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Abstract

Rebuilding G20 economies after the COVID-19 pandemic requires rethinking what type
of economy we need and want in the future. Simply reviving the existing ‘brown’ economy
will exacerbate irreversible climate change and other environmental risks. For G20 econo-
mies, investing in a workable and affordable green transition is essential. A good place to
start is learning what worked and what did not from previous efforts to green the economic
recovery during the 2008-2009 Great Recession, examining the cases of the United States
and South Korea. Policies for a sustained economic recovery amount to much more than
just short-term fiscal stimulus. Transitioning from fossil fuels to a sustainable low-carbon
economy will require long-term commitments (510 years) of public spending and pricing
reforms. The priorities for public spending include support for private sector green innova-
tion and infrastructure, development of smart grids, transport systems, charging station net-
works, and sustainable cities. Pricing carbon and pollution, and removing fossil-fuel subsi-
dies, can accelerate the transition, raise revenues for the necessary public investments, and
lower the overall cost of the green transition.

Keywords Carbon pricing - Clean energy - COVID-19 - G20 economies - Green economy -
Green New Deal

1 Introduction

The COVID-19 pandemic has caused the worst economic contraction since the Great
Depression. According to the International Monetary Fund (IMF), the global economy is
expected to decline by 3% in 2020, with advanced economics experiencing double that loss
(Gopinath 2020). To counteract this economic shock, governments worldwide have already
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spent $9 trillion in direct fiscal stimulus, public sector loans, equity injections, guarantees,
and other fiscal measures (Battersby et al. 2020). Most of this expenditure—$8 trillion—
has been by the Group of Twenty (G20) advanced and emerging market economies.' This
amounts to 4.5% of gross domestic product (GDP) on average for the G20. It is anticipated
that further spending to stimulate economies will continue through 2020 and into 2021 if
not longer (Battersby et al. 2020).

The focus on the immediate public health and economic crises of the pandemic has
largely relegated climate and environmental concerns to the background. To date, very lit-
tle of the $9 trillion of fiscal spending during the COVID-19 has been directed towards
low-carbon energy and other “green” policies. As noted by Helm (2020, p. 25), “In the
very short term, the coronavirus has dominated almost all political and administrative
bandwidth, with little time to pursue other environmental priorities.” In comparison, dur-
ing the 2008-2009 Great Recession, the G20 and a handful of other economies allocated
nearly 16% of their total fiscal stimulus to “green investments”, such as low-carbon energy,
energy efficiency, pollution abatement and materials recycling (Barbier 2010a, 2016a).

But as the economic downturn has deepened, attention has shifted from addressing the
immediate crisis to how to “build back better” (UN 2020). There are increasing calls to
develop a “greener” fiscal response, in order to ensure that climate goals are not sacrificed
(Bozuwa et al. 2020; Hepburn et al. 2020). Others have stressed the need to enact a longer
term transition to a sustainable, low-carbon economy, through targeted public spending
combined with removal of fossil fuel subsidies and carbon pricing (Barbier 2020; IMF
2020; The Economist 2020). This raises issues as to whether a different “policy mix” is
required for short-term (1-2 year) fiscal measures as compared to a medium to long-term
(5-10 year) strategy for a recovery leading to a green economic transition, and what is the
correct role of price reforms, as opposed to public spending, in this policy mix.

Devising green strategies for the economic recovery is becoming essential. Although
global carbon dioxide (CO,) emissions have fallen sharply during the pandemic, they have
risen by 1% annually over the past decade as growth in energy use from fossil fuels out-
paced the rise of low-carbon sources and activities (Jackson et al. 2019; Peters et al. 2020).
The 2020 fall in global CO, emissions of around 2-7% over 2019 levels is likely to be
temporary, as the world economy recovers (Le Quéré et al. 2020). There is also concern
that the pandemic will further undermine the commitment to global action on climate, bio-
diversity and other environmental issues (UN 2020). Evidence is emerging that the cri-
sis has led to weakening of environmental regulations and their enforcement worldwide,
with consequences for environmental quality, pollution and land use change (Helm 2020;
Troéng et al. 2020).

The G20 economies are at the center of this concern over how the world economy
should recover from the coronavirus. They comprise nearly two-thirds of the world’s
population and land area, 82% of GDP and 80% of global CO, emissions.” The G20 also
dominate the “green race” for environmental competitiveness and innovation in key global
industries, such as machinery, motor vehicles, engines and turbines, steam generators,
iron and steel, batteries, electricity generation and distribution, and domestic appliances
(Fankhauser et al. 2013). Thus, greening the post-pandemic recovery in the G20 will have

' The members of the G20 include 19 countries (Argentina, Australia, Brazil, Canada, China, France, Ger-
many, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi Arabia, South Africa, South Korea, Turkey, the
United Kingdom and the United States), plus the European Union.

2 From the World Bank’s World Development Indicators, http:/databank.worldbank.org/data/databases.
aspx.
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important implications not just domestically but also for the future structure of the world
economy, the generation of employment, the distribution of wealth and income, and the
mitigation of global climate and other environmental risks.>

Finally, any long-term strategy for greening the post-pandemic recovery of G20 econo-
mies will have to be affordable. As noted previously, these economies have already spent
$8 trillion on combatting the health and economic crises, and will continue to do so in the
near future. Such high levels of deficit spending cannot continue indefinitely without cre-
ating unsustainable levels of national debt, which will be just as dangerous as burdening
future generations with an economy that is environmentally unsustainable. How to pay for
the green transition must be part of the conversation over policy strategy.

Consequently, there are a number of important research questions concerning what a
post-COVID green recovery should look like for G20 countries. Here, I highlight and dis-
cuss four:

e What are the lessons learned from the 2008-2009 Great Recession for greening the
G20 economic recovery over the long term?
What pubic investments are important and what pricing reforms, if any, are needed?
How much would such a long-term strategy cost, and how is it paid for?
What are the likely implication for employment and the distribution of wealth and
income?

This paper examines each of these questions in turn. As will become apparent, they are
arranged in terms of increasing difficulty to answer at this stage of the current economic
downturn. However, all four questions pose important challenges for research in environ-
mental economics and policy at a critical time for both the world economy and the global
climate and environment.

