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Executive Summary

Government responses to COVID-19 have the potential to significantly influence the
course of climate change. Emerging research suggests that public investment in green
initiatives can deliver strong economic returns, and if well-targeted, address social inequalities
and create a cleaner natural environment. This appears particularly true during periods of
economic downturn where job creation and economic rejuvenation are of paramount
importance. By contrast, investment in fossil-heavy infrastructure that perpetuates a high-
carbon status quo could bring significant long-term economic and climate dangers, while
disproportionately harming minority communities.

This report explores how governments can turn aspirations for a green COVID-19
recovery into a viable roadmap:

4

I“ (ii) public and private financing and (iii) requirements for institutional support and
capacity building.

Core co-considerations are highlighted for policymaking in the COVID-19 era. In
particular, the need to stagger benefits due to the unknown duration of the pandemic,
the need to consider worker protection from infection with the virus and an imperative
for a larger focus on enhancing equity as the crisis has disproportionately impacted
the worl ddés most vulnerabl e.

@ |

A simple modelling methodology from Vivid Economics is introduced to quantify the
economic, environmental and health benefits of green fiscal stimulus. The process of
this modelling is described so that governments might replicate it and apply it to their
own nations.

>

Whilst this roadmap is written in the context of the COVID-19 recovery, the lessons are broadly
applicable to many global, national and localised economic crises and recovery strategies.

India, China and Poland are considered as case studies. For each country, green recovery
progress is explored using the Oxford University Global Recovery Observatory. The three
pillars framework and modelling process is then applied to each country. Investment in a
package of green policies is modelled in comparison to equivalent spending on coal.

I n each case, according to Vivid Economics
jobs in the short term, delivers higher total economic value, reduces greenhouse gas
emissions and saves lives.

In India, the Global Recovery Observatory finds that so far only USD16.1bn has
been allocated to COVID-19 recovery (0.56% of GDP compared to up to 15% of

GDP in other nations) and only 5.1% of that has been green (up to 100% in other

nations). Vs.acost-e qui val ent <coal i nvest ment ,
that a green stimulus package could deliver 2.6% more jobs per dollar in the investment phase
and 70% greater economic impact per dollar in the first year. AUSD 7.7bn spend on coal (base

7

A 6three pillarsé framework is proposed
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case) instead of a green package might cost 34,000 lives and 11Mt in CO; emissions (0.4% of
Il ndi ads annualowiegnthe sheee mllars ffamewérla te¢commendations for India
include:

- Policy and regulatory: prioritise investment in electric transport, clean cooking,
renewable energy solutions, natural capital and sustainable agriculture

- Public and private financing: explore sovereign green bonds, green financial incentives,
large-scale co-financing and methods for increasing concessional international finance

- Institutional support and capacity building: pursue a whole-of-government approach,
introduce a task force on green recovery, and encourage long-term investment in
capacity building at all levels of government

In China, the Global Recovery Observatory finds that only USD430bn has been
allocated to COVID-19 recovery (3.0% of GDP) and only 12% of that has been green.
Vs.acostequi val ent coal i nvest ment , Vivid Ecor
green package could deliver 9.5% more jobs per dollar in the investment phase and
70% greater economic impact in the first year. A small USD 28.4bn spend (base case) on coal
instead of a green package might cost 59,000 lives and 51Mt in CO, emissions (0.4% of
Chinads annual emi ssions) . Foll owing the three p
include:

- Policy and regulatory: prioritise investment in the energy transition, green urbanisation
and ecosystem restoration

- Public and private financing: accelerate public investment (either direct or through
state-owned enterprises, enabled by currently available fiscal space), recycle revenues
from carbon pricing initiatives, develop additional city-level environmental tax and
charge policies and reforms and incentivise private green investment through blended
finance and green financial sector reform

- Institutional support and capacity building: transfer and enhance carbon and energy
intensity targets in the 14" Five-Year Plan to sector-specific plans and shift the
productive priorities of state-owned enterprises towards green priorities

In Poland, the Global Recovery Observatory finds that so far only USD17.1bn has

been allocated to COVID-19 recovery (2.9% of GDP) and 31% of that has been

green. This is a higher green percentage than some countries, but smaller as a

percentage of GDP. Vivid Economics®é model |l
package could deliver 23 job years per million dollars in the investment phase. A EUR 1.75bn
investment in green initiatives, unlocked by committing to a 2050 Net-Zero target under the
European Commi ssionds Just Transition Fund coul
and reduce CO,emi ssions by 2Mt (0. 7% of Pol andbs annua
pillars framework, recommendations for Poland include:

- Policy and regulatory: prioritise investment in residential energy retrofits, electric
vehicles, renewable energy, natural capital, green spaces and green worker retraining

- Public and private financing: secure additional European Commission Just Transition
Funds with a 2050 Net-Zero Target, prioritise crowding in private investment (partially
through green financial incentives) and consider large-scale co-financing

8



- Institutional support and capacity building: introduce a dedicated task force on green
recovery with decision-making function to allocate resources between investment
priorities, and integrate robust and transparent monitoring of all COVID-19 investments

200 ; T

.
|

100

Total job years created
(job years/SDm capex, invest phase)

Annual CO2 abated
(Mt./USDm capex, operational phase)

Package type Economic benefits after one year

Key ‘ Coal investment package (US$/USS invested)

. Green investment package

Figure 1.1 Performance of green investment packages vs. coal investment packages by country using modelling
output from Vivid Economics.



1| Introduction A Roadmap to Green Recovery

1 Introduction

The COVID-19 pandemic has devastated global economies, induced widespread social
turbulence and brought renewed attention to similarly existential risks like climate
change. Global GDP growth fell from 2.8% in 2019 to -3.2% in 2020, only recovering to a
projected 6.0% in 2021. (IMF, 2021). Social capital has been hit hard with net unemployment
increasing by an estimated 114 million people in 2020, and a jobs shortfall predicted until at
least 2023 (ILO, 2021a). Social inequality has widened, with the wo r | rdo8tsalready
vulnerable groups the worst impacted by the pandemic (Tai et al., 2020; Bottan et al., 2020;
Cucagna and Romero 2021; lacobucci 2020; Heslin and Hall 2021; OHCHR 2020; Tesoriero
et al. 2021). Following suit, progress towards most United Nations Sustainable Development
Goals (SDGs) has been reversed (Nature, 2020; UN, 2021). The number of people living in
extreme poverty has doubled, its first increase in more than two decades (IMF, 2020).

In response, governments have introduced significant fiscal spending measures of two
varieties: rescue spending to immediately protect lives and livelihoods and recovery spending
to rejuvenate economic production and demand. Over time, recovery will shift to a period of
reinforcement, likely to last many years into the future. In the later reinforcement stage,
effective governments will take new growth paths started in the recovery stage and turn them
into long-term development pathways.

Policymakers have wide discretion in the fiscal means used in rescue, recovery and
reinforcement spending, but particularly in recovery and reinforcement. Hepburn et al.
(2020), O 6 @amghan and Murdock (2021) and Shan et al. (2020) all highlight significant
potential disparity in climate change outcomes based on the investment decisions made in
response to COVID-19. Given over USD17 trillion in COVID-19-related spending so far, it is
expected that the nature of the COVID-19 fiscal response could similarly impact a wide range
of economic, social and other environmental factors. In this way, strategic fiscal policy can
simultaneously meet short-term needs and maximise future prosperity if directed towards
future-oriented investments.

For instance, policymakers can use fiscal policy to decouple greenhouse gas (GHG)
emissions from economic growth by promoting green initiatives ranging from clean
energy to natural capital and sustainable transport (Hepburn et al, 2020). But what are
the economic and social advantages of this compared to traditional measures? Is there a way
to quantify benefits? What are the most important factors in designing such investment
packages and where may the money come from? How can we best prioritise equity needs at
all stages of the policy design process?

In corollary, it seems logical that spending must be directed away from those initiatives which
have negative health consequences, are economically irresponsible and/or otherwise degrade
natural, social and financial capital. Coal and other fossil fuel investments meet each of these
criteria (Haines et al., 2006; Kampa and Castanas, 2008; Mercure et al., 2018).

In response to previous crises, some government stimulus spending focused on short-term
GDP outcomes, with inadequate concern for boosting long-term prosperity. This report aims
to show that in the face of significant environmental, social and economic challenges predating
the COVID-19 crisis, stimulus can and should incorporate long-term prosperity targets.
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1| Introduction A Roadmap to Green Recovery

Building forward better could help to secure sustained and sustainable growth beyond the
immediate recovery.

