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INTRODUCTION

With the public health crisis and the dramatic downturn in the economy, the European Green
Deal is more needed than ever if the EU is to stay on the path towards carbon neutrality and
other sustainability objectives. While the political debate is currently focusing on emergency
measures and the safeguarding of jobs, we believe Green Deal should be acceleratedrather than
postponed or watered-down, as it offers the best framework for linking immediate responses
and long-term policy, to ensure that recovery policies serve rather than undermine the sodal
and ecological transition.

Pursuing the Green Deal's ambitious goals could mark aturning point in European history. But
this project suffers from many weaknesses and inconsistendes, and needs to be substantially
enhanced. It should address the sustainability crisis at its roots while strengthening democaacy
and fighting against inequalities at the sametime. And inorderto be implemented, all European
policies and governance tools must be adapted to the task. At a time when crisis is forcing the
European Unionto expandthe scope of what s possiblein terms of economic policy, the Green
Deal must be able to benefit from it. Only then will it become a social and environmental
programme capable of answering the civilizational challenge facingour continent.
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SUMMARY OF PROPOSALS

1) Strengthen European democracy
- Democratise EU decision-making processes
- Stop deregulation programmes
- Encourage citizen participation in Green Deal programmes

2) Combatsocial and territorialinequalities
- Add social objectives to the Green Deal (unemployment, inequalities, etc.)
- Increase the ambitionand resources of the “Just Transition Mechanism”
- Deploy the GreenDeal and investment projectsat territorial level

3) Base the Green Deal on strong sustainability

- Integrate planetary boundaries and adopt indicators (taking into account the
measurementofthe EU's actual ecological footprint)

- Improve measurementof decouplingand accountfor rebound effects

- Focus more on lifestyles, not just technologies
4) Revisitall European policies

—> Adapt competition rules: public procurementand state aid

- Make trade policy aleverfortransition

- Transform agriculturaland food models
5) Massively redirect financial flows

- Move beyond green finance and make the financial system serve the transition

- Develop amonetary policy based on environmental conditionality (cross-compliance)
6) Overhaul macroeconomic coordination within the EU

- Change the budget rules on green publicinvestment

- Reformthe European Semester

- Create a Europeanstandardfor green budgeting and increase green budgetallocations
7) Adapt all measuring instruments

- Accountforimported emissions

- Introduce extended national accounts

- Presentan annual reportto the EuropeanParliament
8) Increase the European Union's own revenue

- Develop newtaxes (environmental, financial, property, advertising, etc.)

-> Combat tax evasionmore effectively




CONTENTS

INTRODUCTION ..uuuuueneessssessssssassssssssssssssssssassssssssesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssannes 1
NOEES & STUAIES. ......eueiiiiiiiiie s 2
SUMMARY OF PROPOSALS eeetveeesssssssssessssssssssssssssssesssssesssssssssssessssssssssssssssssssssssssssssssssasssssssssssss 4
1. Introduction: the weaknesses of the Green Deal and how to remedy them...................... 7
An incomplete situational analysis Of the CriSiS...........uuuuuuuiiir s 7

An overly technical vision of sustainability ...........cccovviiiiiiiiiiiiic e, 8
Insufficient fiNANCIal FESOUNCES. ...t 9
Inconsistencies between the various European poliCies.........ccoeeveeiiiieiiiiiiieeeeiiie e, 11
Inconsistent instruments of OVEIrNaNCe ..........oviiiiiiiiiiiii e 11

2. The main elements of the Green Deal...........cceeveeeeereieieieiernnnnmnnmmnnnmmenemsess. 12
2.1. High-potential measures that remain t00 VAgUe..........ccvvvvuiieieiiiiieiiiiee e 12
Box 1. The first published texts remain Vague ........ccceeeeeiieiiiiiiiieee e 14

2.2. An undersized INVESEMENTPIAN .......uiiiiiiiiieee e e 14
2.2.1. Uncertain “additionality” ........ccoeeeeeiiiiiiiiie e 15
2.2.2. Optimistic leverage effects ..o iiiiii i 15
2.2.3. Other measures to facilitate public and private funding...........ccccccoovieiririiinnn. 16

3. Making the transition democratic and socially just.......cccccerremuieiiemiiiiiercereereeeeeeneeeees 16
3.1. Strengthening EUropean demMOCIACY .......ccevvviiuiuiiiie e e e eeeeiicie e e e e e ee e e e e e e e e e ara e 16
3.1.1. Democratising EU decision-making proCesses.......ccceeeeieerivriviiiieeeeeeeiiiciieeeeeeeens 17
3.1.2. Putting an end to deregulation Programmes.........cccceeeeeereeviiiiiiieeeeeeeiiieeeeeeeeeens 17
3.1.3. Bringing the Green Deal closerto CitizeNs.......c.uuveiiiiiiiiiiiiiie e, 18

3.2. Combating social iN@qUAlItIES ......eeeeueeeiii e 18
Box 2. A “Just Transition Fund” with limited SCOPEe ........ccueviiiiiiiiiiiiiee e, 19

4. Supporting the Green Deal using the principles of ecological economics........................ 20
4.1. Deepening the notion of sustainability.........cccoeeeeiiiiiiiiiiii e, 20
4.1.1. Integrating the concept of planetary boundaries.........cccoceovviiiiiiiiiiiiiiiniieeeeeenn 20
4.1.2. Factoring in the EU's true ecological footprint..........cccoevviieeiieiiiieeiiiceie e, 21