2 Lessons Learned from the Great Recession

During the 2008-2009 Great Recession, I was asked by the United Nations Environment
Programme (UNEP) to devise their “Global Green New Deal”, a plan to lift the world
economy out of the crisis. My UNEP report was eventually revised and published to
include a review of the green stimulus plans by all G20 countries during the Great Reces-
sion, examining what worked and what did not (Barbier 2010a). Since then, I have looked
at further progress in green policies in G20 economies, including recent Green New Deal
proposals (Barbier 2010b, 2016a, 2019).

Although the economic downturn resulting from the COVID-19 crisis is unlike any
other we have experienced in recent history, I believe that there are four important lessons
from these previous efforts to green economies.

First, a key distinction must be made between short-term stimulus spending for emer-
gency relief and to jump start an economy that is in a deep recession or contraction, as

3 This is not to say that greening the recovery of other economies, especially low and middle-income coun-
tries, is not also essential. An important lesson of what worked and what did not during the 2008-2009
Great Recession, is that the package of reforms should be different for major economies, such as the G20,
as opposed to low and middle-income economies, given the very different structural features of the latter
(Altenberg and Assmann 2017; Barbier 2010a, 2016b; Harrison et al. 2017).
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opposed to a longer term transition to a sustainable, low-carbon economy.* In other words,
there is a difference between policies that are aimed at reviving the economy we already
have, compared to policies that are aimed at building the type of economy we want. These
policy objectives are not necessarily mutually exclusive and should be overlapping, but
unfortunately in times of crises, there is a tendency to emphasize the former and to ignore
the latter.

For example, in the short-term (e.g. 1-2 years), the tendency is to focus on additional
spending packages that ignore the consequences for public debt and fail to introduce addi-
tional measures such as carbon pricing. As we saw during the Great Recession, such stimu-
lus can and should contain “green” elements, some of which may have longer term benefi-
cial implications for greening the economy.” However, to transition to the type of economy
we want—a sustainable, low-carbon economy—we need to adopt additional policies that
will set in place that transition, as soon as it is feasible to do so.

Second, in order to implement a longer term policy strategy for a green transition, then
policies for a sustained economic recovery amount to much more than just short-term fiscal
stimulus. Green structural transformation will require long-term commitments (5-10 years)
of targeted public spending and pricing reforms. If the aim is to transition from fossil fuels
to a sustainable, low-carbon economy, then public spending should support private sector
green innovation and target key infrastructure investments. Pricing carbon and pollution,
and removing fossil-fuel subsidies, can accelerate the transition, raise revenues for the nec-
essary public investments, and lower the overall cost of the green transition. In short, pub-
lic spending alone will not de-carbonize the economy and make it sustainable. There is a
need for complementary pricing reforms to transition to a greener economy. Implementing
these reforms will provide not just the incentives, but also the finance, for long-term invest-
ments in low-carbon energy and for reducing dependence on fossil fuels.

Third, any long-term policy for greening the recovery must not only be workable but
affordable. In the Global Green New Deal, I suggested that the targeted public spending
required for a sustained green recovery and transition would require expenditure of at least
1% annually of GDP by G20 economies (Barbier 2010a). I believe that this is still a reason-
able price tag, even over 5-10 years. But this cost is still high. Even before the pandemic,
I argued that such levels of funding over many years should not be funded through deficit
spending (Barbier 2019). Saddling future generations with unsustainable levels of national
debt can be just as dangerous as burdening them with an economy that is environmen-
tally unsustainable and raises climate risks. Deficit spending is warranted to boost overall
demand for goods and services when unemployment rises, consumers do not spend and
private investment is down, which is the case for the sharp global contraction causes by the
current health crisis. But as noted in the Introduction, G20 economies have already spent
upwards of $8 trillion during the pandemic (Battersby et al. 2020). This is again where
pricing reforms, such as removal of fossil fuel subsidies and pricing carbon through a tax,
can help enormously in paying for the public spending required for greening the recovery.

Finally, for G20 economies, a long-term policy commitment to transition to a sustain-
able, low-carbon economy makes sense as an industrial strategy (Fankhauser et al. 2013;

4 I am grateful for Jon Strand and Michael Toman for pointing this distinction out to me; e.g., see Strand
and Toman (2010). For an ex-post analysis review of the evidence on short versus long-term effects of fiscal
stimulus during the Great Recession generally, see Ramey (2019).

5 See, for example, Hepburn et al. (2020), who suggest several priority policies for a green stimulus to
ensure that the economic recovery from the pandemic will assist rather than retard progress on climate
change.
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Table 1 Green stimulus during the 2008-2009 Great Recession. Source: Barbier (2010a, 2016a)

Economies Green stimulus (US$ bn) Share (%) of green stimulus in:
Low Energy Waste, water® Total Global total Fiscal stimulus  GDPY
carbon efficiency®
power®

China 1.6 182.4 34.0 218.0 41.8 33.6 3.1

United States 39.3 58.3 20.0 117.7 225 12.0 0.9

South Korea 30.9 15.2 13.8 599 115 78.7 5.0

Japan 14.0 29.1 0.2 433 8.3 6.1 1.0

European 13.1 9.6 0.0 22.8 44 58.7 0.2

Union®

Germany 0.0 13.8 0.0 13.8 2.6 13.2 0.5

France 0.9 5.1 0.2 6.2 1.2 18.2 0.3

United King- 0.9 4.9 0.1 5.8 1.1 16.3 0.3

dom

Canada 1.1 1.4 0.3 2.8 0.5 8.7 0.2

Italy 0.0 1.3 0.0 1.3 0.3 1.3 0.1

Total G20 105.3 330.1 78.1 5135 983 17.1 0.8

Global total 107.6 335.4 79.1 522.1 100.0 15.7 0.7

G20 is the Group of 20 countries. The members of the G20 include 19 countries (Argentina, Australia, Bra-
zil, Canada, China, France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi Arabia, South
Africa, South Korea, Turkey, the UK and the US), plus the European Union

*Support for renewable energy (geothermal, hydro, wind and solar, nuclear power, and carbon capture and
sequestration