The evidence so far suggests that governments are largely failing to take advantage of the
opportunity to use rescue and recovery fiscal packages to shift economies onto a more
sustainabl e growt h t rlag202lc\Mivil Eoonoi€3@2@.1 | aghan et a

Over 2020-21, several studies have provided early evidence in support of green stimulus
measures (Hepburn et al., 2020; Forster et al. 2020; IEA 2020; McNeely 2021). Country-
specific investigations have emerged to explore the economic potential of green stimulus in
South Africa (Kiss-Dobronyi et al., 2021; Montmasson-Clair, 2020; 06 Ca | | a g h282ia),et all
and the Democratic Republic of the Congo ( O6 Ca |l | a g hz282ib), eamnongadthers.
Individually and collectively these works determine that green recovery measures i such as
investment in renewable energy, low-emission transport, energy efficiency and nature-based
mitigation and adaptation solutions i can provide higher employment intensity, better financial
and economic returns and wider social benefits than policies which seek to prop up high-
carbon and polluting industries and energy generation (Allen et al, 2020; International Energy
Agency, 2020; WWF, 2020; Vivid Economics, 2020). In these studies, such measures are
described as offering governments a win-win solution, by providing rapid and strong stimulus
effects in the short term and mitigating environmental degradation in the long term. While these
country-level studies are helpful as case studies, there is a need to present a generalisable
approach for understanding green recovery potential across the world.

10% -

5.9% . 6.0%
5% - 3.7% .9%
2.8%
L 1.7%
5% A -3.3%
5% -4.4% ’
-5.8%
-10% -
2019 2020 2021
Actual Forecast
mWorld oWorld
Legend . advanced Economies Advanced Economies
Emerging Markets & Developing Economies 0 Emerging Markets & Developing Economies

Figure 1.1. Global economic growth forecast, 2019-21, selected countries and regions from IMF World Economic
Outlook, October 2020 (IMF, 2020).

Given their large contributions to global greenhouse gas emissions, particularly
through the burning of coal, India, China and Poland are particularly interesting case
studies for the potential of green stimulus. In electricity production, these nations rely
heavily on fossil-generated power; 73.6% of energy consumption is met by fossil fuels in India,
87.7% in China and 90.3% in Poland (World Bank, 2020). For China and India, it is tempting,
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1| Introduction A Roadmap to Green Recovery

although not economically rational, to fill increasing demand for electricity with new coal and
gas investment (IEA, 2019). However, in all three nations, shifts towards renewable energy in
the electricity mix have accelerated over the past decade (IEA, 2020; IRENA, 2020a; 06 Me ar a,
2020). Although the dangers of further coal investment have been well-documented under
long-term horizons (Caldecott, 2016; Farfan and Breyer, 2017, Pfeiffer et al., 2016;), their
comparative weakness as stimulus is not well-understood. There is a need to explore how
government support of green investment compares to coal investment in terms of (a) economic
outcomes, (b) health outcomes and (c) environmental outcomes. Our hypothesis is that in a
generalisable case, and in the cases of India, China and Poland, green investment would
outperform coal investment on each criterion. If this were to be true, green stimulus should be
actively prioritised to boost future prosperity, and spending on coal actively discouraged to
avoid inferior outcomes.

Importantly, a green recovery from COVID-19 is about more than fiscal policy. Indeed, non-
fiscal government policy measures including standard setting, carbon trading and changes to
the legal system can significantly impact economic incentives and environmental outcomes
(Aldy and Stavins 2012; Aldy et al., 2012; Peel and Osofsky, 2015; Zhao and Mattauch, 2020).
Regulatory measures, for instance cutting red tape in green industries to make investment
easier could also be stimulatory (Guerin, 2017; Hu et al., 2018). Central banks can play a role
in use of monetary policy to advantage green development, for instance through green
corporate QE programmes (Dafermos et al., 2018). And of course, businesses and consumers
also have central demand-side and supply-side roles to play to shift the global economic
system towards greener modes of production. This report focuses on the fiscal opportunities
of government, only discussing other green recovery support in tangent to fiscal discussions.

This report sets out a roadmap for policymakers to design their own green fiscal
recovery strategy and introduces a generalised framework for understanding and
modelling the benefits of a green recovery. Section 2 describes the evolving priorities and
opportunities for fiscal policy to support a green transition through the recovery cycle. Section
3 presents a comprehensive tri-pillar roadmap for policymakers to design an effective green
fiscal recovery strategy. Section 4 sets out a methodology for understanding the economic,
environmental and health benefits of green stimulus in comparison to coal investment. Section
5-7 applies these analyses to three case study countries i India, China and Poland.
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2 The Recovery Life cycle

Economic crises and recoveries are not binary states, but dynamic and evolving
processes. Planning for a sustainable recovery requires a clear understanding of the recovery
cycle. This section describes an illustrative recovery arc where, in line with previous work, we
consider how conditions and priorities change over a three-phased recovery. Whilst this
roadmap is written in the context of the COVID-19 recovery, the lessons are broadly applicable
to many global, national and localised economic crises and recovery strategies.

2.1 Lifecycle of arecovery

Economic crises are not binary; they do not switch on and off. From the early emergence
of risks to the return to long-run equilibrium growth, economies transition through several
phases, each characterised by evolving expectations and sentiments, business and consumer
confidence, financial and money market movements and macroeconomic trends. Policy
objectives and responses need to match the evolving situation.

Each economic crisis and ensuing recovery is unique, but history suggests there are
common patterns. Crises, which usually follow a shock which radically deteriorates
confidence, are, by their nature, hard to predict. Most economies tend to grow in the long run,
driven by improvements in technology, greater accumulation of knowledge and know-how and
productivity gains, reinforced by growth in labour markets and capital stocks. Crises result in
households and businesses rapidly re-evaluating their expectations around revenues, incomes
and liquidity. Spending and investment decisions are put on hold, and rapid declines in asset
prices, economic activity and employment ensue. Whilst the collapse is often rapid, the
recovery to full employment can be more protracted as the economy readjusts onto a new
course.

In the following section, we adopt the three-phased view s et out in [O6Call
forthcoming]: (i) short-term rescue spending, to keep businesses and people alive, (ii) long-

er term recovery investment, to reinvigorate the economy and (iii) reinforcement processes,

to embed new economic trajectories from recovery investment into long-term development

plans.

Understanding these different stages of the recovery will enable policymakers to
develop and explain a clear policy arc. As set out below, the evolving economic conditions
create different priorities for economic policy at different stages of the recovery. What may be
an appropriate response during the rescue stage, such as untargeted wage subsidies may
hamper the structural transformation needed in the long term if it is not phased out at the right
time. Developing short-, medium- and long-term objectives and communicating them in stages
sends signals to the market that help people and businesses plan and act efficiently and with
confidence. Short-term measures should not lock in economic activity which is incompatible
with long-term goals. Businesses need to plan decisions around their labour force and around
investment decisions that align with anticipated changes in the conditions set by government.
Trailing future public policy and regulatory changes or stimulus investments helps businesses
prepare an anticipatory response, which shortens the time between a policy change being
enacted and its impact being felt. Since each stage of economic response is costly and
disruptive, speed is a driving objective.
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Box1l The phases of recovery

Rescueincludes emergency measures in the short term to address concerns that
directly emerged from theeconomic crisiand related crises. Thesaeasures might bg
mandatory, without room for government discretiofihe primary objectives of the resc
stage are to avoithass unemployment anal depression, stabilise the economy auttress
any other pressing neeconomic concerns emerging as a prthe crisis (e.g., dealing wit
the immediate health concerns of the COMI® pandemic) This is typically achieved |
injecting liquidity into the private sector and strengthening countercyclical social seg
measures. These actions boost confidenmtehe market and mitigate against a cafébw

crunch and a collapse in aggregate demand. Since the response to an economic sho
be rapid, rescue measures tend to support the busiresgsual economy

Recoverystage objectives are to spur demand growth, facilitate job creation and creat

conditions that orient the economy towards a lotegm sustainable path. Employment i
central political and economic priority and requires targeted upskilling, eithevutyh
dedicated or orthe-job retraining programmes, to sync the capabilities of the workfd
with the needs of emerging growth industries. Governments that can afford a muscula
NBalLRyaS KI@S Y2NB (G22fta G2 ZkkddsmanKdve
Ozaid LRtAOEI NBIdAFGI2NE YR LINAOAY3 2L

Reinforcethe foundations laid during the recovery phase through productfotused
measures that have impacts in the long term (more thdava years to a few decades) a
support sustainable and resiliengrowth. The purpose of these measures is to emtk
durable change by creating the policy, regulatory and enabling architecture
permanently shifts investments and behaviours towards dnstale systemsand avoid a
NEOSNEAZ2Y (G2 WodzaAySaa |a dzadz fQ

2.1.1 Stage 1: Rescue

The rescue phase begins in the immediate aftermath of the economic shock. Whilst the
full implications of the shock will remain unknown, horizon risks increase in probability and
begin to materialise. Depending on the severity of the shock, and the speed and strengths of
support measures, the rescue phase may be well beyond the point where the initial trigger has
stabilised, as the repercussions ripple through the economy.