4.2. Changing consumption PattemS......ccceiiiiiiiiiiiie e 21
4.2.1. Decoupling is insufficient to meet Green Deal objectives.........cccceevveeiiiiiiinnennnnnn. 22

Box 3. The decoupling Det........ui i e 22
4.2.2. Focusing indicators and objectives on USage .........c.ueeeeiiiieeeiiiiie e 24

Box 4. The ecological balance of the “all-digital age” ..., 25

5. Aligning all European PoliCies ........ccciiiiiirmmeniiiiiiiinieniiiiieiiiieennnesisesiieeensssssssssssessnnnsssns 26




5.1. A common market that integrates ecological and social objectives.............ccccvvvuennn... 26

5.1.1. Revision of state aid GUIdEIINES .........cuvuuiiiiieeieeeecc e 27
5.1.2. PUDIiC proCureMent FUIBS.......ccuuuiiiiiiie e e e e e e et e e eaa 28
OUR PROPOSALS ....ceeteeee ettt ettt e e e e e sttt e e et e e e e s s e bbb et e e aeeeessananeebeeeeas 28
5.2. A trade policy at the service of transition..........ccoooevieiiiiii i 29
Box 5. Exiting the Energy Charter Treaty (ECT)..cuuuueeeeeeieieeeeccie e 31
OUR PROPOSALS.....ceeetieeeeeietietttt e e e e e e e eestte et e e e e e sesssnasaeeeeaeeeeessasnsssaeeeaaesesssnsnsnnsnnees 32
5.3. Financial regulation beyond “greenfinance”...........coovvviiiiiiiee e 33
OUR PROPOSALS ....ceeetteeeee ettt e e e ettt e e e e sttt e e et e e e e e sa bbbt et e eeeseesaanneebeeeeas 33
5.4 A monetary policy based on ecological cross-compliance..........ccooovvvieiiiiiiiniiiiineenn. 35
OUR PROPOSALS ...ttt ettt ettt e e e e e sttt e e et e e e e e sa bbbt e eeeaeeessasneebeeeeas 36
5.5. A sustainable Common Agricultural POlICY ........covviiiiiiiiiiiiieee e, 37
OUR PROPOSALS ....ceeeeieee e e ettt e e e e e e e e ettt e e e e e s e ss et e eeaeeeeessasnsssaeeeaeessesnnnssnnnnees 38
6. Adapting governance iNSEIUMENTS ......ccccveeeeiiiiiiiiiereneniieiineeennnessesesineeennnsssssssssesnnnnssans 39
6.1. Overhauling macroeconomic and fiscal coordination..........cc.coovvvviiiiiiiinerieeeiiicennn. 39
6.1.1. Reforming the EUropean SEMESTET ......uuuiiie i e et e e et e e e e e ee e eeeeens 39
6.1.2. Creating a European standard for “green budgeting” ............coiiiiiiiiiiiiiiinnnnn. 40
6.1.3. Supporting the 'greening' of the EU budget ...........cooviiiiiiiiiiiic e, 40
6.1.4. Increasing the EU'S OWN rEVENUE.........cceiiiuiiieiiiie e e et e e e e e e e 40
6.1.5. Changing the budget rules from 2020...........ccouiiiiiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeees 41
6.1.6. Combating tax avoidance more effectively .........cuviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieiieeeeens 41
6.2. Developing Measuring iNStIUMENTS .....cieeiiiiiiiiiiieee e e e e e e e eaa s 41
6.2.1. Introducing extended national accouNtS........cccuueiiiiiiiiiiiiiiiie e 42
6.2.3. Accounting for imported ecological impacts ..........cceeiiiiiiiiiiiiiin e 42
6.2.3. Adopting an annual report on the social and environmental state of the EU........ 42




1. INTRODUCTION: THE WEAKNESSES OF THE GREEN DEALANDHOW TO
REMEDY THEM

In its European “Green Deal” project presented on 11 December 2019, the new European
Commission proposed a roadmap for steering the European economy towards the objective of
carbon neutrality in 2050 and, more broadly, towards sustainable development. In particular, it
aims to promote a European economy “where economic growthis decoupled fromresource use'”.
While most of the elementsannounced in this Green Deal are still to be clarified, the Commission's
ambition to propose a set of “profoundly transformative” measures and to revise numerous
European laws and programmes for this purpose must be recognised. As such, this project could

mark a turning pointin the history of European environmental policies.

The year 2020 marks the beginning of a period of consultation and preparation of the detailed
content of the proposals announced. More than ever, European civil society must be involved in
this essential debate to increase our chances of meeting climate and environmental challenges.
This note aims to contribute to this by analysing the strengths and weaknesses of the projectin
its current state and suggestingways of achieving the Commission's stated objectives.

The European Union's climate and environmental policy has so far been characterised by a
significant discrepancy between relatively high ambition and much more modest concrete
progress; for example, the EU is proposing, within the framework of the Green Deal, to revise
upwards its climate objectives for 2030, while its current trajectory does not yet permit the
achievement of its existing commitments2. This discrepancy is partly explained by a lack of
coherencein the European approach to sustainability issues: an incomplete situational analysis of
current crises, a fragmented vision of the ecological challenge itself, inadequate means of action
and, above all, numerous contradictions between the various European policies. While some
policies are steering Europe towardstransition, others continue to put obstaclesin the way or even
tosteerthe Europeaneconomyin the wrongdirection.

