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Summary

While governments seek to reboot their economies as
COVID-19 lockdowns are eased around the world, the
climate emergency rages on. The economic dislocation
forced by the pandemic is an opportunity to reshape our
economic activity along a new sustainable trajectory. It
is also a wake-up call that we must transition rapidly to
a more resilient mode of capitalism more in balance with
the natural world (Johnson et al. 2020).

Government and business globally must accelerate

our green commitments, and investment in innovation
and smarter solutions, to provide a structure and clear
direction for the recovery. Green economic renewal

is a new way to frame the direction required. Job
losses must be targeted through the creation of green
employment opportunities, with the focus on bringing
vulnerable and under-represented voices, and human
rights issues, to the table through a Just Transition. This
includes creating conditionalities on carbon reductions,
green innovation and stakeholder — not shareholder

— capitalist approaches as part of the government
assistance packages currently being drawn up around
the world.
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Government deficit spending to support a recovery
thus needs to be seen as an opportunity, not a burden.
Austerity measures, as put in place by many countries
after the 2008 financial crisis, would be hugely
damaging to long-term prosperity if implemented in the
wake of COVID-19 and must be avoided (Eaton 2020).
Instead, the cornerstone of COVID-19 recovery should
be states assuming the responsibility to direct markets
and co-shape investment towards green economic
renewal.

Institute for Innovation and Public Purpose (2020) A green economic renewal from the COVID-19 crisis, UCL
[IPP COVID-19 Briefing Papers 04 (June 2020).
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Context

The green investment gap

Low-carbon investment is $480 billion short of the sum
needed per year to meet the 1.5°C temperature increase
target laid down in the Paris Agreement. Biodiversity
investments need to increase by up to eight times

in order to meet internationally agreed targets. The
transition requires an unprecedented transformation in
the infrastructure that organises our modes of living,
especially in capital-intensive sectors including energy,
food, transport, water and waste. $90 trillion investment
in infrastructure alone will be needed to meet the needs
of the low-carbon transition by 2030 (The New Climate
Economy 2016). Whilst steps towards greening the
financial sector have been made in recent years, the flow
of such urgently needed finance remains inadequate and
unpredictable.

The gamble of failing on climate mitigation

Global heating entails large systemic risks, including
natural catastrophes, forced climate migration and
biodiversity disruptions, that must be mitigated to avoid
social and economic chaos. The green transformation
of our economies is not a luxury we cannot afford due
to COVID-19, but the only way through the crisis that
ensures resilience against future risks of the same size,
scale and severity. These risks disproportionately affect
Global South developing countries with warmer weather
and a higher frequency of natural disasters; countries
which rely on oil exports are also facing heightened risks.

COVID-linked structural overhaul of the
energy sector

COVID-19 disruption threw the oil sector into a historical
crisis, which reached an unprecedented nadir in April as
West Texas Intermediate oil prices turned negative. The
price shock was a repercussion of pandemic-induced
lower oil demand in combination with an aggressive
production strategy by Saudi Arabia (to upset less
profitable producers) resulting in a lack of storage
capacity. The crisis has revealed the inflexibility of

the oil supply system, as wells are difficult to seal and
unseal in response to fluctuating demand (Denning and
Bloomberg 2020). We are now in a post-COVID-19 world
of dramatically lowered oil prices, which impairs the
profitability of the entire industry, and raises significant
energy security and geopolitical questions. Higher
investor awareness of stranded assets (Chasan 2020),
falling investment and lower demand could carry the
potential to start a long-term industrial decline.
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Employment displacement and the Just
Transition

The COVID-19 crisis has led to immense displacement
in labour markets. Some countries have avoided mass
unemployment temporarily through job retention schemes,
while others have seen unemployment surge due to
either policy choice or the informal employment in
national labour markets (UCL IIPP Covid Briefing Paper
02). This dislocation requires urgent political action to
avoid harmful losses of income, and prevent scarring of
the productive capacity of the economy and hysteresis,
e.g. through loss of relevant skills. Yet the climate crisis
requires an economic stimulus that transforms economic
structures towards a sustainable economic model

rather than restores the former model. It ensures that
the restoration of activity has the needed sustainable
directionality (Mazzucato et al. 2020).

Green Deals and green economic renewal

The Green New Deal discussion was building momentum
in the US, but, with the green leadership role of the US
diminished by the Trump administration, regional and state
actors in the US are engaging more so than at federal
level. Cities and regions have been emerging as green
growth catalysts around the world, too: organisations like
C40 Cities bring together mayors from around the world
to pledge on a Global Green New Deal (C40 Cities 2020).