®Support for energy conservation in buildings; fuel efficient vehicles; public transport and rail; and improv-
ing electrical grid transmission

“Support for water, waste and pollution control, including water conservation, treatment and supply

9Based on 2007 estimated Gross Domestic Product (GDP) in terms of purchasing power parity, from the
US Central Intelligence Agency The World Factbook, available at https://www.cia.gov/library/publications/
the-world-factbook/rankorder/2001rank.html

°Only the direct contribution by the European Union is included

Harrison et al. 2017; Rodrik 2014). For example, Fankhauser et al. (2013) maintain that
there are several strategic sectors whose transformation is central to the creation of a green
economy. These areas include industrial processes, which need to become cleaner and
more resource efficient (e.g. iron and steel); sectors that are important for energy efficiency
on the supply side (electricity distribution systems) and the demand side (domestic appli-
ances); the energy supply chain for electricity generation and other industrial processes
(steam generators; engines and turbines; electric motors and transformers); and car manu-
facturing (low-emission and electric vehicles) and key components (accumulators, primary
cells and batteries). Fankhauser et al. (2013) find that the “green race” to become global
competitive leaders in these industries is between eight G20 economies—China, France,
Germany, Italy, Japan, South Korea, the United Kingdom and the United States. Thus, a
strategy that focuses on policies that promote green innovation in these industries is essen-
tial to the overall structural transformation of G20 economies, and in turn, as argued by
Rodrik (2014, p. 472), “industrial policies have an indispensable role in putting the global
economy on a green growth path.”
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3 National Experiences

It is instructive to explore further the efforts to stimulate a green recovery during the
2008-2009 Great Recession.

Almost the entire global green stimulus during the Great Recession was by the G20
economies (see Table 1). They devoted nearly 16% of their total fiscal stimulus to “green
investments”, such as low-carbon energy, energy efficiency, pollution abatement and mate-
rials recycling. In fact, just four economies—China, the United States, South Korea and
Japan—accounted for around 85% of the global green stimulus over 2008—2009.

European G20 economies spent considerably less (Table 1). For example, Germany
spent the most on green stimulus ($13.8 billion), followed by France ($6.2 billion), United
Kingdom ($5.8 billion) and Italy ($1.3 billion). Together, this spending amounted to just
over 5% of the global green stimulus. The direct contribution of the European Union
totaled $22.8 billion, which was 4.4% of the global aggregate.®

Over 64% of the global green stimulus ($335 billion) went to improving energy effi-
ciency, with an aim to create much needed jobs in sectors hard-hit by the Great Recession,
such as construction (Table 1). Individual European countries especially allocated much of
their stimulus to energy efficiency. For example, the entire green stimulus of Germany and
Italy was for energy efficiency, 84% of the UK’s green stimulus and 83% of France’s. In
contrast, 42% of the direct contribution of the European Union was for energy efficiency,
and the rest to low-carbon power.

The green stimulus over 2008-2009 by China, South Korea, United States, and Japan
amounted to a sizable share of their GDP. However, the type of green stimulus varied con-
siderably across country (Table 1). For example, China invested 3% of its GDP on green
stimulus ($218 billion), but most (84%) went on energy efficiency. In comparison, South
Korea promised to spend 5% of GDP ($60 billion) over 20092013 as part of a long-term
strategy to develop key green industries, such as solar panels, electric cars, wind turbines
and high-speed trains, as well as for projects on river restoration and flood control. Only a
quarter of its green stimulus went to energy efficiency. The US invested 0.9% ($118 billion)
of its GDP and Japan 1.0% ($43 billion) on their respective green stimulus. The US spent
half of this stimulus on energy efficiency, but also $39 billion on low-carbon power and
$20 billion on waste and water. Over two-thirds of Japan’s green stimulus was for energy
efficiency, with the remainder on low-carbon power. However, once the global economic
recovery began in 2010, no major green public policy and spending initiative of this scale
has been implemented by these four or any other G20 economies.

The contrasting cases of the United States and South Korea are instructive, and help
clarify possible lessons for long-term greening of post-pandemic economies today.

The United States spent nearly $120 billion on green stimulus during the Great Reces-
sion, about 1% of its GDP, through the American Recovery and Reinvestment Act (ARRA)
and smaller programs. Around half of this expenditure went into energy conservation and
other short-term energy efficiency investments to quickly boost the economic recovery and
generate employment (see Table 1). As the CEA (2016a, p. 13) noted, “A key element
in all of the ARRA clean energy-related investments is that while they were designed to

% Two other G20 economies not shown in Table 1, Australia and Saudi Arabian, spent considerably more
than European economies on green stimulus over 2008-2009. Australia invested $9.9 billion (1.3% of
GDP), of which 65% was on energy efficiency and the remainder on low-carbon power. Saudi Arabia spent
$9.5 billion (1.7% of GDP), all on waste, water and pollution control. Sweden invested $4.2 billion (1.3% of
GDP) in energy efficiency and Poland spent $2.1 billion (0.3% of GDP) on low-carbon power.
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provide long-term benefits, the allocations focused as much as possible on projects that
were ‘shovel-ready’ and could be deployed relatively quickly, in order to take advantage of
resources in the economy that were under-utilized due to the Great Recession.” By the end
of 2009, 44,200 new jobs were created through energy efficiency, 16,900 jobs in renewable
energy generation (mainly installation) and 2200 jobs from other clean energy investments
(CEA 2010). From 2009 to 2015, the clean energy-related stimulus programs, most notably
energy efficiency, were responsible for 900,000 job-years (full-time jobs over one year) and
the training of over 30,000 students for solar careers (CEA 2016a).

The stimulus did help growth of renewable energy (Aldy 2013; CEA 2016a, b; Mun-
daca and Richter 2015). From 2008 to 2015, the share of non-hydropower renewables in
electricity generation increased from 3 to 7% (CEA 2016b). And while this growth reduced
CO, emissions, the more significant impact came from the slow-down in the economy and
switching from coal to natural gas due to the availability of relatively cheap natural gas.
In addition, most of the increase in new electricity generation from renewables has been
largely due to the large declines in the capital costs of wind and solar installation and gen-
eration capacity since 2008 (CEA 2016b; Lazard 2019).