Compared to the previous project, “A Clean Planet for All”, presentedin 2018 by the Juncker
Commission, thevan der Leyen Commission'sGreen Deal has the great merit of recognisingthese
inconsistencies and of looking for ways to remedy them. However, detailed analysis of the
Communication reveals that it does not far enough and that inconsistencies remain at various
levels.

An incomplete situational analysis of the crisis

First of all, it is difficult to further environmental goals by completely or almost completely
separating the crisis, as the Green Deal does, from the socialand demaocraticissues that are part
of the problem. European societies have been hit by a triple crisis: ecological, social and
democratic. These three dimensions are closely interlinked and must be incorporatedin solutions
fromaholistic perspective.

Insocial terms, the EU'sability to respond to the ecological crisis willdepend directly on its ability
to tackle inequalities as effectively, to regulate the economy and to empower citizens. This is the

1 European Commission (2020), “The European Green Deal”, COM (2019) 640 final, p. 2.
2 European Environment Agency (2019), “Europe's State of the Environment in 2020”
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only way to ensure the social acceptability of the ecological transition and to maximise its chances
of success. Although the Green Deal introduces a “Just Transition Fund” to help the territories
most exposed to the economic effects of the transition, the financial amounts proposed in this
framework remain insufficient and will have to be supplemented by an investment policy that is
much more ambitiousthan the oneannouncedin the Investment Plan (see nextpoint). Above all,
the articulation of the ecological and social dimensions is not simply a matter of distributing funds
between a limited number of territories, as the Just Transition Fund does: the ability of Member
States toimplement supportpoliciesforthe most vulnerable populations must, at the same time,
be increased.

From a democratic pointof view, the Green Dealis not really interested in the question of howto
involve citizens in this project or how to boost the abilities of our democracies to regulate the
economy effectively. The Communication merely stresses the importance of “the participation
and involvement of the general publicand all stakeholders”, making no mention of citizens' crisis
of confidence in the European institutions or, more importantly, the conflicts that are likely to
envelopthe pursuit of the Green Deal objectives.

Indeed, the measures that willenable us to achieve ecological transition involve lifestyle changes
for all citizens and conflict with a wide range of economic interests. A transition policy
presupposes, forexample, much more effective regulation of the influence activities de ployed by
economic sectorsand new forms of citizen participation, such as consultationsinspired by the
Citizens' Conventionon Climate Change established in France.

An overly technical vision of sustainability

From a strictly environmental point of view, a thorough reading of the text reveals two problems.
Firstly, the Commission seems to be aware that the ecological crisis is not just about climate
change, and its project embraces other environmental issues such as loss of biodiversity; yet the
proposedresponses, and especially the specific obje ctives, still appear to be strongly climate-
focused.

More fundamentally, although the Commission states that its objective is a European economy
“where economic growth is decoupled from resource use®”, it does not really specify how this
decoupling can be achievedin a sustainable way. The Commission even seems to believe that this
decoupling is already at work thanks to technical progress, at least as far as greenhouse gas
emissions are concerned; we demonstrate below that this situational analysis is highly debatable
(see Box 3) and that further effortsare neededin this regard. Furthermore, the Commission does
not present any equivalent analysis for biodiversity or the other forms of impact on natural
resources, despite its overall stated objectives.

In order to lead the European economy towards this dissociation or decoupling of economic
growth fromthe pressure on natural resources, we believe that the Green Deal will have to focus
more intensely on lifestyles and consumption pattems and develop the tools for measuring
progress in this area. These aspects are contained in the project but remain secondary to purely
technical solutions such as the decarbonisation of industrial processes, the circular economy and
digital technology. However, sustainability is measured throughfinal demand and not through the
efficiencygains(of material or energy) per unitproduced. The Green Deal musttherefore be based

3 European Commission (2020), op. cit. p. 2.




ontargets and indicators that measure the “size” of our economicsystem, understood as a set of
materialand energyflows consumed in the production and consumption process®*.

Section 4 below proposes that we reformulate the situational analysis of the crisis based on the
key principles of ecological economics® such as physical limits, rebound effect, decoupling and
strong sustainability. By incorporating these principles, the Commission's project will be able to
take into account the interdependencies between technical systems, public policies and
consumption patterns. Unless this complexity is taken into account, environmental policies wil
not produce the desired effects.

Insufficient financial resources

The investment plan accompanying the Green Deal announces the “magic” figure of €1 trillion
overaten-year period; but much of this involves reallocating already planned expenditure to the
Green Deal rather than mobilising additional financial resources (see Section 2.2.). As such there
is no real “additionality” of investments. And, even assuming real additionality, the “magic”’ sum
of €1 trillion is still far less than what is needed. The European Commission has itself recognised
this by identifying, in the same document, an annual investment requirement of €260 billion, an
estimate taken from the most recent EUCO® scenarios used by the Commission to calculate the
costs of the investments needed to meet climate and energy objectives. Since the scenario in
guestion is calibrated to achieve the current target (a 40% reduction in GHG emissions between
1990 and 2030), this estimate should, logically, be revised upwards to take account of the
ambitions of the new van der Leyen Commission, which proposesa 50% — or even 55% “if possible”
—reduction in European GHG emissions by 2030.