Therescue phaseis usually characterised by a significant deterioration of business and
consumer confidence. Crises are often associated with high volatility in asset prices. Falling
consumer confidence can lead to an increase in the savings rate. Confidence can quickly turn,
resulting in rapid price adjustments. Falls in asset prices and financial markets can pass
through to the real economy as investors and savers see declines in their wealth, further
eroding confidence and decelerating consumer spending and investment.  Similarly,
businesses, faced with a deterioration in economic outlook and rising uncertainty, are likely to
postpone investment and hiring decisions.

Losses in confidence can rapidly trigger aliquidity crisis. Falls in confidence, exacerbated
by falling asset prices and wealth, can lead to a slowdown in household consumption (the
biggest component of demand). As consumers tighten their purse strings and postpone major
purchases, businesses, in turn, could see a decline in revenues and may face a cash flow
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shortfall. Greater volatility and asset prices and a negative outlook tend to drive up the risk
premium and, where not offset by cuts in central bank rates, a rise in the cost of borrowing,
fuelling liquidity concerns. Investors have a lower appetite for taking on risks and, facing higher
costs of capital, in turn postpone investment decisions, further dragging demand in the
economy. Finally, businesses, facing suppressed revenues and constrained liquidity, will begin
to suspend hiring decisions and may start to reduce their headcount, triggering unemployment.
Crises which begin in one economy can quickly spread internationally through global capital
markets and trade networks. The result is sharp falls in key macroeconomic variables:
investment, employment and GDP.

Stabilisation is the immediate priority. Governments need to restore confidence in financial
markets, businesses and consumers. Volatility in asset prices needs to be managed. In
developing countries, drops in commodity prices and tourism, and a weakening exchange rate
are likely to pose extra challenges. Governments should not be relied upon to prop up inflated
prices or prevent bubbles from bursting, but managed price adjustments are preferable to high
variance. Monetary policy, including interest rates and quantitative easing, can be used to
stabilise fluctuations in exchange rates, bond yields and stock markets.

Viable businesses may find themselves squeezed between temporarily suppressed
demand, changes in prices and sudden increases in the costs of borrowing and
required liquidity support. MSMEs, in particular, often lack the financial cushions to
overcome these temporary constraints. OECD research on the impacts of COVID-19 on
MSMEs found that, without government intervention, 20% of SMEs in the OECD would have
exhausted their liquidity in a month, 30% in two months and 40% in three months. SMEs have
faced a tougher liquidity crunch due to late payments since the pandemic, with 51% of SMEs
reporting a squeeze on cash flow in 2020 compared to 39 % pre-COVID-19. SMEs are also
less able to access capital markets and face higher interest rates for debt financing (OECD,
2020c). MSMEs account for 70% of employment worldwide. It is therefore critical that they
have access to emergency liquidity, for example, through publicly underwritten emergency
loans, cash grants or tax deferrals, to weather the storm. The risk of delay and costs mean
that targeting such support during the rescue phase, when emergency measures need to be
rolled out quickly to stabilise economies, may not be feasible.

Larger businesses may also require support. These include businesses in exposed

sectors, such as airline and hospitality businesses which faced an unexpected set of

restrictions and collapse in demand during the COVID-19 pandemic, or property developers

who saw a collapse in book values in the global financial crisis. Other large businesses may

be caught out by a combination of increased costs of capital, tight liquidity, subdued demand,

exchange rate movements and/or investment losses. Governments face an uncomfortable

choice between allowing Darwinian market forces to drive out ailing and uncompetitive

businesses to fail whilst risking further ripple effects across the economy; or propping up
nationally-cr i t i cal or strategic businesses deemed 6to
and raising the prospects of future moral hazard.

The importance of consumer spending means that mass unemployment must be
averted. It is inevitable in an economic crisis that many jobs will be lost, the creative-
destruction forces kill off weaker enterprises whilst creating room for more competitive ones to
thrive. Capital and labour ultimately need to follow these forces. However, sudden mass-
extinction events, which result in spiking unemployment need to be avoided to ensure
consumer demand does not also collapse, deterring the very investment needed to soak up
spare capacity and exacerbating liquidity concerns across consumer-facing businesses.
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In the wake of the COVID-19 crises, job protection schemes have been rolled out globally,
supporting 50 million workers across the OECD by May 2020 (OECD, 2020d).

Extending support to those who have become unemployed can provide further support
to consumption, stabilisation and avoid the entrenchment of inequalities. Whilst many
countries have directly subsidised wages to avert unemployment, others have increased
support to those that have become unemployed. Social security and unemployment benefits
have been increased around the world, including Albania, Argentina, Bulgaria, Chile, Iceland,
Indonesia, Lithuania, Norway, Slovakia, Sweden, the UK and the US. Access has been eased
and/or eligibility extended in Cyprus, France, Greece, Israel, Luxembourg, Malaysia, Panama,
South Africa, Spain and Tanzania, amongst others. Canada and Germany have increased
payments for childcare (IMF, 2021Db).

Consumer spending has been directly supported through innovative incentives to
boost spending and reverse behaviour changes that may have a lasting and damaging
economic impact. In Poland, eligible families with children have been issued a tourism
voucher to be spent at hotels or tourist events in Poland to promote domestic tourism. In the
UK, the Eat Out to Help Out scheme subsidised restaurant meals and helped reintroduce
people to the hospitality industry and cut VAT for the hospitality sector, with similar cuts in
Austria, Bulgaria, Costa Rica, Cyprus, Egypt, Germany, Greece, South Korea and Uruguay.
Broader cuts in VAT have been seen in Ireland. Consumer loans have been promoted in Egypt,
Germany, Pakistan and Vietnam. In the US, individuals received direct cash transfers of USD
1,400 designed to boost consumption (IMF, 2021Db).

Box 2 Summary of the rescue stage

Economic trends

1 Falling business and consumer confidence, investment and spending
I Rising unemployment
1 Turmoil in asset markets

Government priorities

9 Addressing the immediate non-economic crisis at hand (e.g., COVID-19 health crises)
1 Prevent economic collapse, widespread bankruptcy and mass unemployment
9 Stabilise financial markets and asset prices

Typical responses

Accelerated spending on public health measures and direct provision of basic needs
Loans, bailouts, tax deferrals

Employment subsidies, extension of unemployment benefits and emergency cash transfers
Tax suspension for individuals and corporations

The environmental consequences of spending decisions risk being overlooked during
the rescue phase, doubling down on business as usual. The necessary speed of the
response is likely to limit the degree to which many different priorities can be balanced,
including green ones. There is little or no opportunity to undertake detailed environmental
impact assessments of interventions. Even where environmental impacts are known, they may
be given a lower priority than economic objectives. International coordination is likely to be less
feasible during the early stages of crisis without pre-existing frameworks. The challenges of
targeting support for sustainable growth in the immediate aftermath of any crisis means it is
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very likely to entrench business-as-usual pathways. The rescue phase is, by definition, focused

on propping up historic economic structures and patterns of production. Governments, keen

to prevent widespread unemployment and contain the turmoil may find themselves providing

emergency support to industries which both were struggling before the arrival of the crisis and

are incompatible with longer term climate objectives. The climate sensitivity of any rescue

phase stimulus will largely reflect the underlying environmenta | intensity of a
economy.

Governments should set minimum environmental standards which govern early

stimulus measures. Whilst speed is of the essence, governments cannot afford to completely

disregard the climate implications of rescue phase spending decisions. All governments face

limits on their abilities to borrow, raise taxes and spend, and must match these against the

substantial private and public investment required to achieve the objectives of the Paris

Agreement. At the same time, the large funds which have been mobilised in rescue measures

provide governments with levers to influence the future shape of the economy. A failure to

optimise rescue spending to deliver on both economic and environmental objectives would not

only represent an opportunity lost, but could further entrench business-as-usual and push the

economy further away from achieving its climate objectives. Governments cannot afford to

6give awayd rescue funds without considering ¢t
mi ni mum, an approach of 6Do No Si gniEuropeamnn t Har
Commission, 2018).

Climate objectives should be reflected in prioritisation criteria. Governments providing
emergency bailouts to businesses or sectors deemed too strategic to fail should consider the
long-term compatibility of the firm or industry with climate objectives in their assessment of
strategic significance. Polluting sectors, such as airlines, fossil fuel extraction and power
generation, internal combustion engine and vehicle manufacturing, heavy industry and land-
intensive agriculture, including State-Owned Enterprises, should face a high bar and greater
conditionality for public support. Conversely, businesses playing a critical role in the
achievement of low-carbon growth should be a higher priority.