Of all international actors, Europe was most firmly on
route to a green and digital transition pre-COVID-19, and
now looks set to lead the way with the ‘world’s greenest
recovery’, via the continued support for its continent-
wide Green Deal. It mobilises around the aim to be
carbon-neutral by 2050, incorporating a Just Transition
mechanism to support the phasing out of fossil fuel
industries and a green-driven Industrial Strategy, which,
together, are being seen as the ‘compass’ and ‘motor
for recovery’ (Mazzucato, Dibb and McPherson 2020).
Supporting EU Farm to Fork (food) and Biodiversity
strategies were launched in May 2020.

The European Investment Bank has pledged to

become the world’s ‘climate bank’, aiming to provide

€1tn of investment in climate action and environmental
sustainability from 2021 to 2030. The challenge facing
the EU is to get buy-in from its 27 member states. Poland,
whose economy relies heavily on coal, did not agree to
the 2050 goal, for example.

Recommendations

1. Governments must use a wide array of
tools to advance the transition

Governments have a wide variety of tools in their arsenal
to redirect economic activity towards a green transition
and must adopt a portfolio approach, engaging across the
gamut of financial and non-financial levers.

Green fiscal stimulus

Corporates have been left indebted and weakened by the
pandemic, and investment intentions are likely to remain
subdued for some time. Fiscal stimulus will be necessary
to inject demand back into the economy and ensure the
green transition does not lose steam.

An early 2020 survey of 231 economic experts and
government officials highlighted five fiscal policies with
high potential to combine economic stimulus with a

green transition: “Clean physical infrastructure, building
efficiency retrofits, investment in education and training,
natural capital investment and clean R&D" (Hepburn

et al. 2020). Projects such as retrofitting buildings with
energy efficiency measures are both urgently needed
and labour-intensive, and the work is frequently well-
distributed geographically across countries. Furthermore,
training workers for new green sectors will deliver a boost
to productivity in the longer term (van Lerven et al. 2020).
Without such policies with a green mission-oriented
scope, the economy will resume its unsustainable model
due to the inherent path-dependency of carbon-based
infrastructure and supply chains (Mazzucato 2018;
Mazzucato and McPherson 2018).

A key role of public financial institutions

Building out the green economy will require firms to

be able to access patient, long-term and committed
finance, yet this is poorly provided for by private banks

— a situation likely to be worsened by the insolvency
issues induced by the Covid-19 crisis. State and regional
investment banks, such as KfW and the Landesbanken
in Germany, can fill this gap, providing early-stage
investment to create and shape new markets. Far from
crowding out private activity, such public banks crowd in
private investment by ‘de-risking’ and establishing a long-
term path of certainty (Mazzucato and Macfarlane 2018).
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As firms become more indebted due to pandemic
emergency loans, governments should consider using
equity financing as a more appropriate tool for supporting
viable businesses. Public investment banks can manage
such stakes at an arms’ length from short-term politics
and ensure strategic industries are managed for public
value. This is especially important in the context of
carbon-intensive industries, where the need to maintain
employment must be balanced with the longer-term
transition challenge.

Economic renewal via industrial policy and
other market-shaping policy tools

A green public investment programme should be guided
by a mission-oriented industrial strategy. Moving beyond
a narrow sectoral focus, such an industrial strategy seeks
to break down silos and mobilise different actors across
the economy. Numerous historical examples, from the
moon landings to the development of the iPhone, have
shown how mission-oriented public investment can
stimulate innovation in strategic areas, resulting in long-
term economic and technological spillovers (Mazzucato
2013). Harnessing this market-shaping potential of state
investment will be critical to accelerating the innovation
and investment needed for a green transition.

Now more than ever is the moment for inclusive, mission-
oriented, industrial policy of the nature we have been
researching and advising on at [IPP for some time. This
means governments engaging not just in fixing the
failures of markets after they occur, but directly creating
or shaping markets to directly address the world’s most
pressing challenges.

Conditionalities towards a symbiotic and
mutualistic public-private ecosystem

Ambitious cross-sectoral industrial policy must be
crafted to create new job opportunities and re-skilling to
enable workers to make the shift. This requires extensive
stakeholder cooperation among labour unions, business
representatives and civil society groups. COVID-19 has
activated extensive discussion about the future of work
and of welfare, raising ideas of state intervention in both
areas that have previously been far from mainstream.
Spain is trialling a universal basic income as mitigation

to the virus, whilst New Zealand has begun discussions
around a four-day working week. Government bailouts to
fossil fuel industries are also — in some cases, although
this is far from widespread and there are multiple
loopholes — being accompanied by green conditionalities.
This directs the market towards innovation within existing
industries, potentially a quicker route to transition than
the creation of new jobs. The French government has
put green conditions on Air France to decrease CO2

emissions in domestic flights by 50% by 2024 and to stop
flying domestic routes where there are rail competitors;
conditions for Austrian Airlines could include securing
jobs, in addition to green commitments; and the US
CARES Act conditions include limits on compensation for
the highest paid airline employees and maintenance of
employee pay (UCL IIPP Covid Briefing Paper 01).