However, the real problem lies elsewhere, in the persistent gap between the investment needs
indicated by the models and the investments actually made. The sum of 260 billion indicated by
the Commission represents the additional annual investments needed to meet the upwardly
revised targets for 2018 forreduced energy consumptionand renewable energy.

As such, this figure has been added to the investment needs previously identified — the graph
below distinguishes between these two categories — but whichremain largely unmet, particularly
in the area of transport.

4 Herman Daly (2018), “Economie stationnaire”, Petits Matins and Veblen Institute.

5 Ibid.

6 More precisely the scenario published in 2019, in a final update of the “Reference Scenario 2016”

developed for the Commission by the company E3-Modelling. The initial 2016 scenario calculated the investment

needs on the assumption that the EU and the Member States would achieve all the targets setin 2014 (reduction of

GHGs, reduction of energy consumption, renewable energy share) in 2020. See European Commission (2016),
Energy, transport and GHG emissions: trends to 2050”.
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Estimated average annual investmentvolumes needed to meet European energy and
climate policy objectives.
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The underinvestment we are observingis nothing new. The targets adopted in 20147 committed
the EU to reducing GHG emissions by at least 40% by 2030 compared to 1990, increasing the
renewable energy share to at least 27% of overall consumption, and reducing primary energy
consumption by at least 27% compared to 2007 levels. As early as 2016, however, the
Commission's “Reference Scenario”® indicated that the EU was not going to achieve these targets
due to a lack of necessary investment: by continuing the trend, it could only hope for a 23.9%
reduction in primary energy by 2030 comparedto 2007, and, of course, this poor result jeopardises
the emissions target. In response, the Commission has revised upwards the target for reducing
energy consumption — raised to 32.5% by 2030 by Directive 2018/2002 — as well as the level of
renewable energiesin the European energy mix by 2030 (Directive (2018/2001)). The impact study
conductedby the Commission onenergy efficiency measures andtransport estimatedthe volume
of investment needed to achieve thethree 2014 targets at €1.036 trillion®- By raising the primary
energy consumption reduction target from 30% to 40%, this amount increased to €1.565 trillion
peryear according to the same study, i.e. 8% of the European GDP and more than a third of the
private and publicinvestmentsmade eachyear in the EU;it therefore seemstheoretically possible
toachieve.

However, climate investment has never even approached this level: according to the European
Investment Bank, the total public and private sums invested in climate mitigation in Europe

7 Defined by “The policy framework for climate and energy in the period from 2020

to 2030”, adopted by the EU at the European Council in October 2014.

8 European Coecmmission (2016), “EU Reference Scenario 2016. Energy, transport and GHG emissions: trends to
2050”.

9 Commission Staff Working Document, Impact Assessment Accompanying the document Proposal for a Directive of
the European Parliament and of the Council amending Directive 2012/27/EU on Energy Efficiency, COM(2016) 761
final, Table 22, p. 66.
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amount to around €200 billion per year, or 1.3% of the EU's GDP°, A massive increase in the
volume of investment is therefore needed in order to meet the ambitions defined in 2018,
whereasthe Green Deal proposes to go further.

These numerical exercises are daunting but in no way signify that the taskis impossible: on the
contrary, the same impact study observes that “an initial increase in investment in energy
efficiency improvements will be largely offset by lower operational costs'*”. On the other hand,
the massive nature of the investments means that the investment horizon is very long and
vulnerableto numerous uncertainties — not least the future fluctuation of fossil fuel prices — which
probably explains the low level of privateinvestment.Given the uncertainties of such magnitude,
the only apparent way forward is to mobilise much more public investment than is currently
planned, andto rapidly change the accountingof “green” publicinvestmentwithin the framework
of the Europeanbudget rules (seeSection 6.1).

Furthermore, a coherent Green Deal must be able to link investment policy to disinvestment
policy, using financial regulation (see Section 5.3) and monetary policy (see Section 5.4) to make
harmfulinvestments more costly. This also entails putting an end to subsidies for fossil fuels and
other climate-damaging industriesand to investment protection mechanisms in these sectors (see
Section 5.2.).

Inconsistencies between the various European policies

The climate and environmental objectives affirmed in the Green Deal must guide all policies in
areas where the EU has exclusive or shared competence: not only transport and energy, for
example, but also common market rules, monetary union and trade policy. Failing to mention
them, or only doing so in a cursory manner, might suggest that they are neutral with respect to
the GreenDeal, whichis farfromthe case. Agriculture offersan intermediate case in this respect:
a “From farm to fork” programme is mentioned in the project, but the measures currently
proposedfallshort of the general objectives set outin the Green Deal.

Inconsistent instruments of governance

As for the European policies, all the governance tools at the EU's disposal — European Semester,
impact studies and earmarkingof EU budget— musthelp guide the EU's efforts to meetthe Green
Deal's objectives.The Green Dealannouncesthe reform of the European Semester and opens the
debate onthe place of “green criteria” in the budget rules (green investments). The Commission
also wants to examine the “Green Budgeting” methods used by Member States and announces
certain legislative texts. Allthese avenues must be pursued, but theintegration of the Green Deal
objectives must go further, including the strengthening of social and environmental assessment
methodologies, extended national accounting and the inclusion of new indicators in the
assessments carriedout regularly by the European Commission.