Green conditionality should be attached to rescue measures supporting high-emission
industries. Whilst burdensome screening processes may cause disproportionate delays in
providing liquidity support, particularly to SMEs, attaching green strings to large corporate
bailouts is a viable option. Unconditional bailouts to airline industries during COVID-19 were
an opportunity missed. Whilst there were some examples of conditionality, opportunities were
missed in the bailouts in a number of other countries. Transport and Environment tracked over
EUR 40 billion of bailouts to EU airlines, with only France and Austria adding any climate
conditions (Transport and Environment, n.d.). Current levels of emissions from the airline
industry are incompatible with climate objectives, so such conditions should be imposed, or
the industry allowed to contract. Fossil fuel companies, automotive manufacturers and steel
manufacturing have likewise benefited from state support.

Emergency tax cuts should not make climate objectives harder to achieve. Whilst broad-
based support to the economy is accelerated, governments should be careful not to introduce
measures which promote a carbon intensification of the economy. Broad consumption and
sector-agnostic tax holidays, such as reductions to sales taxes or value added tax to support
consumption, property and land tax holidays and deferrals of employment taxes to boost
liquidity should be prioritised over cuts to duties on fossil fuels, electricity charges (for carbon-
intensive grids) and air passenger duties, in [Ii
wholesale energy prices have fallen, there may be an opportunity for governments to increase
duties and increase social security payments, cash handouts or other tax cuts which are fiscally
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neutral, but encourage greener behaviour (or at least, do not promote greater use of carbon-
intensive energy).

Environmental standards should not be sacrificed to support industry. Some
governments have suspended regulatory or prudential restrictions on economic activity in the
immediate aftermath of COVID-19 to expedite investment and reignite the economy, including
environmental regulations. In China, the Ministry of Ecology and Environment sort to improve
the efficiency of environmental regulation without relaxing standards (Xu and Goh, 2020). In
Indonesia, public participation in environmental impact assessments was scaled back to
expedite decision-making. Both moves have been challenged by NGOs and environmental
groups. Elsewhere, the scaling back of environmental standards has been more overtly
detrimental to the climate. In the US, fuel efficiency standards were significantly reduced in
March 2020 and many environmental regulations suspended (Degnarain, 2020; Beitsch,
2020). In Brazil, COVID-19 meant further scaling back of surveillance effort to prevent illegal
deforestation in the Amazon (Watts, 2020). Such moves risk challenging new investment into
unsustainable activities, pushing the economy further away from climate objectives, increasing
the future costs of decarbonisation and risking the creation of stranded assets.

2.1.2 Stage 2: Recovery

The recovery phase can begin once the economy has stabilised and contraction has
levelled off. Although economic output and labour markets have eventually ended their free-
fall and levelled off, the repercussions may still be rippling through the wider economy.
Businesses continue to face constrained demand and access to liquidity. Whilst there is a more
positive outlook, many investment and hiring decisions may still be on hold as businesses
readjust expectations going forward. The impact of the recession on public finances has by
now started to become clear. With the depth of the recession better known and forecasts for
recovery being made, the cost to the Treasury in terms of reduced tax revenues has become
clearer, as have the costs of emergency measures deployed during the rescue phase. As risk
appetites remerge and equity markets rally, yields on sovereign debt may start to rise,
especially if governments continue to run a large deficit. This may have implications for
recovery measures by limiting fiscal headroom.

Governments face careful balancing acts during the recovery stage. These include a
balancing act between withdrawing support too soon and undermining confidence before the
recovery is well-established, and allowing Darwinian market forces to cleanse the economy of
uncompetitive companies and reallocate workers and capital to more productive endeavours.
Likewise, a balancing act between the need to stimulate the economy with fiscal injections,
and the need to address deficits in public finances and ensure the long-term sustainability of
debt requires careful judgement. Whilst emergency support measures may be gradually
redrawn, governments often bring forward investment in infrastructure. Increased support to
reskilling and wider training and education may be provided, especially for those who have lost
jobs in industries which are unlikely to fully recover, to prevent the economic scarring
associated with long-term unemployment.

During the recovery stage, governments typically enter a public-led, invest-to-grow
strategy. The key objective is to foster a jobs-led recovery i boosting employment and
consumer confidence and containing any further ripple effects. Governments have an
opportunity to appraise options and take more strategic spending decisions than during the
Rescue phase, where rapid action is of the essence. Public spending and investment which
delivers economic growth and environmental and social benefits simultaneously should be
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identified and prioritised. The large economic restructuring which can occur during an
economic recovery is an opportunity for the Government to guide the economy towards a
sustainable and inclusive pathway, by developing and publicising the targets, themes and
commitments which will govern long-term growth once the economy has recovered and enters
the Reinforce stage. The coincidence of COVID-19 recovery spending and the five-year
Anniversary of the Paris Agreement has provided the perfect opportunity for Governments to
raise ambition and provide clear signals for future patterns of growth. The US and EU have
ramped up climate objectives, whilst the UK has laid out its 10-point plan for a green industrial
revolution, and set a legally-binding 2050 net-zero target and committed to the elimination of
new internal combustion engine vehicles by 2030 (HMG, 2020).

Box 3 Summary of the recovery stage
Economic trends

Stable asset markets

Stable or growing investment, economic activity and employment, but ongoing output gap
and higher-than-usual unemployment

9 Shifts in sovereign debt markets

f
f

Government priorities
1 Jobs-based recovery and the restoration of sustainable economic growth
Typical responses

Investment support policies

Public works (infrastructure)

Temporary incentives for consumer spending
Training and education support

Almost all countries have identified infrastructure investment needs to deliver net zero.
Many governments and industry associations have analysed emissions reduction pathways by
sector, with investment priorities set out in Nationally Determined Contributions, Long-Term
Low-Emission Development Strategies, National Adaptation Plans, and 20-, 25- or 30-year
vi si ons . Clntate Chdig® €ommittee produces a Carbon Budget with investment
requirements across different sectors. The recovery phase is an ideal opportunity to bring
forward these projects. Investments and policies deployed in the recovery stage should
accelerate positive environmental economic shifts that were already underway before the
crisis, and should help laggard sectors retool and reskill. Green investments are widely seen
as offering employment and growth opportunities at least as strong as traditional infrastructure
investments.

Government should seek to crowd in and accelerate private sector investment to
increase fiscal multipliers. The economic benefits of deploying public funds into green
infrastructure will be maximised where they complement, rather than displace private
investment. This requires the appropriate fiscal instruments to be deployed, reflecting both
prevailing economic conditions and the maturity of the technology. Accelerating investment
during periods of temporary high employment will increase fiscal multipliers by boosting the
additionality of jobs created during construction phases, which might otherwise result in
displacement of workers elsewhere when the economy returns to full employment. In all cases,
public investment should be geared towards assets and sectors that will be contributing to
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economic productivity in a decade, and not assets or organisations that will be stranded when
tighter environmental restrictions bite in future.

Investment priorities and opportunities extend beyond physical infrastructure projects.
The Recovery phase is the time to identify skills gaps and invest in upskilling the workforce to
prepare for the low-carbon economy envisioned in the Reinforce stage. Governments should
be business-led in identifying likely skills gaps that will emerge in the future-looking economy
and be flexible in how they support upskilling. Investments in vocational training can meet
specific labour force demands that are heightened by the recovery stimulus.

Emergency liquidity support to business should be much more targeted and include
green conditionality. Including green conditionality helps high-emitting sectors improve
environmental performance. The Recovery stage allows stimulus to be targeted towards
investments that couple business support with environmental objectives. Green conditionality
can help to ensure that high-emitting sectors will use financial support to progress
environmental objectives and shift towards business models and operations that align to a
countryds net zero and other environment al

cC Oommi

such as t he UN Sustainabl e Devel opment Goal s

Contributions, can help to ensure all sectors contribute to achieving national commitments. In
the Recovery stage, policies and financial support should move beyond the Do No Significant
Harm principle.

Environmental and prudential measures should be evaluated and strengthened during
the Recovery phase. Governments should use the opportunity for regulatory refresh to
introduce transparency measures about climate-related risks, like TCFD and forthcoming
TNFD standards. Prudential measures were strengthened following the 2008/09 financial
crisis, with bank s 6 bal ance sheets subjected to
instabilities and imbalances. Central banks and regulators should take the opportunity to
further strengthen resilience by requiring climate-related risks to be measured and monitored
and by promulgating disclosure standards.

2.1.3 Stage 3: Reinforce

As the economy returns to full employment, governments should seek to reinforce the
foundations laid during the recovery phase for sustainable growth. Further support to
households will not create additional employment or growth when the economy is already at
full employment (though may be required on redistributive grounds). Likewise, the short-term
jobs associated with infrastructure spending are likely to displace workers from other activity.
The focus must therefore turn to spending which supports productivity gains and addresses
market failures. Extra care should be used to ensure public spending does not crowd out
private sector investment or distort competition. Government priorities should focus on
addressing inequality (e.g., support to regions or demographic groups which the recovery has
left behind) and market failures (e.g., suboptimal levels of investment in research and
development by the private sector which cannot capture the full economic benefits of
innovation).