Government spending can also support nascent

green markets by awarding public contracts based on
environmental quality or compliance with the United
Nations Sustainable Development Goals. Green public
procurement can accelerate emissions reductions,
especially in construction, education and healthcare,
where public spending is a significant component of final
demand. Regulations and standard-setting have proven
effective to improve energy efficiency in housing and
automobiles, capturing both shared and individual gains
otherwise neglected due to myopia and bounded rational
behaviour.

Finally, global taxes on direct and indirect energy use
($566bn in 2018) are completely dwarfed by continued
subsidies to the energy sector ($5,200bn in 2017) (Coady
et al. 2019). As part of an effective green industrial
strategy, governments should use their tax, subsidy and
regulatory tools to realign distorted incentives in energy
markets.

2. The greening of the financial sector must
radically pick up pace

Many unsustainable sectors, including the fossil fuels
sector, continue to be widely supported by banks and
asset managers with changes in this sector developing
slowly; approximately 30% of the market value of the
FTSE 100 stock exchange is still derived from oil, gas and
mining companies. The financial sector is often inherently
risk-averse and short-termist in its outlook, with financial
models typically focussed on a maximum of two to five
years in the future rather than the longer time horizon
required for dealing with climate change — the so called
‘tragedy of the horizon’ (Carney 2015).

Central banks and financial supervisors have a significant
role to play. This has been recognised recently, with
former and current central bankers of the Bank of
England, Banque de France and Nederlandsche Bank
writing in June 2020 that the crisis offers a ‘once in

a lifetime opportunity to rebuild our economy in order

to withstand the next shock coming our way: climate
breakdown’ (Bailey et al. 2020). Currently, however, these
institutions are not just aiding companies with short-term
liquidity, but they are also providing longer-term support
by purchasing — with newly created money — companies’
bonds and short-term loan notes (Kedward 2020). The
European Central Bank, Bank of Japan and Bank of
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England have increased the scale and pace of their
existing asset purchase programmes, called quantitative
easing (QE), whilst the Federal Reserve plans to inject up
to $750 billion into the private sector. The assets eligible
for purchase include several speculative markets, such
as junk bonds, asset-backed securities and private equity
(Financial Times, 2020).

This expansion of central bank interventions into
markets presents an excellent opportunity to re-channel
financial flows more strategically towards greener,
zero-carbon alternatives. The criteria used by central
banks to purchase financial assets should be adjusted to
incorporate the climate-related risk associated with the
companies that are being financed (e.g. loans to fossil
fuel companies would be classified as highly risky given
the risk of stranded assets) (Monnin 2018).

Central banks could also coordinate their policies more
closely with industrial policy, for example by purchasing
green bonds from development banks, green banks

or similar public intermediaries such as the European
Investment Bank. These intermediaries could then finance
lending for green infrastructure investments or green
loans for small- and medium-sized companies. Green
refinancing where central banks offer favourable interest
rates for refinancing of green lending is another option,
particularly in the Eurozone area.

From a regulatory perspective, there has been much
focus on how to calculate the risks to the financial
sector posed by climate change. However, there is huge
uncertainty around such risks, meaning a precautionary
approach — assuming a worst-case scenario — is
preferable (Chenet et al. 2019). The capital adequacy
risk weights on lending to unsustainable activities need
to be made prohibitively high (Finance Watch 2020).
Quantitative credit guidance policies, for example quotas
for green versus brown lending, could also be used
(Bezemer et al. 2018).

3. The green economy must ‘design in’
equitable economic growth, with a green
jobs guarantee and a Just Transition to
achieve it

COVID-19 has led to extensive job losses and income
drops. The International Labour Organisation estimates
that in the second quarter of 2020, reductions in global
working hours will add up to the equivalent of 305 million
jobs being lost and that 1.6 billion people — many in the
informal economy — are in ‘severe danger’ of losing 60-
80% of their income. Many of these roles are in carbon-
intensive sectors such as aviation, shipping and car
manufacturing, with workers furloughed and laid off.

Ongoing border controls and social distancing
requirements may decimate the transport industry further.