However, there has been no dramatic de-carbonization of the US economy, although
CO, fossil fuel emissions have continued a steady average decline of 0.8% per year from
2013 to 2018 and are projected decline of 1.7% in 2019 to 53 billion tonnes (Jackson et al.
2019; Peters et al. 2020). Although renewable and other sources of low-carbon energy con-
tinue to grow, so has growth in energy use from fossil fuels. Overall, it is the displacement
of coal by natural gas and reduction in overall US electricity demand that is exerting a
greater influence on CO, emissions than the expansion of solar and wind power for elec-
tricity generation or the use of hybrid and electric vehicles (Jackson et al. 2019; Peters
et al. 2020).

In sum, the 2008-2009 green stimulus in the US did impact job creation and expansion
of renewables for several years, but it is no longer helping to de-carbonize the US econ-
omy. This is largely attributable to the failure to implement additional incentives, such as
pricing carbon, and the “policy void” of any substantial public spending initiatives on the
environment since the Great Recession (Barbier 2016a). For example, the green stimulus
was originally intended to be combined with a carbon cap-and-trade program, which would
have increased substantially renewable energy investment even after the short-term stimu-
lus had expired (Mundaca and Richter 2015). Although the continued growth in renewa-
bles and low-emission vehicles is encouraging, without a price on carbon, they are unlikely
to displace fossil fuels anytime soon as the major source of energy in the US.

In contrast, South Korea responded to the Great Recession by promoting “low carbon,
green growth” as the new long-term development vision of the country. It allocated $60
billion, or 5% of Korea’s GDP, for its 5-year Green New Deal plan over 2009-2013 (see
Table 1). The plan was based around major industrial projects and spending programs, to
encourage the substitution of renewable energy sources for conventional fossil fuels, the
reduction of resource intensity, and the targeting of green projects through eco-finance,
as well as large-scale construction projects such as for Four Rivers Restoration Project to
control flooding and water supply and high-speed rail (Barbier 2010a; Jones and Yoo 2012;
Mathews 2012). It had the aim of creating 1.5-1.8 million jobs and boosting economic
growth through 2020 (Barbier 2010a). Korea’s Green New Deal was also the catalyst for a
long-term strategy by 2030 to halve energy intensity, reduce by one-quarter the country’s
dependence on imported fossil fuels, and increase the share of nuclear power and renewa-
bles to 40% of primary energy consumption (Duffield 2014).
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While the Korean Green New Deal did succeed initially in spurring growth and employ-
ment, its longer term aims of a green economic transition has fallen short (Choi and Qi
2019; Duffield 2014; Ha and Byrne 2019; Sonnenschein and Mundaca 2016) In the end,
South Korea may have spent only $26 billion on low-carbon energy as part of its Green
New Deal (Sonnenschein and Mundaca 2016). It also failed to adopt pricing reforms and
other policy incentives to foster renewables, such as phasing out fossil fuel subsidies,
enforcing carbon targets and stringent regulatory frameworks. This has slowed the pace of
adopting renewables, reducing energy intensity and de-carbonization. For example, South
Korea’s coal-fueled power plants still account for 43% of the nation’s electricity genera-
tion and approximately 25% of its total carbon emissions; consequently, the country is the
world’s seventh-largest producer of CO, emissions (Choi and Qi 2019). Although the goal
was to lower energy intensity by 2.5% per year up to 2030, it declined by less than 1%
annually from 2006 to 2016 (Ha and Byrne 2019). The result is that South Korea’s CO,
emissions continue to increase.

Initially, South Korea also saw its industrial strategy tied to green growth (Barbier
2010a; Hwang et al. 2014; Mathews 2012). In addition to the Green New Deal adopted
during the Great Recession, the South Korean government established a US $72.2 million
renewable energy fund to attract private investment in solar, wind and hydroelectric power
projects. This green industrial policy has had some limited success. By the end of the five-
year plan, South Korea emerged with a competitive advantage and significant green inno-
vation in basic chemical industries (excluding fertilizer) and special purpose machinery
(Fankhauser et al. 2013). As part of its transition to a low-carbon economy, South Korea
also plans to develop green technologies to manufacture fuel cells, heat pumps and high
efficiency lighting (Hwang et al. 2014). In this regard, one of the successes of the Korean
green industrial strategy has less to do with the high-profile infrastructure projects of the
Green New Deal but other programs that support green research and development (R&D)
tax credits and allowances, tax reductions for the wages of R&D workers and accelerated
depreciation of capital used for R&D, which at 0.3% of GDP has created one of the highest
levels of support among major economies (Jones and Yoo 2012).

South Korea did adopt a carbon emissions trading scheme (ETS) in 2015. The scheme
covers about 68% of the country’s emissions and is considered a major post-Recession pol-
icy for controlling greenhouse gases. The main compliance tools under the ETS involve
either directly decreasing CO, emissions or purchasing emission allowances in the trading
market. Unfortunately, the scheme has faced a number of challenges that have limited its
effectiveness (ADB 2018; Choi and Qi 2019). The ETS market price has been consistently
too low to encourage major emitters in the economy, such as coal-fueled power plants,
to actively participate in the carbon emissions-trading market, and thus trading volumes
have remained small (Choi and Qi 2019). With a relatively low number of participants and
trades, and high uncertainty over the carbon price, many participants have been unwilling
to sell unused allowances and have instead held onto them for future compliance periods.
Additional allowances released by the government were unsuccessful in stimulating the
trade (ADB 2018). As the carbon price remains well below the marginal abatement costs
for carbon, especially for coal-fueled power plants, it has been suggested that the Korean
government impose a carbon tax, adjust carbon emission quotas, remove fossil fuel sub-
sidies and introduce more stringent regulations both to make the ETS more effective and
spur de-carbonization (Choi and Qi 2019; Sonnenschein and Mundaca 2016).

Several important lessons emerge from these national experiences.

First, the green stimulus packages enacted during the Great Recession followed the
general recommendation for all fiscal stimulus packages that they be “timely, targeted
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and temporary” (Aldy 2013). The emphasis on energy efficiency spending, and “shovel-
ready” clean energy projects in the US stimulus did impact job creation and expansion of
renewables for several years, but provided little long-term support for de-carbonizing the
US economy.

