is about to recover from recession and that
climate change is not all that serious. In any ctsgy argue that it does not warrant the riskpaf a
plying measures that would (in their opinion) jejize future growth and jobs. They fail to see
that getting on with the “business-as-usual” sceriaran impossibility on two counts:

First, the economic and financial crisis is structuiidie virtual speculative economyar outdis-
tancing the real one, burst out in a big bubblecWwhwas unavoidable in view of the very nature of
thevirtual economyAttempts to resolve this structural crisis tobk form of a short-term injection
of taxpayer’s money into the financial system,dsaue it from further bubble-bursting, but nothing
was done to put the underlying structural probleigist.

Second climate change, degradation of ecosystems ankbta®p of natural resources, are occur-
ring at a pace and scale that leaves little roaninfaction. After the failure of COP15 to produce a
binding agreement on the effective reduction ofssioins worldwide, we need to find ways to stop
climate change before it has dangerous, large-stadeirreversible consequences — which would
mean, in economic terms, infinitely high costs. W&o need to find ways to preserve ecosystems
and natural resources. This should be focussedumt more in the EU 2020 Strategy.

In view of the above, it is imperative that the mamic system should be put right by taking struc-
tural measures to put tivirtual economyto the service of the real economy and not viasaieA
general financial transactions tax would make apoirtant contribution in this regard. But at the
moment, we see no serious moves in this directiothe part of national or international financial
authorities. On the contrary, the very banks tlaatsed the crisis are about to produce new deriva-
tives based on ‘futures’ of Gmissions and green certificates. This is unbdidipeculation, in
the most volatile and shallow market, dealing &tlyrin ‘hot air’. If allowed to proceed, it will jo-
duce a super bubble of incomparable toxicity, afeBsor James Hansen of Columbia University
has warned. The need for a radical reform of tlmmeay is urgent, even if the spectre of climate
change is ignored.

On the other hand, climate change is quite litgralinatter of life or death: ignoring it is simpigt

a valid way to proceed. As documented in the SRaport, if no mitigation measures are taken, the
economic cost to the world amounts to 5-20% ofdgledal GDP per annum, while the social cost

includes inter alia the migration of 1.5 billionirohte refugees, mostly from Bangladesh and other
low-lying regions of South East Asia.

Therefore, the green economy is not a slogan, bunaabsolute necessity, as its realisation
represents the only way of resolving the current iple crises we face: the structural economic
crisis, the ecological crisis and the ensuing soteisis.

GREEN BUDGET EUROPE (GBE)
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D. THE TOOLS OF THE GREEN ECONOMY

The green economy, as described above, can beedattatep by step. It entails a transition from
long-established infrastructures and methods ofsnpesduction and mass consumption and the
wasteful customs of consumerism to an entirely nmemtality of moderation, preserving natural re-
sources and the environment. Habits that have lmegnaentrenched as societal values need to be
transformed gradually, which calls for an arserfdbog, as well as medium and short-term meas-
ures at all levels.

Education is obviously the main long-term instruimes it may instill a new set of environmental
and social values in the young. For few decades, mowironmental education forms part of the
standard curriculum at European nurseries and $shand Universities offer degrees in various
environmental subjects. But its emphasis shoulft &hihe philosophy and principles ofnaoder-
ate societyand agreen economy.

The Commission working document rightly statesreB8gtheningeducationis one of the most ef-
fective ways of fighting inequality and poverty.t the same time it is also essential for elimirgtin
environmentally unsustainable practices. It is e important to disseminate knowledge about
green economy, sustainable production and consampti

Research and technology are closely associatedtigtieducational system, but their direction is
substantially influenced by funding, such as thfathe European research and development pro-
grammes. Again, the direction of environmental R&mould be shifted towards tlyggeen econ-
omy.

Two further groups of medium-term measures green purchasingusually related to government
spending, and the adaptation of building regulaiand infrastructure specifications to bioclimatic
architecture and sustainable engineering.