Now that the outlines of the GreenDeal have been unveiled, we need to “consistency test” them
and offer proposals forimprovements.

10 Retooling Europe’s Economy. EIB Investment Report 2018/2019, Key Findings. p. 12.

11 Commission Staff Working Document, Impact Assessment, op. cit, p. 66. See also Table 23 on page 67.
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2. THE MAIN ELEMENTS OF THE GREEN DEAL

The broad outlines of the Green Deal have been defined in three key documents: the European
Commission's Green Deal Communication, published on 11 December 2019, the Investment Plan
and the proposalfora “Just Transition Mechanism”, published on 14 January 2020. Since then, the
Commission has also published a proposal for a European climate law and an action plan for the
circular economy(see Box1).

2.1. High-potential measures that remain too vague

The measures announced by the Commission remain very general and will form the subject of
legislative work and consultations, the timetable for which is set out in the annex to the Green
Dealand extends overtheyears2020-2021'2. As such, the list below givesan idea of the scope of
this work but tells us nothing of the level of ambitionin each area and sector.

Climate targets forthe EU

e Proposed“European Climate Law” reaffirming the objective of carbon neutrality by 2050.

e Increase in the 2030 climate target to greenhouse gas reductions “of at least 50%”,
replacingthe current targetof 40%.

e Revision of climate effort sharing between Member States.

Carbon pricing and environmental standards

e Exploration of a possible mechanism for adjusting the carbon price at EU borders for
certain sectors.

e Revision of the Energy Taxation Directive, setting minimum leve s of taxation applicable
to products used as fuels and for electricity generation.

e Revision of a series of standards and regulations concerning land and forest use, energy
efficiency, vehicular CO, emissions and renewable energies.

e Apossible extensionof the EU Emissions Trading System to newsectors such as buildings,
shipping orroad transport.

Energy policy
e Revision of nationalenergy and climate plansin line with the newEU targets.
e Promotion of a “wave of renovation” in the European construction sector.
e Europeanstrategyfortheintegrationof energynetworks.

e European strategyforthe development of offshore wind turbines.

12 See the Annex to the Commission's Communication published on 11 December 2019.

12



https://ec.europa.eu/info/sites/info/files/european-green-deal-communication-annex-roadmap_en.pdf

Industrial policy and the circular economy

Endingthe use of single-use plastics by 2030.

Action plan to “decarbonise” the most energy-intensive sectors, in particular the steel
industry, by 2030.

New action plan to develop thecircular economyand recycling.
Improve the Strategic Action Plan on Batteries.

Proposedlaw on the reduction of materials used in production.

Sustainable mobility

European strategyfor “automatedand connected multimodal mobility”.
Financial support forthe deployment of electric chargingpoints.

Increase inrailfreight underthe Trans-EuropeanTransport Network programme.

The Common Agricultural Policy

Allocation of “at least” 40% of the CAP budget to climate action.
Allocation of at least 30% of the Maritime and Fisheries Fund to climate action.

Presentation of a “Farm to Fork” strategy in spring 2020 that will cover “all stages of the
food chain”.

Integration of Green Deal objectives into national strategic plans for agriculture. In
particular, the Commission undertakes to define the measures, “including legislative”,
necessaryto achieveareduction in the use of pesticides, fertilisers and antibiotics.

Preservation and protection of biodiversity

Presentationof an EU biodiversity strategyfor 2030 by October 2020, followed by specific
measuresthe followingyear. “The Commission will identify which measures, including
legislation, would help Member States improve and restore damaged ecosystems”: the
text mentions a possible increasein the land and sea areasprotected by the Natura 2000
network, betterprotection of areasalready covered and measuresto increase biodiversity
in urban areas. Other measures could address pharmaceuticals, chemicals and
microplastics.

Presentationof a “zero pollution” action plan for air, water and soil in 2021.
“Review” of therisks posed by endocrine disruptors.
New strategy to protect forests and increase forested areas.

Measures to promote “imported products and value chains that do not involve
deforestation and forest degradation”.
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Box 1. The first published texts remain vague

The proposal for a European Climate Law'3, published on 4 March 2020, establishes the principle
of a review of the trajectory every five years and an effortto ensure the coherence of European
policies. But it still fails to set an intermediate target for 2030 or to ban fossil fuel subsidies.
However, its content is likely to evolve during its review by the Council and the European
Parliament.

The action plan on the circular economy!4, published on 11 March 2020, announces the
preparation of new regulationsin 2021 to make products more durable (improving their lifespan,
combating obsolescence and single-use products, banning the destruction of unsold durable
goods, encouraging product-service systems, etc.). It also plans to put in place indicators to
measure and monitor “material footprint”. But the overall level of ambition of the text seems to
have been lowered. The European Commission has clearly abandoned the idea of setting a
guantified target for reducing this material footprint, as initially envisaged in a first version of the
document, which was leaked?>.