Second, even when there is a sustained five-year green investment program enacted, as
in the case of South Korea’s Green New Deal, expenditure on large-scale infrastructure
projects appear to be less important to a sustained growth in renewables, green industrial
innovation and development and de-carbonization than more targeted policies, such as pub-
lic support for green R&D investment in the economy.

Finally, spending alone will not de-carbonize and create a sustainable economy. There is
a need for complementary pricing reforms to transition to clean energy, such as phasing out
fossil fuel subsidies and taxing carbon and environmental damages. Implementing these
and other pricing reforms will provide the incentives for long-term investments in low-car-
bon energy, reducing dependence on fossil fuels and creating a more sustainable economy.

4 Pricing Reforms and Public Investments

The biggest obstacles to sustaining long-term green structural transformation after the
COVID-19 crisis in G20 economies are major market disincentives, especially the under-
pricing of fossil fuels and market failures that inhibit green innovation. Overcoming these
obstacles will involve two steps. First, removing fossil fuel subsidies and employing and
carbon taxes to further reduce the social costs of fossil fuel use. Second, allocating any
resulting revenue to public support for green innovation and key infrastructure investments.
The most significant deterrent to green structural transformation and innovation in
G20 economies is the persistent underpricing of fossil fuels. Current markets for coal, oil
and natural gas, as well as for their key products—electricity generation, diesel and gaso-
line—not only exclude these environmental damages and other impacts, but the prices in
these markets are frequently subsidized in G20 economies (Barbier 2016a; Coady et al.
2017, 2019; Gengsii et al. 2019; IEA 2019; I1ISD 2019b; Parry et al. 2014; Whitley et al.
2018). For example, although coal-fired power plants are the single largest contributor to
the growth in global CO, emissions, annul support for coal by G20 governments includes
$27.6 billion in public finance, $15.4 billion in fiscal support and $20.9 billion in state-
owned enterprise investments (Gengsii et al. 2019). In addition, there are significant annual
subsidies for exploration and exploitation of new reserves of fossil fuels (Bast et al. 2014).
Table 2 depicts various estimates of the underpricing of fossil fuels in G20 economies.
They include around $88 billion in subsidies in exploration for fossil fuels, which account
for on average around 0.2% of the GDP of G20 economies. In addition, nine emerging
market economies of the G20 spend over $200 billion annually on fossil fuel consumption
subsidies, which is about half the global amount of such subsidies, which amounts on aver-
age to 1.8% of their real GDP. The seven major economies of the G20—Canada, France,
Germany, Italy, Japan, the United Kingdom and the United States—spend $100 billion
annually on fiscal support and public finance for fossil fuels, or around 0.3% of their GDP.
Perhaps the most comprehensive estimate of the underpricing of fossil fuels is the IMF’s
“post-tax” subsidies approach (Coady et al. 2017, 2019; Parry et al. 2014). Their method is
based on calculating differences between actual consumer fuel prices and how much con-
sumers would pay if prices fully reflected supply costs plus the taxes need to address envi-
ronment damages, such as the costs of climate change, local pollution, traffic congestion,

@ Springer



E. B. Barbier

694

9¢ 6%9 70 ¥'LT 00 $9 Salel§ paNuN
01 8T ¥0 0TI 10 0  wop3ury| payupn
¥L 79 10 01 Aoy,
00 10 €0 I'e ©AIOY YINOS
0+l 97 'l (a4 00 #00°0 eILYY YInog
6LI LTT LS Lt¥ Te 0Ll vIquly Ipneg
€or 1SS €T TLE 0 09 eISsny|
9 ¥S 'l LEl €0 0¢ OJTXAIN
(VR4 LLT T0 (Y4l 10 09 ueder
60 6Ll 00 L0 Aei
eIl L6 I'e €Ie 10 S0 RISQUOPU]
001 60T 60 ¥'ST €0 9t eIpuy
e 7L S0 981 00 S0 Auewron
71 S¢ €0 08 00 90°0 QoueL]
8Tl (434! €0 ¥ 70 SI1 uttie]
LT 97 €0 Ly 40 Se epeue)
S0 0CI nzelq
€T 6C €0 9¢ eIfensny
6'C 61 Tl ¥'9 Sl $9 eunuasIy
,ST0T 810 £102-010T
(%) daD  (uor[iq §) sAIpIsqns (%) dAD  p910Z-ST10T (UONIIq $) (%) dAD (uorq[iq §) saprsqns (%) IAD (uor[[iq ) sarprsqns
Jo areyg xe)-)sod [enuuy  Jo areyS§  sarpisqns orqnd [enuuy  Jo areys uondwnsuod [enuuy  Jo areys uonelodxa fenuuy

SAIOU099 () Jo dnois ‘sjong [1ssoy jo Suronidiopun) g a|qel

pringer

A s



695

Greening the Post-pandemic Recovery in the G20

sjuawraIinbax anuaaal pue ‘agewep

peOI puE SJUOPIooE ‘uonsaSuod oyjen ‘uonnyjod [eo0] ‘OSuryd JBWI[O JO $)SOO Y] SE Yons ‘soSewep JUSWUOIIAUD SSIPPE 0) padu saxe) oy snjd s3s0o Ajddns payosgar A[ny
soonid J1 Aed pinom SIOWINSUOD Yonuw Moy pue sad1Id [an) ISWNSUOD [BNIOB UIIMIA] SIOUIRJJIP 09I SAPISqNS [anj [Issof xel-)sod Jo serewnsa JINI QUL (6107) ‘Te 12 ApeoD,
(sooueren3

pue suorsnjur Aynba ‘sueoy ‘sjueis) soueuy orqnd (g) pue {(saxmipuadxe xe) pue sxdysuer) Arejp3pnq) 1oddns [edsy (1) Apn[oul sAPISNS [any [1sS04 “(S10T) T8 12 KPIYM,,
A1ddns Jo 3500 [[nJ 9y} 03 puodsariod Jey) sootId 9OUAIYAI YIM sIownsuod Aq pred