The engine of growth transitions from employment-led to productivity-led. The primary
objective of government likewise shifts from getting people back to work towards supporting
structural shifts which increase productivity and prosperity. This typically means a shift from
broad-based stimulus policy towards investment in skills, better matching of workers with jobs,
ensuring infrastructure supports rather than hinders growth and allowing less competitive firms
to exit the market.
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Box4 Summary of the Reinforce stage
Economic trends
Fullemploymentg growth now driven by productivity

Large government debt and higher costs of servi€inlj employment; growth now driven
by productivity

Large government debt and higher costs of servicing
Government priorities
Productivityled, inclusive anh sustainable growth
Ensuring the sustainability of public finances
Typical responses

Rebalancing the economy towards more sustainable and more equitable growth

Addressing the public deficit through reductions in spending and increasing taxes

Public investment should focus on addressing market failures. Although the economy
has returned to capacity, market failures may still result in the under-provision or
underinvestment in specific goods and services. Market failures are particularly rife where
positive externalities, such as the environmental benefits accruing from green investments,
cannot be monetised by private investors making the investment decision. Many infrastructure
investments, whether in electricity networks, EV and public transport infrastructure and green
spaces will provide productivity and health externalities. Positive externalities can also result
in underinvestment in research and development, again where private investors cannot
capture all the potential spillover benefits. Markets tend to have higher discount rates and lower
risk appetite than society as a whole, so public intervention may be required to de-risk projects
or support infrastructure investments with very long-term horizons. Governments should
clearly identify instances of market failure to ensure public investments do not simply crowd
out private investment with little or no additionality. Investment in green infrastructure remains
a priority but the direct jobs created in construction, operation and maintenance are no longer
additional.

Public support should promote investment in broad forms of capital which enhances
productivity. Productivity growth is recognised to not just depend on investment in roads and
rail, factories and machines (physical capital), but the skills of the labour force and the strength
of the institutions which govern market interactions. Increasingly, the role of natural capital as
an economic asset, which delivers health, leisure, risk reduction and yield-enhancing
ecosystem services, is recognised amongst economists. Governments should recognise
investment in broad forms of capital as essential through augmented wealth accounting. The
dour capitals6 f r amewor k, for exampl e, recogni ses the
economy across physical, human, natural and social capital. Investment in non-physical forms
of capital are particularly susceptible to market failures and warrant particular focus in
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economic and industrial policy during the Reinforce phase. Metrics that assess and evaluate
economic health more holistically can also be designed, implemented and creatively visualised
to improve decision-making. BeyondGDP, metrics like Wealth Accounting or inclusive wealth
methodologies, the Canada Tangible and Intangible Assets methodology Natural Capital
Accounting, and Natural Capital Committees, as is in the UK, Sweden and Costa Rica, can be
developed and strengthened. To use these metrics to strengthen decision-making, they must
be made more visible, including by creating integrated dashboards that show the trade-offs
between different decisions and scenarios.

Sustainable growth can be reinforced through new investment vehicles, funding
facilities and capital market instruments to help finance future, green investments. The
enormous growth of green bond markets and demand for other environmentally-conscious
investment products means that infrastructure developers have special incentive to design and
build according to low carbon standards. Especially in developing countries, countries can
6doubl e downdéd on addressing the infrastructure
durable, low-emissions designs that meet tighter environmental standards and qualify for
green finance. It is important these are established with robust governance mechanisms to
ensure that public money is used to address market failures, rather than crowd out private
investment. This is essential for ensuring value for money. These should be measured by
holistic metrics that integrate across Sustainable Development Goals, Nationally Determined
Contributions, the post-Aichi targets under the Conservation for Biological Diversity and the
Sendai Framework for Disaster Risk Reduction, among others.

Smarter stewardship of the private sector can ensure the market delivers 'the growth

we wa hhe Reinforce stage creates space to global promulgation of green investment

standards, common carbon pricing and accounting standards, and carbon and nature financial
disclosures and reporting metrics. Such standards are already being set, like through the Task

Forces for Climate-Related and Nature-Related Financial Disclosures, the European

Commi ssionbs Sustainabl e F3I7OBGDaUBDPTSD® Aligroment , and
Initiative. Common metrics allow for clear and predictable carbon pricing to be coupled with
information on carbon performance of investments and equipment, a clear taxonomy of what

counts as green, and lists of alternative low-carbon options. The mass adoption and deep
penetration of these standards can be achieved in the Reinforce stage.

Environmental taxes and levies can contribute to arebalancing of public finances whilst
continuing to promote sustainable development. Governments will by now have
significantly higher debt-to-GDP ratios, and may see higher costs of borrowing as investors
seek higher returns. Governments need to develop credible plans for ensuring the
sustainability of debt and fiscal consolidation, either through scaling back public spending
and/or increasing revenues through taxes. As the economy returns to capacity, governments
will need to manage down deficits in the annual budget and ensure that overall debt levels are
sustainable and provide room for manoeuvre in future crises. The Global Financial Crisis
showed the risks of enacting austerity measures too quickly. Increasing taxes, which will tend
to slow down the economy, are mostly undesirable during the Rescue and Recovery phases,
but may be more palatable during the Reinforce phase. This provides governments with the
ability to adopt both a carrot and stick approach to environmental stewardship of the economy,
di scouraging O06badé behaviour through taxes and c
through investment and subsidies. Carbon taxes, in particular, can help to simultaneously
address public deficits and constrain environmentally-damaging activities.
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3 How To Design a Green Fiscal Recovery
Strategy?

3.0 Introduction

This roadmap provides policymakers with a structure by which to design and implement
along-term-oriented green fiscal recovery strategy. There are three key design pillars to a
strong fiscal strategy: policy and regulation; funding and financing; and institutional capabilities
(Figure 3.1). Each includes important considerations for policymakers looking to maximise
recovery benefits according to their unique priorities. By considering all pillars in tandem,
decision makers could develop a single unifying recovery roadmap for economic policy that
takes both immediate economic recovery and long-term prosperity into account. Within each
pillar, the phasing of activities must align with the evolving recovery, priorities, and
opportunities described in Section 2.

Underpinning the three pillars, the unique characteristics of the COVID-19 recession require

consideration of three additional and very much fundamental co-considerations: the timeline

of implementation given uncertain infection trajectories; the need to ensure COVID-19-safe

work environments; and an imperative for even further enlarged focus on enhancing equity, as
thecrisishasdi sproportionately i mpact €ldeneetite intagratel d 6 s m
equity considerations into every stage of recovery design cannot be overemphasised. Each
co-consideration will influence policy design as well as delivery.

P

Strategy for a Prosperous Recovery
E » @
. . Institutional
Policy Public Support
& & 2
Regulation Private c )
Support Investment apacity

Development

* COVID-19 Core Co-Considerations
o Timeline o COVID-safety o Importance of
uncertainty measures just transition

Figure 3.1. Framework for building a long-term oriented COVID-19 recovery strategy.
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In considering each pillar of arecovery strategy, policymakers define their starting point
and priorities, which will vary with different national contexts. Differences in economic,
social, environmental, political and legal/regulatory context should all be considered. Alongside
inherent contextual differences, national long-term commitments are also key inputs. These
may include commitments to making progress against the Sustainable Development Goals
(SDGSs), legally binding net-zero targets, and Nationally Determined Contributions (NDCs) to
reducing GHG emissions.

Each of the three pillars targets a discrete element of fiscal recovery strategy design.

- The first pillar considers policy and regulatory support. Once nations decide to
invest, it is important to consider what factors may influence how they do so, as well as
the relative importance of each factor. These factors may range from short-term needs
for protection of life to long-term development priorities, and should also consider
existing economic, social and environmental strengths and capabilities. Nations must
then bring these factors together to identify priority fiscal policies from a universe of
options. Priorities will evolve over the recovery cycle and the selection of fiscal
instruments needs to reflect the prevalent economic conditions and balance the
dynamic costs and benefits of deploying different instruments. De s pi t e t hi s r ep
focus on fiscal measures, a green recovery is about not only fiscal interventions, indeed
the use of supporting regulatory, monetary and other market interventions can
maximise the beneficial outcomes of fiscal investment.

- Thesecond pillar considers public and private investment. Policymakers can draw
from a wide range of funding approaches and investment tools to implement the
policies and regulations of the first pillar. Funding strategy decisions will be based
primarily on the fiscal space available to government, the characteristics of available
debt, and the financial position of private sector corporations. While public investment
depends directly on public finance, there is significant scope to reduce overall costs for
government by leveraging private finance.