The last and most important category of mediumhtrtsterm measures are those aimed at sustain-
able consumption, production and investment patdmfact, measures in this category cover the
entire span from long to short term action. Edweatis instrumental in producing long-term
changes in mentalities and society. But consumpporduction and investment patterns are formu-
lated mostly on the basis of relative costs andegti Hence, market based instruments are ex-
tremely relevant here as they directly affect wice

Environmental ogreen taxesre the instrument that immediately springs todnirhey are used as
tools to incorporate environmental costs into mjce that all true costs including external envi-
ronmental costs, currently borne by society, arrgdd to the specific users or abusers (polluters)
of natural resources. In other words: green taxesaameans of implementing the polluter pays
principle. They result in higher prices of energgyv materials and other resources, which in turn
lead to reductions in resource use and waste. @lggpgllution costs to the polluter similarly leads
to a reduction in emissions.

Setting up special markets for trading pollutionnpiés, or green certificategfor investments in
pollution reduction) is another method of bring@vironmental costs home to those that generate
them. Setting up such systems is a highly compfeetation involving the initial allocation of pol-
lution permits or green certificates, the monitgrof emissions and the administration of the mar-
kets (one for each emission or polluting substance)

There are many more MBIs, as documented in the geam Commission’s Green Paper. Their
common feature is that they operate through markstsnfluencing costs and prices, directly or
indirectly. It should be noted, in this respecattimany regulations (e.g. the rule of the use efréh
turn bottle) have an equivalent effect. Their mdiiiference is they are mandatory; moreover, they

GREEN BUDGET EUROPE (GBE)
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do not constitute a continuous incentive for im@ewenvironmental performance, but a one-shot-
push, up to the level specified by the regulation.

The introduction of environmental taxes should beoanpanied by the dismantling of environmen-
tally harmful subsidies in order to ensure the cehee of political instruments and to avoid con-
flicts between them. Price signals throughout t@emy should be consistent, reinforcing the pol-
lutor pays principle and incentivising environméiytaound behaviours.

The great advantage gfeen taxe®or other MBIs is firstthat they work fast in changing relative
prices and therefore consumption and productiotepet and, secondhat they workwith rather
thanagainstmarket signals. Thirdas in the case of taxation, they are significaaénue raisers for
public budgets, including for environmental andigbpurposes.

E. THE OUTCOME OF THE GREEN ECONOMY

What is the combined impact of all these tools mm@@dsures on infrastructures, social habits and at-
titudes or on thenodus operanddf the economy? How do they bring about the radi@adsforma-
tion of the current economic system into the neWistio model that we defined dse green econ-
omy?

Education and training, together with the activieninention of civil society, produce the necessary
long-term changes in social thinking and econontiitudes, restoring environmental and social
values to their rightful central place, in the guteel scale of values of each society.

But the same objective can be forcefully promotgdhHe market itself, as already outlined in the
previous section. The integration of environmemtadl social costs into prices drastically changes
the economic behaviour of individuals, companigganisations and other entities, public and pri-
vate, as well as the direction of technologicaéaesh and development.

Green taxes, in particular, as applied in a ne@naironmental fiscal reform (applying extra reve-
nues from environmental taxes to equal reductidnsogial security contributions and income
taxes), generate multiple dividends:

. They contribute to sustainable consumption andymtion patterns.
. They contribute to competitiveness and sustaingiaeth by improving eco-efficiency.

. They have positive effects on employment through réduction of labour taxation and by
creating new green technology and green industries.

The emphasis now is on energy and resource saangell as creation of employment. The new
target is higher resource use productivity with andabsolute reduction in resource use — or eco-
efficiency. The result is not only the creationrodny new green industries and jobs but also the
transformation of existing, or traditional, ones,veell as a move from owning to renting or sharing
and from built-in obsolescence to durability andambility. Such shifts increase the productivity
of capital goods vertically and experts have doauetits possible growth by a factor of 5, in one
generationt.