soor1d 1osn-pua oferoae Surredwos £q £110109[2 03 syndur se pawINSUOd IO SISN-PUS AQ AT)OSIIP PAWNSUOD Ik Jey) S[oNJ [ISSOJ 0} SAPISqNs sJewnse VAT YL (6107) VAL,
xdse saseqeiep/erep/s10-yueqplom yueqeyep//:dny ‘siojeorpu Juswdojoaa pHop wolf ($S0 010T JueISU0d Ul (JAD) IoNPOId dNSAWO(] SS0ID,

uoneIo[dxa IOJ $90INO0S [RUOTJEUISIUT PUB OTJSOWOP WOIJ

doueuy orqnd pue ‘sastidioius paumo-aJels y3noay) uonero[dxa uo jusunsaaul orqnd ‘uoneIo[dxa Ioj sAIPISqNS JUSWIUIA0S apn[oul sarpisqns uonero[dxd “(+107) Te 10 1sed,
uoru) ueadoing 9y} SOPN[OXd [810) OzO) Y], "uorun) ueadoing oy snyd ‘(SN oY) pue () oY) ‘AosIn, ‘BIOY YINOS ‘BOLITY YINOS ‘BIqRIY IPNES ‘BISSNY ‘OOIXIN

‘uede( ‘A[e1] ‘ersouopuy ‘BIpU] ‘AUBWLIIN) ‘Q0URI] ‘BUIYD) ‘BpRUR)) ‘[IZBIg ‘BI[RIISNY ‘BUNUSIY) SOLIIUNOD G] 9PN[OUI )7 Y} JO SIdQUIAW I ], "SALNUN0d (g Jo dnoin ayy st 0D

00Cs L9ty PHOM

98 09¢ €0 001 81 ¥'L0T 20 6'L8 €101 07O
2S10¢ 2810¢ 2€10¢-010¢C
o(%)dad  (uoriq §) saIpisqns (%) dAD  H9102-S10T (UOI[Iq §) (%) dAD (uor[[iq §) sarpisqns (%) dAD (uory[Iq $) sarpisqns
Jo areys xey-)sod fenuuy  Jo areys  sarpisqns oriqnd [enuuy  Jo reyg uondwnsuod [enuuy  JO AIRYS uonero[dxa enuuy

ponunuod g 3jqel

pringer

As


http://databank.worldbank.org/data/databases.aspx

696 E. B. Barbier

accidents and road damage, and revenue requirements. Globally, the underpricing of fossil
fuels continue to be large at $4.9 trillion (6.5% of global GDP) in 2013, $4.7 trillion (6.3%
of GDP) in 2015 and $5.2 trillion (6.5% of GDP) in 2017 (Coady et al. 2017, 2019).

Table 2 shows that, in 2015, the post-tax subsidies in 16 major economies amounted to
$3.6 trillion (8.6% of GDP on average), which was nearly 70% of the global total. Under-
pricing for the costs of climate change accounts for 24% of the global subsidy in 2015,
local air pollution 48%, broader environmental costs of road fuels 15%, and consumption
and supply costs 7% each (Coady et al. 2019). If fuel prices had been set at fully efficient
levels in 2015, estimated global CO, emissions would have been 28% lower, fossil fuel air
pollution deaths 46% lower, and fiscal revenues $2.8 trillion higher (3.8% of global GDP)
(Coady et al. 2019). Given that G20 economies contribute to 80% of global CO, emis-
sions, eliminating the underpricing of fossil fuels in the economies would certainly have a
substantial impact on annual global emissions. But the majority of the environmental and
economic costs of underpricing fossil fuels—air pollution deaths, morbidity and conges-
tion costs, excessive fiscal spending, and consumption and supply inefficiencies—are not
global costs but borne locally (Parry et al. 2014).

The persistent underpricing of fossil fuels also distorts substantially the attractiveness of
investing in and using these sources of energy compared to the alternative of clean energy.
The costs of renewable energy, especially solar and wind, has declined considerably in
recent years, and reached levels of market competitiveness with fossil fuels, most nota-
bly in electricity generation (Lazard 2019). As the IISD (2019a, p. 6) notes, “If govern-
ments maintain policies that support fossil fuels while the gap between costs on renewables
and fossil fuel-based energy grows, taxpayers will be left with a growing fiscal burden to
fund the difference.” More importantly, if G20 economies continue with public funding
of exploration, consumption and other fossil fuel subsidies, as well as fail to price carbon
and pollution, they are further retarding the transition to a clean energy economy (Barbier
2010b, 2016a).

Ending the underpricing of fossil fuels in G20 economies would not only remove major
market disincentive to green structural transformation and innovation but also raise sub-
stantial revenue. As noted above, 16 G20 economies account for around 70% of the global
underpricing of fossil fuels (Table 2). As a rough calculation, applying this percentage to
the total fiscal revenues of $2.8 trillion gained by efficient pricing (Coady et al. 2019) sug-
gests that the amount for these 15 economies could be around $1.94 trillion. This is around
3.7% of the aggregate 2015 GDP (constant 2010 $) of these economies.’

Although it is unlikely for full efficient pricing to be implemented for fossil fuels in G20
economies, pricing reforms that removed exploration, consumption and other public subsi-
dies, as well as taxing carbon and other pollutants, could nonetheless raise significant rev-
enues over many years. These funds could be used to support green R&D and innovation
and other critical long-term public investments. Even partial pricing reforms could “tip the
balance” between fossil fuels and cleaner sources of energy.