- Thethird pillar considers institutional support and capacity building. As recovery
strategies require coordination across actors and sectors, strong institutions are
needed to provide leadership and guide policy. Furthermore, in both the public and
private sectors, adequate human capital is essential for implementing recovery goals.
If well-designed, recovery strategies will reorient national economies towards the future
and often direct significant focus to entirely new industries. This may require significant
skills-building programmes to ready the employment base. For policymakers designing
a recovery strategy, comprehensive skills gap assessments may be necessary. In
many nations, focusing on institutional support and workforce skills may be a
prerequisite to implementing large-scale projects at speed and fully realising economic
and environmental gains.

With vast economic upheaval caused by the ever-growing impacts of climate change, it is
crucial that core social and environmental imperatives are always prioritised in setting overall
strategy. It is particularly important that the long-term consequences of inaction for these two
imperatives are highlighted in civil society, business and government.

This roadmap is designed to be relevant to nations in all phases of the COVID-19 economic
crisis. Even nations that have already invested significant funds in stimulus often have an
opportunity to shift funding priorities or implementation strategy after announcement. These
nations may be able to gain by reorienting their recovery strategies to better prioritise their
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economic, environmental and social interests. Many of the lessons contained in this roadmap
will prove useful to policymakers responding to future international, national and localised
crises.

3.1 Pillar 1: Policy and regulatory support

There are three major considerations to effective policy development in economic recovery.
First, fiscal interventions are selected based on existing national strengths, long-term growth
priorities and the characteristics of different intervention options. Second, policy is designed to
incorporate known best practice, leverage existing programmes, and be targeted to priority
groups based on national contexts. Third, fiscal policy should be supported by regulatory
action: this can maximise benefits from fiscal spending, but is highly dependent on existing
national regulations.

3.1.1 Fiscal stimulus policy selection

Policy selection should be driven by the core attributes of individual policies, within the context
of national priorities. Economic, social and environmental outcomes will vary significantly
based on the characteristics of a fiscal recovery strategy.

The interactions of policies and the set of existing capabilities and strengths of the domestic
economy are also important considerations. Perhaps most importantly, policy choice should
be informed by the existing and future skill profiles of the labour force, as well as existing and
growing industrial policy strengths. In the short-term, nations should seek to build on existing
strengths 1 a nation with strong R&D capabilities in high-value manufacturing, for example,
could consider investing in low-cost production of green hydrogen technologies like
electrolysers to best leverage this capability. However, governments should also aim to be
ambitious, considering how investment now may create future competitive advantage. In many
cases, optimal policyisnotabout &édoi ng what we ar eractcesimayg excep
become inefficient in the long term or deliver decreasing marginal returns. For example,
countries with accelerating renewable energy penetration may not require additional
government support of energy generation facilities but could be better aided by improved
systems of energy storage through battery investment or distribution through new power lines
and smart grids.

A weighted set of priorities

Nations should develop policy priorities, weighted by economic and environmental factors,
along with social considerations. This should be informed by economics, science, and public
opinion, which may vary between nations. For example, nations with high inequality between
rural regions and urban areas may prioritise policies that specifically target improvement for
rural livelihoods, like energy efficiency retrofits targeted at rural communities. Nations that have
a high proportion of their workforce in fossil-intensive industries may prioritise policies that
enable the survival of these industries in a net-zero world, such as carbon capture and storage.
Nations with high youth unemployment may prioritise policies that have a high job creation
potential and low training requirements, like promoting opportunities in natural capital or in
building energy efficiency.

Priorities will change as the economic crisis and recovery unfolds. In the early months of the
COVID-19 crisis in the first half of 2020, the priority was to contain the economic fallout from
public health interventions through income support and additional liquidity. As governments
shifted from rescue mode towards recovery, job creation was paramount, with large
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infrastructure investments. When employment returns to pre-pandemic levels, future measures
will increasingly need to focus on productivity-led growth, rather than employment-led growth.

In all cases, the importance of climate crisis mitigation and inequality reduction remain

paramount. As such, nations must pay particular attention to existing climate and other
commitments, as well as existing green growth pathways. NDCs and legal pledges such as

net-zero targets should serve as important milestones, towards which a recovery strategy can

bedi rected. I n many |l ocalities, consideration o
incorporate social considerations alongside environmental considerations.

Core policy attributes

It is important that policymakers consider the environmental and social impacts of fiscal

decisions alongside their economic impacts. This can be done at a generalised level using
assessment met hodol ogi es | 20R0g desctibad belanf ortréuGa | | a g h a
specialised models of varying complexity, as described in Section 3.

As a starting point, to help policymakers understand the universe of policy options available,
the Oxford University Economic Recovery Project has developed a comprehensive fiscal policy
taxonomy. This taxonomy identifies 41 investment archetypes and 155 sub-archetypes
commonly considered by policymakers. The taxonomy is designed to be mutually exclusive
and collectively exhaustive, covering stimulatory spending policy including recovery typologies
(incentive measures and investment measures) and rescue typologies (temporary liquidity
measures, temporary life and livelihood measures, and temporary tax and payment relief
measures). Clean spending options are explicitly separated from others that may be dirty or
neutral. A list of these policies is shown in Figure 3.2 and a full list including sub-archetypes is
reprinted fromO6 Ca |l | a g {2821) ineApperadik A: Fiscal policy taxonomy.
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Figure 3.2. List of policy archetype options. See Appendix A: Fiscal policy taxonomy. Source: O'Callaghan et al.
(2021).

Economic, social and environmental impacts of spending decisions vary significantly across
archetypes, sub-archetypes and national contexts. Bui | di ng on O#§220),domeghan e
notable impact indicators include:

- Economic impacts: job creation per dollar spend, fiscal multiplier, long-run economic
multiplier and speed of implementation,

- Social impacts: quality of life impacts, wealth and income inequality impacts, health
impacts, rural livelihood impacts, gender impacts and impacts to marginalised
communities, and

- Environmental impacts: short-term GHG emissions (those associated with input
materials and immediate impacts), long-term GHG emissions, air pollution and natural
capital impacts (including biodiversity).

Section 4 illustrates a technical approach for computing some of these at a national level using
data inputs from the Global Recovery Observatory and Vivid Economics Greenness of
Stimulus Index. Broad global perspectives covering economic and GHG impacts are explored
by Hepburn et al. (2020) and IEA (2020).

Interactions between policies
Fiscal stimulus policies may interact with each other in at least four distinct ways.

1. Policies may be path-dependent. The success of one policy can depend on the
implementation of another. For example, a step-change in renewable energy
investment could lead to a significant increase in the demand for labour with the
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relevant skill sets. This may require public investment in retraining of workers in green
skills, if retraining is unlikely to happen fast enough without government intervention.

2. Policies can create new opportunities for other policies. The implementation of one
policy can improve the potential outcome of another policy. For example, a step-change
in renewable energy investment may increase demand for solar panels. This would
increase the effectiveness of spending to support domestic solar panel manufacturing,
for both economic and environmental measures.

3. Policies may be mutually reinforcing. A designed simultaneous implementation of two
policies may lead to better outcomes than the combined benefit of implementing the
two policies separately. For example, renewable energy investment combined with
hydrogen investment may combine to provide low-cost energy to support new domestic
manufacturing.

4. Policies may compete for input resources. Recovery strategies should consider and
assess cases where this is a risk. For example, in dense urban centres, land scarcity
could mean that new green urban spaces compete with public housing investment.
Choices may depend on national contexts and priorities, on top of calculated policy
outcomes.

Existing core national capabilities and strengths

A strength-based approach can ensure that nations capitalise on areas of natural or created
comparative advantage. In the process of policy selection, nations should consider their core
strengths, so that they can maximise policy outcomes and make more informed decisions
about policy design. Core strengths to consider include natural resources (e.g., high solar/wind
potential), industrial policy strengths, skill profiles of existing workforce, any backlog of planned
projects (e.g., ecosystem protection in the UK [WCL, 2020]) and existing programmes that can
be expanded (e.g., pre-existing retrofit funding programmes, or pre-existing retraining
programmes [Tienhaara, 2018]). These areas are often where green stimulus benefits can be
easily and efficiently captured, aligning with existing and unmet priorities. Leveraging these
strengths can build on existing advantages and create new ones, inducing future comparative
advantages.

3.1.2 Fiscal stimulus policy design

Recovery strategies following the 2008-09 Global Financial Crisis (GFC) were wide-ranging in
type and impact. Economic studies after the fact indicate that the specifics of policy design
greatly influence policy success. Even within policy archetypes and sub-archetypes, there can
be wide variation in policy outcomes based on policy design. For instance, home energy
efficiency retrofits were problematic in Australia but successful in the US and Canada
(Tienhaara, 2018). In another example, feed-in-tariffs have been shown to be more effective
than subsidies for incentivising investment in less mature renewable energy investments
(Polzin et al., 2015)

There are at least five key general and thematic lessons from the GFC relevant to policy
design:

1. Capture co-benefits
Co-benefits could include targeted social uplift (e.g., of rural populations or low-income
groups); reduced waste, pollution, congestion and inefficiency; improved health
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outcomes; biodiversity; and ecosystem sustainability. Nations should identify priorities
and design policies with key co-benefits in mind.