2.2. Anundersized Investment Plan

As many observers have already commented, the magic figure of €1 trillion announcedin the
Investment Plan'® falls far short of the requirements for investment in the energy and ecological
transition, including those quantified by the Commissionitself. It is an investment plan spread over
tenyears (i.e. €100 billion peryear), whereas the Commission estimates, in the same document,
that some €260 billion?” will be neededannually to achieve the currenttargets of a 40% reduction
in emissions, a 32% share of renewable energy and at least a 32.5% improvement in energy
efficiency by 2030. Logically, this estimate should be further revised upwards (to around €300
billion per year) with the increase in climate targets announced by the new Commission, which
proposesa50% (or even 55% “if possible”) reduction in European GHG emissions by 2030, instead
of the 40% currently set. However, we need to rememberthat eventhis secondfigure seemsvery
much lower than the total estimates in the impact assessment carried out by the Commission in
2016 (see Introduction).

This first observationis not a criticism of the Commission, whose own financial resources remain,
afterall, limited: more thanhalf of the sums mobilised come from the EU budget, whichamounted
to €166 billion in 2019 and represents only 1% of the EU's gross domestic product. On the other
hand, this observation offers one more reasonto step up the Union's action where it is most
effective, namely by systematically aligning all European policies, regulations and governance tools
to the objective of transition. This is also a reason for involving the European Central Bank and

13 Proposal for a Regulation establishingthe framework for achieving climate neutrality and amending Regulation (EU)
2018/1999, known as the European Climate Law, published on 4 March 2020.

14 European Commission (2020), “Circular economy action plan”.

15 See for example Euractiv (2020), “EU's new circular economy plan aims to halve waste by 2030” and Friends of the
Earth (2020), “Circular Economy plan: EU Commission burying its head in the sand”

16 COM (2020) 21, published on 14 January 2020.

17 page 1 of the Investment Plan
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monetary policy in the financing of the Green Deal (see Section 5.4.), one of the issues that the
Commission does notmention.

2.2.1. Uncertain “additionality”

Our second observation is that this figure of €1 trillion does not really represent additional
investment; it consists largely of regrouping commitments already made under a new label. Half
of the funding comes from the increased “greening” of the EU budget: by increasing the share of
the budgetfor activities supporting climate and environmental objectives from 20% to 25%, the
Commission intendsto mobilise €503 billion overthe period 2020-2030%8. This target of 25% was
already included in the Multiannual Financial Framework (MFF) 2021-2027%°, the limits of which
have been emphasised: firstly, much of the expenditure within this framework, however useful it
may be, is not strictly speaking investment; and secondly, the methodology used by the
Commission to distinguish between expenditure which contributes to climate objectivesand that
which does not is unreliable and needs to be reviewed, in particular as regards agricultural
subsidies. However, no revision has been announcedat this stage?°.

2.2.2. Optimistic leverage effects

Ourthird observationis thatthe Investment Plan more or less implicitly relieson several leverage
effects, the realisation of which cannot be takenfor granted. The breakdown of the overall amount
according to sources of financing shows that the Commissionis counting on several additional
sources to doublethe amount provided by the “earmarking” of the Community budget.

e The first leverage effect is based on additional funding from Member States under
European programmes. Since partof the EU funds presupposes national co-financing, the
Commission estimates that its 25% climate target will, in turn, trigger additional national
funding estimated at €114 billion overthe period. However, the project does not provide
any incentives for States to increase the overall amounts of their investments; so a
redirection of existingflows, rather thanthe “additionality” claimed in the project, can be
expected.

e The second expected leverage effect involves the private sector and is based on the
European Fund for Strategic Investments, created by the Juncker Plan and renamed
“InvestEU”. This fund offers public guarantees to attract private investors to transition
projects:endowed with€15 billion of the EU's own revenue, the fund enablesthe EIB and
other EU financial partnersto, in turn,increase theirloan guarantees, eventually reaching
some €47 billion in public guarantees for investments in eligible projects. These
guarantees are then expected to mobilise, via a further leverage effect, around €650
billion of private investment, of which €279 billion would be earmarked for the Green
Deal's climate and environmental objectives. However, experience of the original Juncker
Plan prompts doubts, again, about the genuine “additionality” of the projects financed
underthis framework. While the EIB has already increased the share of climate financing

18 For the next budgetary period (2020-2027), the EU budget proposed by the European Commission amounts to
€1.279 trillion.

19 The multiannual financial framework sets the limits for the annual general budgets of the European Union for a
period of five to seven years.

20 See on this subject Grégory Claeys, Simone Tagliapietra and George Zachmann (2019), “How to make the European
Green Deal work”, Bruegel Policy Contribution, No. 13.
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from 25% to 50%, thereis, again, a risk that commitmentsalready made will be accounted
foragain.?!

e The Just Transition Fund (see Box 2) introduces a third leverage effect: from the €7.5
billion invested by the EU over the period, the Commission hopes to raise at least €50
billion through co-financing from the Member States, the EIBand the InvestEU fund.

Finally, the Commission intends to earmark part of the emissions revenue from the European
Trading Scheme (ETS), i.e. €25 billion overthe period,forthe Green Deal. These revenues will, of
course, depend on changes in the carbon price within this system.