For example, IISD (2019a) maintains that a 10-30% subsidy swap from fossil fuel con-
sumption to investments in energy efficiency and renewable energy electricity generation
could substantially improve the transition to a low-carbon economy. Already, some pro-
gress along these lines been made in two emerging market G20 economies, India and Indo-
nesia. A study of 26 countries—10 of which are in the G20—found that the removal of

7 GDP data are from the World Bank’s World Development Indicators, http://databank.worldbank.org/data/
databases.aspx.
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fossil fuel subsidies on its own reduce greenhouse gas emissions reductions by 6% on aver-
age for each country from 2018 until 2025 (IISD 2019b).8

A more ambitious policy combining subsidy removal and carbon taxation could do
even more to secure a green economy transition. Take the United States as an example.
As Table 2 indicates, there could be $6.5 billion in exploration subsidies and $27 billion
in public support subsidies for fossil fuels that could be re-allocated.’ In addition, based
on Resources for the Future (RfF)’s E3 Carbon Tax Calculator (Hafstead 2019), a $40 per
tonne tax, rising at 1% per year above inflation, could reduce cumulative US emissions
by 19.5 billion tonnes over 2020-2035 and raise on average $160 billion per year in rev-
enues.'® The latter amounts to around 0.9% of the US GDP of $17.9 trillion (constant 2010
$) in 2018.""

The upshot is that the combination of fossil fuel subsidy removal and a carbon tax could
correct market disincentives as well as provide revenues for 5-10 years of necessary expen-
ditures on public support for green innovation and key infrastructure investments in the
United States, and in other G20 economies.

An important impetus for rapid economy-wide innovation is “technology spillovers”.
These occur when the inventions, designs and technologies resulting from the research
and development (R&D) activities by one firm or industry spread relatively cheaply and
quickly to other firms and industries. These include cross-firm externalities, industry-wide
learning, skill development, or agglomeration effects. However, spillovers also undermine
the incentives for a private firm or industry to invest in R&D activities. The private investor
bears the full costs of financing R&D, and may improve its own technologies and products
as a result, but the investor receives little or no returns from the subsequent spread of these
innovations throughout the economy. The consequence is that private firms and industries
routinely under-invest in R&D, and the result is less economy-wide innovation overall.

As pointed out by Rodrik (2014, p. 470), such market disincentives for investing in
innovation “exist in general for all kinds of new technologies, whether they are of the green
or dirty kind. However, their novelty, their highly experimental nature, and the substan-
tial risks involved for pioneer entrepreneurs suggest green technologies may be particu-
larly prone to these failures.” For example, they are found to be a deterrent to clean energy
innovation and development in both emerging market economies and North America (Bar-
bier 2016a; Harrison et al. 2017). Even among the major economies involved in the “green
race” to become competitive leaders globally, economy-wide green innovation falls well
short of the level necessary to generate structural transformation (Fankhauser et al. 2013).

Moreover, overcoming this disincentive cannot be achieved solely by the use of market-
based incentives to correct inefficient pricing but requires the simultaneous implementation
of “technology-push policies”, such as research and development (R&D) subsidies, public
investments, protecting intellectual property, and other initiatives (Acemoglu et al. 2012;
Goulder 2004). Market-based incentives may reduce pricing distortions that put green

8 The 10 G20 economies are Brazil, China, Germany, India, Indonesia, Mexico, Russia, Saudi Arabia,
South Africa, and the United States.

® See Metcalf (2018) for a detailed analysis of the removal of current public support subsidies through tax
preferences for US oil and natural gas production.

10 For further details of the model behind the E3 Carbon Tax Calculator, see Chen et al. (2018). Metcalf
(2019) and Metcalf and Stock (2020) explore the macroeconomic implications of imposing a carbon tax in
British Columbia and European countries, and find no adverse, and possibly even positive, impacts on GDP
and overall employment.

' GDP data are from the World Bank’s World Development Indicators, http://databank.worldbank.org/
data/databases.aspx.
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goods and services at a competitive advantage. However, only technology-push policies
directly address the tendency of firms and industries to under-invest in green R&D. Thus,
a strategy for a green economic transition must include correcting market disincentives as
well as a long-term commitment of public support and funding for private green R&D and
innovation.

But there is good news, too, on the costs of promoting clean energy. Gillingham and
Stock (2018) suggest that the high costs today of reducing carbon emissions through some
low-carbon technologies could fall quickly if the right policies are adopted.

Expenditures targeted at clean energy research and development will lead to lower
costs and wider adoption, as the technology becomes more familiar, innovation spreads,
and production scales up. Gillingham and Stock (2018) cite the rapid fall in solar panel
costs as one example. There is also a network, or “chicken and egg”, effect where increas-
ing demand for a clean-energy technology or product fosters related innovations that lower
cost. For example, purchases of electric vehicles will stimulate demand for charging sta-
tions, which once installed will reduce the costs of running electric vehicles and further
boost demand. This suggests that subsidies for purchasing electric vehicles can kick-start
this network effect, but should be phased out once the effect takes hold.

However, public support and investments may also be critical for the removal of other
bottlenecks to green structural transformation of G20 economies. For example, one obsta-
cle across all economies is inadequate transmission infrastructure for renewables. This can
only be overcome through public investments to design and construct a “smart” electri-
cal grid transmission system that can integrate diffuse and conventional sources of sup-
ply. Another is urban development policies that combine municipal planning and transport
policies to foster more sustainable cities. Finally, public investment in mass transit sys-
tems, both within urban areas and major routes connecting cities has been a long-neglected
aspect of public infrastructure development throughout many economies. These and other
areas of possible long-term investments for a green recovery are important areas for future
research.

Finally, G20 countries with substantial tropical areas, such as Australia, Brazil, India,
Indonesia and Mexico, should also consider adopting a “tropical carbon tax” (Barbier et al.
2020). This is a levy on fossil fuels that is invested in natural climate solutions (NCS)
aimed at conserving, restoring and improving land management to protect biodiversity and
ecosystem services. NCS are a relatively inexpensive way of reducing tropical land use
change, which is a major source of greenhouse gas emissions. For example, cost-effective
tropical NCS can mitigate 6560 10° tonnes of CO,e in the coming decades at less than
$100 per 10° tonnes of CO,e, which is about one quarter of emissions from all tropical
countries (Griscom et al. 2020). Costa Rica and Colombia have already adopted a tropical
carbon tax strategy. If a policy similar to Colombia’s was put in place by India, it could
raise $916 million each year to invest in natural habitats that benefit the climate; similarly,
Brazil could fund $217 million annually, Mexico $197 million and Indonesia $190 million
(Barbier et al. 2020). A more ambitious policy of taxation and revenue allocation could
yield nearly $6.4 billion each year for natural climate solutions in India, $1.5 billion for
Brazil, $1.4 billion for Mexico and $1.3 billion for Indonesia.