For developing economies, priorities may be aligned with SDGs, and focus on higher
growth and development. Energy security remains one key priority. As such,
renewable energy incentives, for example, may focus on off-grid solar grants, rather
than feed-in tariffs, which may be more appropriate for developed nations. Such a
policy would also provide social uplift.

Meanwhile, emerging economies are more likely to be larger polluters and, in some
cases, may face higher negative health consequences from fossil fuel air pollution.
Policy design may therefore focus on achieving sharp reductions in air pollution, such
as through electric vehicle (EV) incentives. The current cost of EVs may make such a
policy much less attractive to developing economies. EV incentives in emerging
economies and advanced economies could improve health outcomes, while reducing
income inequality, which is often more prevalent in higher-income nations.

2. Build on existing programmes

Academic literature investigating previous attempts at recovery strategy emphasises
the importance of integrating new spending into existing structures, especially for
green policies. This can enhance outcomes and increase speed of implementation,
while reducing overall risk. By implementing post-GFC stimulus into pre-existing
programmes, including the Weatherization Assistance Program and State Energy
Efficient Appliance Rebate Program, the US was able to more rapidly implement their
interventions and capture co-benefits as low-income households took up the voucher
schemes (Tienhaara, 2018).

3. Set targets and measure progress
Targets should be directly linked to an overall recovery strategy and responsibility for
meeting targets should be assigned to implementing parties, as well as the relevant
oversight bodies. The SMART guidelines (Specific, Measurable, Achievable, Relevant
and Time-bound) form a useful framework for target setting. SMART policy design can
support policymakers, implementing parties, politicians and academics in transparently
and accurately measuring progress.

When setting targets, governments should consider economic models and projected
growth pathways, as well as climate models, so that targets help to minimise climate
damage. If this information is unavailable, policymakers might consider indicative
policy taxonomies, 202D kkch €bti@sise éxmstopdirasearcle dn
the economic, social and environmental characteristics of different spending options
and apply these to the real-world policy options available to governments.

Policy-level targets should clearly and comprehensively contribute to economy-wide
targets in government priority areas. An often-used economy-wide climate target is
net-zero greenhouse gas emissions by 2050; policymakers should build from this type
of broad target to set policy-specific targets. In this way, progress can be
disaggregated and benchmarked against the goals of individual policies. For example,
the targets of an EV incentive could include overall funds distributed, emissions
avoided and proportional impact by income group. In meeting economy-wide targets,
there are opportunities to both introduce new policies and tweak existing policies.
Indeed, addressing climate change requires a whole-of-economy approach, whereby
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every piece of investment and legislation should be considered for its climate impacts
and for opportunities to improve these impacts.

4. Consider synergies between policies

If the recovery strategy is formed around a single set of priority outcomes, policy
selection should naturally lead to opportunities to build synergies between different
initiatives. For instance, priorities for job creation and affordable electricity access may
result in investment in new transmission infrastructure, new renewable energy
installations, hydrogen demonstrator projects and a retraining initiative targeting skill
sets relevant to these infrastructure projects. By considering naturally-linked
interventions as a part of a whole, there is an opportunity to better coordinate the
impacts of public investment. For instance, in the previous scenario, new infrastructure
could be efficiently co-located, and retraining programmes could target the same
regions. This approach would likely bring greater opportunity for impact than a scenario
in which each intervention is designed and implemented in isolation.

In all synergistic investments, policy implementation teams should attempt to measure
cross-benefits (and cross-costs). With this information, in some cases it may be
possible to ascertain new opportunities for increasing synergistic impact. In the long
run, this information could guide better future policy selection and design.

5. Maximise short- and long-run multipliers

The fiscal multiplier is the relationship between public spending and overall economic
activity. A fiscal multiplier of 1 means that the economy grows 1-for-1 with every
additional dollar of public spending. A higher fiscal multiplier means that the economy
grows faster than the fiscal injection, whilst a lower multiplier suggests that government
spending results in crowding out or leakages. Fiscal multipliers vary hugely according
to the timing and instrument used and the period of appraisal. They combine
macroeconomic factors and sector-specific considerations.

In normal times, when the economy is at full employment, fiscal multipliers are less
than 1, and even lower for tax cuts. With the economy at full employment, increases in
spending in one area mean a reallocation of labour and capital from another area to
accommodate. The result is a net impact much less than the gross spending, and may
in time be completely reversed by price rises. The only benefits are where fiscal policies
result in an increase in productivity (for example by investing in infrastructure or skills),
and the benefits are more likely to be realised in the long term than in the year of
spending (suggesting a low short-term multiplier).

However, during slowdowns, the potential of government spending to put to productive
use under- or unemployed workers means that multipliers rise. Not only does output
grow thanks to the productivity of the workers directly or indirectly employed by
government spending, but the increase in incomes can trigger higher consumption (so-
called induced impacts). Where they restore confidence to the system, avoid skills
erosion and build productive capacity or improve infrastructure, the long-term
multipliers may be significantly higher. A review by Hepburn et al (2020) found that
d-iscal injections during such slowdowns have been found to generate multipliers as
high as 1.5-2 or even as high as 2.5. Three models for the UK, applying estimates only
to fiscal injections based on additional borrowing, find that the long-run multiplier lies in

A

a narrow range of 2.5t03.0. 6
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The size of the fiscal multiplier will very much depend on how spending and taxation
initiatives interact with private decisions and how they are targeted. At the household
level, support to lower income groups, which have a higher propensity to consume, will
be more effective than tax cuts (which are less effective in general) to the rich (who are
more likely to save any windfall). Direct public investment may crowd out private
investment if it is not well targeted, whereas de-risking tools such as loan guarantees
may accelerate private investment at a low-price tag to the public purse. Stimuli
measures which promote investment in productive infrastructure or research and
development may have high long-term multipliers, but be less effective in promoting
growth in the short term than income support measures to the poor and vulnerable.
Supporting people to invest in human capital (such as their health and skills) will be
more effective than ensuring they can eat at restaurants, go on holiday or drive for
leisure purposes.

Box 5 The importance of MSMEs in a recovering economy

Micro-, small- and medium-sized businesses (MSMEs) make up more than 90% of all
businesses in most countries and account for 70% of employment worldwide (Strand
and Toman, ). Their success is vital for an effective, transformative recovery. In OECD
countries, MSMEs also make up more than 75 % of employment in sectors particularly hard-
hit by this crisis, such as wholesale and retail trade, air transport, accommodation and food

services, real estate, professional services. A nuanced understanding of MSMEs, their
priorities and how to reach them is critical. They tend to have less access to policymakers
and a quieter voice in influential industry associations. As such, active outreach and
engagement, rapid testing of policy ideas and understanding how to leverage and adapt
existing financial conduits such as the tax authority or the banking system are critical. Having
clear legal definitions of MSMESs, social enterprises and the self-employed also helps
channel support to qualifying business entities that may be most threatened by the shock.

3.1.3 Supporting regulatory actions

In many instances, the impact of new fiscal spending initiatives can be enhanced through
influencing relevant standards and regulation. Depending on the policy and circumstance,
useful regulatory actions could involve removal of regulation that acts as a barrier to
investment, modification of regulation where appropriate and introduction of new regulation as
a form of incentivising transition. Some of these are detailed below to guide experts in their
decision-making.

- Removing barriers to investment: overly obstructive regulation has long been
recognised as a barrier to renewable energy uptake, raising installation costs and
preventing new market entrants (Marinot and McDoom, 2000; Painuly, 2001; Woody,
2012). As a part of its economic recovery efforts, the Australian Government has stated
an intention to cut regulation for businesses looking to invest in green technologies,
particularly clean energy (Taylor, 2020). Similarly, the UK Government has relaxed
planning legislation for large-s cal e batteri es, to expmaynd the
storage capacity, which could treble the amount in operation, along with a GBP 10m
investment for a liquid air battery facility (Kwarteng, 2020). Fostering a more conducive
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regulatory environment for innovators and entrepreneurs could lower costs as market
competition increases in tandem with fiscal initiatives.

- Creating an investment signal: modifying existing regulations to become more
climate-ambitious alongside fiscal initiatives may support consumer uptake and act as
a significant signal to private investors. For example, the UK Government brought
forward the phase-out date for the sale of new petrol and diesel cars and vans to 2030
along with GBP 1.8bn of funding for greater update of zero emission vehicles (Sharma
and Shapps, 2020). This is supported by the introduction of green license plates,
adding a behavioural incentive for consumers through regulation (Shapps, 2020).
Altogether, modifying legislation can signal a growth in government commitment, in this
example to electric vehicles, leveraging private investment to support government
investment.