Another basic feature of thigeen economis the enormous gains in energy and resourceftise e

ciency made possible by the radical transformatibnrban areas, through sustainable town and
transport planning, as well as bioclimatic arctiitee. This is achieved by drastic changes in the
process of urban planning and operation, in bugdeggulations and specifications of infrastructure
works, as well as real estate taxation designedrémgthen town planning policies. An example in

' For more information see Ernst von Weizsécke @tactor Five; Transforming the Global Economy througp%

Improvements in Resource ProductiyiBarthscan Publications Itd., 2010.
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point is adding to the building code the obligattorfit photovoltaic panels on the free surfaces of
new structures. The obligation may be extendedistirg buildings by a tax free allowance on the
relative investment.

Last, but not least, there are an impressive aofaywin-win situations that come with climate
change and conservation actions. Carbon and olineate markets, nature and habitat protection
areas, water conservation and management indysisegell as the new industry of climate change
mitigation, that includes the adaptation of varicasegories of infrastructure e.g. ports, sectmins
road networks, coastal cities and farmland, in otdavoid flooding.

Before closing, we should briefly revisit the chaypof thegreen industrieswhich are almost ex-
clusively associated with renewable energy by teegal public. It is true that the booming wind
turbine industry, the fast developing solar andtigeonal energy generators, and the emerging tidal
and wave installations are an impressive group.tBeidrive towards eco-efficiency aside from the
renewable energy and climate change industries iom=nt above creates many more: Eco-
efficiency in agriculture, extraction, manufactgirransport and other sectors of services, cails f
a broad range of bio-industries, sensoring, autamainformatics, logistics even satellite technol-
ogy. As well, a change in mobility thinking and @owmental pricing of transport will transform
this industry. Coastal shipping and cycling will keaa strong comeback; we shall see new railway
services, environmental vehicles, auto-driving ootarways A similar revolution is occurring in
construction, in packaging and waste, with new stdeis dealing with reuse, recovery, recycling,
as well as waste prevention systems.

F. AcHIEVING THE GREEN EconoMY: EFR IN THE EU

Several recent research projects have investigatedotential of EFR to bring about a transforma-
tion to a green economy. Two of them — the meadhessuggest and their results — are described
in brief below.

1. The petrE project: Resource Productivity, ETR and S$istainable Growth in Europe

This research project, funded by the Anglo-Germaanéation, set out to explore the economic,
environmental and resource implications, for Eurapeé the rest of the world, of a large-scale ETR
in Europe that could achieve the EU’s greenhous6@&iG) reduction targets by 2020.

The large-scale ETR in the modelling consistedeffollowing:
. a carbon tax for all non-EU ETS sectors
. aviation to be included in the EU ETS at the en®lodise 2 in 2012

. power generation sector EU ETS allowances are 1&0&toned in Phase 3 of the EU ETS
(from 2013)

. all other EU ETS allowances are 50% auctioned it82fcreasing to 100% in 2020
. taxes on materials are introduced at 5% of totakpn 2010 increasing to 15% by 2020.
The most important conclusions of the research were

. Relative price changes, whatever their cause (faxdssidies, or market dynamics), have the
strongest steering effects. Environmental tax rafcomplemented by regulation seems the
best general mechanism to stimulate a broader m@fngeovations.

. Overall, the results suggest that ETR is an effeatinvironmental instrument that can reduce
the EU’s CO2 emissions to the extent required leytdingets.

> The petrE project research report can be dowelbadthttp://www.petre.org.uk/ (accessed on 12.01.2010).

GREEN BUDGET EUROPE (GBE)



Green Budget Europe Page 7

. Modelling of labour and resource productivity inatied that an environmental tax reform that
meets the 20% GHG emissions reduction target wifler employment and lower resource
consumption. and will have only a small effect dDR5

. The carbon prices needed to reach the GHG targeis ¢he order of €53—€68 when MBI are
used without investment in low-carbon technologies, this price is lower when some of the
revenues from the taxes are invested in low-catbomnologies.