It is therefore paramount that the economic recovery is
not only green, but also just. A Just Transition framework
must be implemented to ensure that no one is left

behind. Those working in brown industries cannot simply
be displaced, but must be supported via re-skilling and
job programmes for the transition, particularly in a time

of mass unemployment and economic distress. The
transition programmes ought to accommodate the spatial
impact of the reorganisation of economic activity to
prevent drastic upheaval of local communities. Labour
unions should be supporting the role of governments in
thinking in forward-looking ways to make sure the green
renewal is co-created and co-shaped, rather than either
imposed without buy-in or overlooked altogether. The
rights of workers in the fossil fuel-based economy and the
wider human right for all to have access to clean air, water
and natural resources are the underpinning concepts of
the Green New Deals being developed across the world.

Newly created jobs in the green sector could support a
rapid recovery of these jobs. Data from the International
Labour Organisation indicate the shifts to green
production and energy use could lead to an extra 24
million jobs by 2030.

The “right to work, to free choice of employment, to just
and favourable conditions of work and to protection
against unemployment” is enshrined in the UN
Declaration of Human Rights (article 23.1). It has since
been advocated by the US civil rights movement and,
most recently, as a part of plans for a Green New Deal
programme (Mazzucato and McPherson 2018).

A job guarantee programme (JGP) would ensure that all
unemployed persons receive the opportunity to contribute
their labour to solving societal challenges, while the
economy rebounds (Tcherneva 2018). The vast increase
in unemployment is a waste of potential that could
immediately be targeted to environmental protection

and restoration, health care needs, Covid-19 test-and-
trace operations, training and re-skilling in accordance
with the prerequisites of a green industrial strategy, and
other tasks tailored to local community needs. A JGP is

a societal infrastructure that expands in times of need. If
this infrastructure and public sector capability to mobilise
the unemployed for the public purpose was already in
place, governments would have been able to rapidly scale
up test-and-trace undertakings to limit the contagion,
provide additional social care and deliver necessities to
the isolated.
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Such an employment programme will work on the macro
level as a strong automatic stabiliser, as it expands
spending immediately in response to layoffs (ibid).
Furthermore, a stabilising psychological effect will arise
from the lower uncertainty of income in uncertain times.
This will lower people’s precautionary motive to save in
times of crisis. The targeted approach to unemployment
is crucial since we have witnessed several ‘jobless
recoveries’ in recent decades, where unemployment has
not recovered in tandem with GDP.

4. A fair and achievable green transition for
the Global South

Both the historical ecological debt owed by advanced
economies, and the current imbalances in per capita
carbon emissions and other resource use, obligates the
developed world to shoulder a greater part of the burden
of the transition.

Importantly, developing countries do not have the same
financial or productive capacity to embark on a vigorous
green transition, even as significant proportions of their
populations are still deprived of the means to live securely
and with dignity. This means that expansion of the
material consumption of the poor in developing countries
is necessary, but it must be achieved in sustainable ways
and without further damaging the natural environment.

It will be decisive for global heating that they do not lock
in to polluting legacy technologies. Also, countries still

in the process of urbanisation need to be encouraged

to develop more eco-friendly and sustainable patterns

of urban development that reduce energy dependence
and waste, as well as allow more pleasant and liveable
environments. These goals must be supported by financial
means, as well as access to new green technologies and
capital goods. Intellectual property rules are being used
to deny governments and private investors in the Global
South the right to access relevant technologies needed
for an effective green transition.

A Green - and Healthy — New Deal:
next steps

The COVID-19 pandemic has raised some barriers to

the growing momentum around the climate emergency.
However, a green-directed economic renewal is the route
through to a positive, sustainable recovery for businesses,
workers and citizens, and the pandemic comes at a point
where green market-shaping opportunities are plentiful.

Governments around the world must determine to take up
ambitious long-term green renewal goals. The state has
the upper hand for the first time in decades - it should
use this wisely for directed economic growth, which takes
on one of the biggest social and economic challenges

of our time. There is a massive need to redirect and
provide finance for green and sustainable projects, and
still too much reluctance in the financial sector to finance
the needed green investments, although this has been
shifting in positive direction. States must therefore 'tip
the financial playing field’ in a greener direction to enable
a healthy pipeline of green projects to be financed.

They must also use the full suite of tools available, from
industrial strategy (integrated with monetary and fiscal
policy) to procurement, and to innovation-generation
incentives and the creation of risk-welcoming, mission-
oriented institutions. Markets will not find a green
direction on their own. Only when there is a stable and
consistent direction for investment will regulation and
innovation converge along a green trajectory, and enable
us to build a climate-resilient economy.

Enquires
For further information on this briefing paper, please
contact:

Martha McPherson, Head of Green Economy and
Sustainable Growth
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