- Direct emissions reductions: The introduction of new regulation can serve as a direct
method to reduce emissions if used appropriately. Carbon pricing, through a tax or cap
and trade, can encourage investment in new technologies and retrofits to enable more
efficient production. For instance, effective carbon pricing is likely to incentivise new
renewable energy investments. With rising costs for fossil fuels, the private sector is
incentivised to drive down renewable energy costs and increase adoption. This has

already been demonstrated in many nations and st udi es of eCimdustra 6 s

have concluded that the right carbon price could promote increased renewable energy
adoption and investment there too (Liang et al., 2019). A carbon take-back obligation
could similarly force private sector actors to invest into carbon capture and storage
technologies, complementing government subsidies (Jenkins et al., 2020). Under an
effective carbon pricing mechanism, private actors can be incentivised to invest in new
technologies, which stimulates emerging industries and stands as an economic boon.
The removal of inefficient existing regulation can be similarly beneficial. For instance,
removing fossil fuel subsidies can quickly reshape the relative efficiency of clean
modes of energy production, leading to new investment in clean energy, less
investment in fossil energy and a more environmentally-sustainable society (Bridle et
al., 2019).

The wider targets of regulatory interventions should be set by policymakers, while industry
practitioners, along with economists, should be consulted on the nature and size of
interventions, so that regulations to meet stated targets are guided by expertise. This could
prevent overbearing or unnecessary red tape, reducing costs and increasing speed of
implementation and efficiency.

3.2  Pillar 2: Financing a Green Economic Recovery

To catalyse a green recovery, governments must stimulate growth, which means
boosting the two components of demand i consumption and investment i through
direct and indirect actions. Governments can directly invest in the green recovery and fund
these investments through taxation systems, public borrowing, and accessing international
funds. They can also encourage private sector investment through blended finance
instruments that mobilise the capital and credit of households and firms, through international
and domestic capital markets and through non-fiscal private incentives. To support an
economy in crisis, governments should deploy tools that boost liquidity, instruments that
encourage investment and mechanisms that encourage socially advantageous outcomes and
discourage negative ones, according to the immediate objectives associated with the stage of
the recovery.
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This section discusses the measures and tools that could be used to direct investment
towards climate- and nature-positive outcomes. The objectives of the policy response
evolve over time as the likelihood of economic collapse diminishes and the risks change. Green
fiscal stimuli need to balance short-run employment effects, long-run growth effects and effects
on environmental metrics including carbon emissions and nature. The policies aimed at these
different objectives often involve trade-offs. Stimulus measures with a significant short-term
employment focus and near-term environmental benefits may be less likely to have significant
long-run impacts, and vice versa (Strand and Toman, 2010).

The range of approaches that will be available or most suitable for any given country
depends on the context. The policy response varies according to the stage of the crisis, the
fiscal headroom thatconstr ai ns a ¢ o u n and thémsaturitypokteckinblogy that can
be used to achieve a desirable recovery.

3.2.1 Stage of response

The affects the priority and feasibility of different policy options.
Rescue measures should help to save economies from collapsing, keep companies afloat by
boosting cash flows, enhances access to capital and maintains household liquidity. In the
recovery phase, measures should encourage green investment and strengthen the foundation
for longer-term climate resilience. The Reinforce stage should build upon these foundations by
reaping the benefits of low-carbon innovation, by leveraging green standards and institutions
like green banks, and to redirect capital markets toward mitigation and adaptation measures.

During the is to maintain liquidity of households and firms,
minimise bankruptcy, limit deep job losses and avoid economic collapse. Measures such
as grants and cash transfers, furlough and short work schemes, strengthened unemployment
support, emergency loans, corporate bailouts, subordinated debt and tax deferrals should be
strategically but immediately deployed to prop up faltering economies, recognising that speed
is of the essence.

policy should target a rapid return to full employment by increasing
investor confidence and consumer spending consistent with a green transition. A mix
of fiscal measures and non-fiscal measures can support recovery. Fiscal tools include direct
subsidies, tax breaks for low-carbon investments, incentive mechanisms like feed-in tariffs and
Contracts for Difference, equity investments and blended finance options. Institutions like
Green Banks should be used where they exist, and where they do not, targeted Funds should
be rapidly established to funnel capital towards projects with strong fiscal multipliers and
employment benefits. The removal of fossil fuel subsidies 1 particularly where fuel prices have
fallen i together with feebates, development and issuance of private sector green bonds, and
public procurement standards that account for environmental impact can support a transition
without increasing public debt.

a green recovery will introduce additional tools that deliver sustainable
productivity gains and fiscal consolidation. Taxes, charges and reforms which redirect
capital towards climate-positive investments are key. Standards and taxonomies, such as the
TCFD, TNFD, carbon reporting and disclosure processes can increase transparency and
measure and communicate risk. New financing institutions, such as green investment banks,
alongside green banking tools for commercial banks, should be considered. Carbon pricing,
including emissions trading schemes, carbon taxes and carbon border taxes can penalise
pollution.
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3.2.2 Fiscal headroom

A Ccounfiscay ldes shapes its response to significant economic disruption.
Wealthy countries with low borrowing costs can more easily afford grants, loans, bailouts,
subsidies, incentives and structural reforms. Countries with limited fiscal headroom are
especially threatened by the outsized spending requirements that the health response has
demanded, and the economic disruption caused by lockdowns and a reduction in global
economic activity. They need grant funding at scale to avoid defaulting on debts and must
devise schemes that leverage private sector resources to catalyse economic growth and
create jobs (IDA, 2020).

Governments can expand their fiscal headroom through revenue-raising activities that
also support a green recovery. Market-based mechanisms such as carbon taxes or cap and
trade systems incentivise GHG abatement by imposing a price on carbon.

set aside tax revenues for a specific purpose, can serve to
safeguard tax receipts for green investment and hence provide more certainty in the
levels of public investment that are likely to be available for green sectors. Fees levied
onnongreen activities, such as using new or incre
charges to fund green investment, or by allocating additional fees levied on higher-emitting
vehicles or industrial activities, can be hypothecated for green investment.

Governments can also raise investment capital through ,including green
bonds. Green bonds are typically subject to additional scrutiny to verify how funds are spent.
To formalise the instrument and bring consistency and transparency to the market, the EU
developed the Green Bond Standard and the EU Taxonomy through legislation as part of its
Sustainable Action Plan (European Commission, 2021b). Costs of servicing debt may be high
for countries with weaker fiscal positions or that are not able to borrow in their domestic
currency and so face exchange rate risks (UN/DESA, 2020).

For countries with lower fiscal headroom, green stimulus investment can be supported
through several , facilitated by international
development partners or institutions. Low- and middle-income countries that are eligible for
Official Development Assistance (ODA) may be able to access concessional development
finance, including grants, loans or guarantees through the World Bank, regional multilateral
development banks (MDBS), bilateral development partners or specific international funds like
the Climate Investment Fund. While foreign aid delivered in 2020 was 3.5% larger than the
previous year, non-COVID-19 spending fell (Marchant, 2021). Countries that are not eligible
for ODA support may also be able to access support from regional development bodies, for
example through the European Unionés regional d e
stimulus recovery fund.

Table 1 offers an indicative framework for governments with different fiscal space and
in different stages of policy response.
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Table 1: Tools to accelerate green investment

3.2.3 Technology maturity

The maturity of technologies and their associated risk profile affects the balance
between public and private investment. Those investments that have lower commercial
returns but high potential for social and environmental impact should be publicly supported, as
should nascent, higher-risk technologies. Blended finance options that use public money to
leverage private investment should be applied to transitioning technologies to reduce their risk
profile and attract private capital. For mature technologies, public sector interventions and non-
financial tools that facilitate private investment should be used, like standards and technical
assistance.

Public can prepare economies for long-term transformation.
Governments have a crucial role to play in all stages of the innovation journey. Governments
should provide significant support for innovations that have uncertain or near commercially
viable but still need to be accelerated and more broadly adopted, such as atmospheric and
ocean carbon removal, seasonal heat storage, future materials, fusion power, building retrofits,
district heating and cooling and climate-smart agricultural techniques. Governments should
play a facilitating role for technologies that are commercially viable with developed markets,
and provide targeted support to gain competitive advantage. Examples include zero-energy
buildings, clean cooking from renewable energy and super-efficient appliances (IRENA, 2018).

3.2.4 Bailouts and business grants

Bailouts keep firms solvent by turning private sector liability into public sector debt or
equity stake, or a risk-sharing stake through government guarantee. In the case of
COVID-19, bailouts can be rationalised by the fact that the acute economic pains on certain
sectors like travel and aviation were inflicted by government-ordered lockdowns, and so merit
government support. The benefits of bailouts include continuity of service for hard-hit sectors
and avoidance of job losses and bankruptcies in sectors whose business models are likely to
become viable following the pandemic. But bailouts carry risks, including distortions to
competition through the transfer of ownership from the private to the public sector.
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