Natural climate solutions, such as reversing deforestation, reforestation, increasing soil
carbon levels and enhancing wetlands, are increasingly considered cost-effective invest-
ments for mitigating greenhouse gas emissions from land use for temperate G20 economies
as well (EASAC 2019; Fargione et al. 2018; Griscom et al. 2017). NCS can provide over
one-third of the cost-effective climate mitigation needed by 2030 to stabilize warming to
below 2 °C, with one-third of this mitigation costing $10 per 10° tonnes of CO,e or less
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(Griscom et al. 2017). At this cost, the United States could abate 299 million tonnes CO,e
of greenhouse gas emissions annually through NCS, which would also provide other ben-
efits, such as air and water filtration, flood control, soil conservation and wildlife habitats
(Fargione et al. 2018).

To summarize, the lack of public support for private green R&D and insufficient public
investments to overcome other obstacles to long-run green transitions in G20 economies,
are serious impediments that need to be addressed. In the current fiscal climate in G20
economies, in which $8 trillion has already been spent on combatting the health and eco-
nomic crises of the pandemic, it may prove difficult to raise additional funds for sustaining
additional public investments over the next 5—10 years to “green” the recovery. In recogni-
tion of this, there is an urgent need for research into the design of policies, such as a carbon
tax, to correct market disincentives as well as generate revenues for longer term essential
expenditures on public support for green innovation and key infrastructure investments for
a post-coronavirus recovery.

5 Employment, Income and Wealth

The final research question—what are the likely implication for employment and the distri-
bution of wealth and income in G20 economies?—is perhaps the most difficult to address
at this time. Yet, it may be the most important one, and certainly significant given the
skyrocketing unemployment and disproportionate impacts on lower-income households
caused by the pandemic.

There is a general presumption that, although the transition to a low-carbon economy
will entail some job losses, there will be a net gain in employment overall in major econ-
omies. For example, the New Climate Economy report suggests that such a transition
will cause low-carbon employment to rise by 65 million people by 2030, more than off-
setting employment losses in declining sectors, leading to a net gain of 37 million jobs
(NCE 2018). The ILO (2018) estimates that, limiting climate change to 2 °C, would create
approximately 24 million jobs at the loss of approximately 6 million jobs, producing a net
increase of 18 million jobs by 2030.

However, the OECD (2017, p. 11) takes a less sanguine view, arguing that: “Robust
empirical evidence of the overall employment effects of ambitious green policies is still
lacking. Major transformations of the economy towards green growth are very scarce, and
this complicates econometric analysis.” Clearly, there is much more work to be done on
this crucial research question.

Economic analyses of the possible income and wealth implications of a major trans-
formation to a green economy are even rarer. Structural transformation and technological
change towards less-polluting and more resource-efficient economic activities are bound
to have significant income and wealth impacts. To some extent, the distribution effects
can be offset by policy measures. For example, the Canadian province of British Colom-
bia designed its carbon tax to be revenue-neutral, using any funds raised to reduce corpo-
rate and personal income taxes and the burden on low-income households (Metcalf 2019;
Yamazaki 2017). Other possible options are to recycle revenues to lessen payroll taxes, pay
annual dividends to households, raise the minimum wage, provide payments or retraining
for displaced workers, and reduce burdens for vulnerable households affected by the green
transition.
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These are important policies to consider in addition to using the revenues from removal
of fossil fuel subsidies or imposing taxes on carbon and other environmental damages to
fund long-term public support for green innovations and key infrastructure investments. If
sufficiently large, the revenues gained from ending the underpricing of fossil fuels could
fund both an ambitious strategy of public investments for the green transition as well as a
range of policies and programs to offset the distributional consequences of the transition.

For example, the IMF (2020) maintains that containing global warming to 2 °C or less
would require rapidly phasing in measures equivalent to a global tax of at least $75 per ton
by 2030, whereas the current global average carbon price is $2 per ton. According to their
calculations, for many countries, a $75 per tonne carbon tax would increase gasoline prices
by less than the recent collapse in global oil prices during the pandemic. For the United
States, even just a $65 per tonne tax, rising at 1% per year above inflation, could reduce
cumulative US emissions by 25.6 billion tonnes over 2020-2035 and raise on average $234
billion per year in revenues (1.4% of 2018 real GDP).!> These revenues should be sufficient
to fund long-term commitments (5-10 years) of public spending on green innovation and
key infrastructure and additional expenditures to reduce the burden on low-income house-
holds, displaced workers, lowering payroll taxes, and other measures to reduce employ-
ment, income and wealth effects.

6 Conclusion

Based on input from central bankers and ministries of finance, Hepburn et al. (2020) have
identified several priority policies for a green stimulus to ensure that the post-pandemic
economic recovery will assist rather than retard progress on climate change: clean physi-
cal infrastructure, building efficiency retrofits, investment in education and training, clean
energy R&D and natural climate solutions. These are all important policies to include in
stimulus packages, as soon as possible.

However, an important lesson from the green stimulus packages enacted during the
2008-2009 Great Recession is that policies for a sustained economic recovery amount to
much more than just short-term fiscal stimulus. Transitioning from fossil fuels to a sustain-
able, low-carbon economy after the COVID-19 crisis will require long-term commitments
(5-10 years) of public spending and pricing reforms. The priorities for public spending are
support for private sector green innovation and infrastructure, development of smart grids,
transport systems, charging station networks, and sustainable cities. Pricing carbon and
pollution, and removing fossil-fuel subsidies, can create the market incentives to accelerate
the transition, raise revenues for the necessary public investments, and lower the overall
cost of the green transition. Moreover, more ambitious policies to reduce the under-pricing
of fossil fuels could raise enough revenues for both public support for green innovation and
key infrastructure investments and to mitigate any burdens on low-income households, dis-
placed workers and affected firms, and the unemployed. This suggests a very rich agenda
for future research into these important policy issues.

12 As before, the carbon tax simulation is calculated using (Hafstead 2019) and the GDP data are from the
World Bank’s World Development Indicators, http://databank.worldbank.org/data/databases.aspx.
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