2.2.3. Other measures to facilitate publicand private funding

In addition to the financial package itself, the Investment Plan also proposes to review certain
elements of European legislation in order to facilitate private financing and provide technical
assistance to publicadministrations and project sponsors. The firstcomponent consists of several
elementsthat willbe discussed in the following sections.

e Revision of the 2018 GreenFinance Action Plan:this includesthe GreenTaxonomy, which
could be used morewidely, but also astandardforissuinggreen bonds(see Section 5.3.).

e Integrationof environmental criteriain the European Semester (see Section 6.1.1).
e AEuropeanstandard forthe “green budget” (see Section6.1.2)).
e Definition of “greencriteria” in the Procurement Contract Code (see Section 5.1.).

e Areview of Europeanstateaid regulations (see Section 5.1.).

3. MAKING THE TRANSITION DEMOCRATICAND SOCIALLY JUST

The Commission does not seem to have grasped the extent of the social crisis and the mistrust
of the European institutions, the political manifestations of which are visible everywhere. Asa
result, the projectis not constructedin a balanced way across all three pillars —environmental,
social and democratic — when all three pillars are essential to its success. In order to be
effective, the Green Deal should both combat social and territorial inequalities and strengthen
the capacity of our democracies to regulate economiclife effectively.

3.1. Strengthening European democracy

While it relies on “the participation and involvement of the general public and all stakeholders”,
the Green Deal does notpropose anyconcrete measuresto involve citizens in theimplementation
of this project.Giventhe scale of the transformations envisaged, however, successwill depend on
political mobilisation in its favour and, more generally, on strengthening the capacity of our
democracies to regulate the economy and preserve social cohesion. Indeed, the measures that
will enable us to achieve ecological transition involve lifestyle changes for all citizens and conflict
with awide range of economicinterests. A transition policy presupposes, for example, much more

21 Grégory Claeys & Alvaro Leandro, “Assessing the Juncker Plan after one year”, Bruegel, 17 May 2016.
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effective regulation of the influence activities deployed by economic sectors and new forms of
citizen participation, such as consultations inspired by the Citizens' Conventionon Climate Change
established in France. Withoutclaiming to cover thissubject exhaustively, we propose below three
types of measures thatwould boost democratic regulation.

3.1.1. Democratising EU decision-making processes

The democratic deficit in European decision-making processes lies mainly in the work of the
European Commission, the activities of the Counciland the preparation of detailed implementing
measuresfor legislation by committees of experts(Brussels' “comitology”2?). The disproportionate
weight of the lobbies representing the interests of the main economic players tends to alter the
content of Europeanpublic policies. In addition, the lack of transparency at anumber of stagesin
the decision-making process profoundly undermines the legitimacy of the European institutions
and feeds citizens' mistrust. Member States, which bear some of the responsibility in this area,
often aggravate the situation by blaming the European Commission.

Inthis respect,the opacityand lack of democratic controlin the conduct of Europeantrade policy,
pointed outby large numbers of stakeholders (NGOs, trade unions, consumers, SMEs, researchers,
local elected representatives, etc.), appear emblematic. The very unequal access of the various
stakeholders to the negotiating teams, which has been widely documented by the NGO CEO?3,
results in an unequal capacity to influence the very content of the agreements and favours the
'hijacking' of trade policy by the largest multinational corporations. In fact, although we generally
associate trade agreements with the promotion of freetrade, they are equally, if not sometimes
more, a matter of granting certaineconomic actorsspecific rights or economic rents derived from
investmentprotectionrules and jurisdictional privilege, extended intellectual property rights, etc.
(see Section5.2.).

Inthe context of the Green Deal, the European Union must respond swiftly and strongly to these
shortcomings, at the risk of encouraging therise of anti-European movements.

3.1.2. Putting an end to deregulation programmes

The successof the Green Deal willdepend onthe ability ofthe EU and the Member States to adopt
and enforce effective regulations, whether on product standards, social standards or
environmental protection. This ability may be hampered by the European Commission's other
stated objectives, suchas “lightening” regulationand “simplifying” standards, as part of the Better
Regulation?* programme. For example, a coherent Green Deal requires the abandonment of the
Commission's “regulatory offsetting” objectives, i.e. the principle thatany new regulation must be
offset by the repeal of other regulations whose “cost to business” would be equivalent. Similarly,
Member States that wish to pursue a more ambitious environmental or social policy than that of

22 CEO and Multinationals Observatory (2017), “Lobby Planet. Brussels”, and CEO (2019), “Captured states: when EU
governments are a channel for corporate interests”.

23 Studies carried out by the NGO CEO have shown that the consultations carried out by the Commission, whether for
the Transatlantic Free Trade Agreement (TAFTA), the EU-Japan trade deal or Brexit, give pride of place to the
representatives of the largest companies to the detriment of all the other players. For example, 89% of the meetings
organised by DG Trade on negotiations with Japan were held with private sector lobbyists, while only 4% were held
with publicinterest groups such as NGOs, farmers' unions and consum er groups. See for example CEO (2018), “JEFTA:
An exclusive trade between EU negotiators and big business”.

24 European Commission (2019), “Main principles of the working methods”.
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the EU must be able to do so in practice?®. Finally, it is important to put an end to the repeated
attacks on the precautionary principle, in particular through the promotion of the principle of
innovation pushed by economic lobbies and now included in the Horizon 2020 research
framework programme?¢.