. With stimulation through public policy, these inthiss are likely to be a major source of
economic growth and employment in the future.

. The research suggests that a broadly based ETRsaErgope could play a very important
and cost-effective role in meeting the EU’s emiss®eduction targets for 2020.

2. THE UK GREEN FiscaL COMMISSION

The Green Fiscal Commission (GFC) is an indepenilety convened in 2007 which set out to as-
sess theocial, environmental and economic implicationa sibstantial green tax shift the UK
within the framework of the 2020 GHG emission rdguctarget.

The GFC showed that EFR is a policy instrument thatan reduce GHG emissions sufficiently
to meet the 2020 targets, with practically no codb the economy overall and an increase in
employment. There is no other single policy that aaachieve this?

Modelling of the possible economic and environmieetizcts of a large-scale environmental fiscal
reform (EFR) in the UK showed that the UK could miée GHG emissions reduction targets by
implementing broad-based EFR. Employment was predlio increase by as much as 1.7% due to
the reduced cost of labour, while GDP was preditbef@ll by only 0.6% by 2020. In the business-
as-usual scenario, or even a scenario with higi@rioes, the UK would miss emissions reduction
targets by a significant margin, and the impacG&P would be far greatér.

In the eco-innovation scenarios, 10% of environraleiaix revenues were invested in making homes
more energy efficient, in fuel-efficient cars amdoiffshore wind electricity. This increased the gen
eration of electricity from renewables to 26-29%2®20; more efficient cars reduce £€missions
from road transport by around 5%; increased efficyeof homes reduces G@missions by around
9%. These eco-innovation scenarios reduce €fissions by a further 3.5%.

G. CONCLUSIONS

Whether or not we requiregieen economig not a matter of debatethe green economnig not a
slogan, but a dire necessity, if humanity is tossu@ on planet earth. Even though the fiasco of Co-
penhagen clearly shows how strenuous the roadMartis this goal, we must precipitate tireen
revolution.

The industrial revolution was not the product aemational conferences or global agreement. It
was the inexorable outcome of a set of circumst@acel scientific and technological advances in
the 18" century. It started in one country and quicklyesgt to the rest of Europe and the rest of the
world, because the industrial model was new, vibaaua profitable.

Today, we face circumstances that are much morepeliimg than those of the f&entury, be-
cause the future of life on Earth is at stake. frireat of climate change and increasing resource

Modelling predicted an increase in employmera®imuch as 1.7% due to reduced income taxes aral security
contributions and a small reduction in GDP of 0.i6°2020.

Modelling indicated that a high oil price wouklduce UK carbon emissions, although not enoughetet the 2020
target, but would also reduce GDP by 6.3% in 202€oimparison to the medium-price scenario.

4
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scarcity mean that otigrowth at all costs” model must be replaced by a low energy economy and
a moderate societgoing more with less The science is clear, and we have technological; e
nomic and social solutions at our fingertips. Csokiety is also playing a part — but what we lisck
brave political and business leadership. Is itrtaah to hope for that Europe may finally rise te th
circumstances and lead the change?

In this paper we have shown that the most effectivimols to transform our economy are those
tools that affect prices. Environmental and sociatosts must be reflected in price — this is the
most effective way to change the behaviour of indiduals. GBE recommends market-based
instruments; green taxes, green certificates. As cent research has shown, MBI are absolutely
necessary for the EU to meet its 20-20-20 targets.

In this context, we support the Spring Alliance maifesto demand for all Member States to
shift at least 10% of their tax base away from labor to environmental pressures, resource use
and capital over the next 10 years. Alongside thisye also call for a substantial revision of the
Energy Tax Directive, taking into account recent rgearch that shows a high carbon price is
essential if EU GHG emissions reduction targets ar® be met.

Economic growth and profit should not be awardedHhighest priority in any society. GBE appre-
ciates many points of Commission’s paper, but fgessstill too focussed on growth. We would be
delighted to see the EU taking the lead on the tway more sustainable society and a green econ-
omy.
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