3.1.3. Bringing the Green Deal closer to citizens

Lastly, one way to bring the Green Deal closer to the citizens of Europe while strengthening its
legitimacy is to deploy it as much as possible at territory and local authority level, because it is
often at this level that citizen participation can be organised and the most appropriate solutions
implemented. The GreenDeal, in return, offersthe opportunityto propose new tools for tackling
regional inequalities and disparities between urban and suburban areas, which have never been
greater and continue to grow within OECD countries?’. The following section proposes several
courses of action in this area.

3.2.Combating social inequalities

The theme of social justice appears several times in the Communication, particularly in the
introduction, with the notion of “just and inclusive” transition; but this concern only marginally
informs the solutions envisaged. The term “inequality” itself is not presentin the text?%, even
though socialinequalitiesincreasingly overlap with environmental inequalities??; ignoringthis link
risks compromising the veryobjectives of the Green Deal. On the contrary, we musttake seriously
the implicit reference to the American “New Deal” of the 1930s, some elements of which might
inspire today'ssocialandecological transition:in additionto the jobscreated by the establishment
of the welfare state and publicworks, the programmes launched by the Roosevelt administration
also mobilised workersto rehabilitate land, combat soil erosion and create nature reserves. Today,
this historical experience is echoed in citizen demands such as the “One Million Climate Jobs*®”
campaign, launched in 2014.

The social ambition of the Green Deal as proposed by the European Commission is limited to the
“Just Transition Fund” (see Box 2 below) which targets the regions most affected by the climate
objectives. There are no proposals linking the Green Deal to the fight against inequalities or
unemployment (encouraging the reduction and sharing of working time, developing experiments
such as “zero unemployment territories” or the State as employer of last resort, etc.), reinfordng

25 |n practice, the increasing use of maximum harmonisation directives and the fight against the alleged “over-
transposition” of European minimum harmonisation directives limit the room for manoeuvre of European States that
would like to adopt more ambitious measures than those defined at EU level. See in particular NEF, Institut Veblen
and FNE (2020), “La déréglementation en France et dans I’UE. Les dangers de |a soi-disant meilleure réglementation
pour la transition écologique et sociale” [Deregulation in France and the EU. The dangers of so-called better
regulation for ecological and social transition]; NEF and EEB (2020), “Reprotecting Europe. The European Green Deal
vs. the waronregulations”.

26 CEO (2018), “The “innovation principle” trap. Industries behind risky products push for backdoor to bypass EU
safetyrules”

27 See for example Bouba-0lga, O., & Grossetti, M. (2018), “La mythologie CAME (Compétitivité, Attractivité,
Métropolisation, Excellence): comment s’en désintoxiquer?” [The CAME (Competition, Attraction, Metropolisation,
Excellence) Mythology: how can we break the addiction?]; Austin, B., Glaeser, E., & Summers, L. H. (2018), “Saving the
heartland: Place-based policies in 21st century America”, Brookings Papers on Economic Activity, 8.

28 E, Laurent (2020), “The European Green Deal. Bring back the new”, OFCE Policy brief, 63.

29 pPiketty, T., & Chancel, L. (2015), “Carbon and inequality: from Kyoto to Paris”.

30 https://www.campaigncc.org
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the mechanismsofsocial protectionwhereit is weakest (for example by adopting a European level
unemployment insurance scheme) or encouraging the implementation and upward convergence
of European minimum wages.

While social and fiscal policies are not within the EU's remit, the EU has other tools for linking
ecology with social cohesion policies. The Transition Mechanism in particular could play a
fundamentalrole.As it stands, itis instead a “palliative” device, intended to help a limited number
of territories in which employment and development depend heavily on the most “carbon-
intensive” industrial sectors, particularly those associated with fossil fuels. But thereis nothing to
preventit from being transformed into a more ambitious approach:incorporating biodiversity
protection in land use planning, speeding up the transition towards local agriculture, helping
communities develop renewable energies, implementing mobility solutions, etc. It is also at this
locallevel that most social andsolidarity economyactors operate, for whom profitability is not the
main objectiveand whowork to strengthensocial ties and channel fundingtowards projects with
high socialand environmental added value.

The GreenDeal could support the transition of territories in several ways.

e Bygivinga greaterrole to the national territorial plans established by the “Just Transition
Mechanism” (see Box 2 below). The projects funded within this framework must be
designed at territorial level and involve a range of local public and private actors (the
French ecological transition contracts (CTE) offer a source of inspirationin this respect).

e Through a European programme accessible to local authorities and financed by the
EIB/ECB through theissue of specificdebt securities.

e By a European Environment Agency with enhanced powers, deployed in the Member
States or acting as a direct interlocutor for local and regional authorities, offering both
funding and technical assistance.

Box 2. A “Just Transition Fund” with limited scope

The Just Transition Mechanismis the main tool proposed under the Green Deal to support affected
sectorsand regions. The proposal for a regulation published by the Commission states that the aim
is to help those sectors and regions most dependent on fossil energy sources for employment or
economic development. In practice, the aim is to support the “climate transition”: the criterion for
allocating funds is given by territorial greenhouse gas emissions and the level of economic
development of the regions. This tightening of the objectives around climate is understandable
given the low level of financial resources mobilised at this stage, but is contrary to the overall
approach the Green Deal claims to be taking.

Atthe operational level, the Just Transition Mechanismintroduces strong cross-compliance through
a new instrument, the “territorial just transition plan”, developed by each Member State but
assessed and approved by the European Commission. These territorial plans will have to respect the
commitments made under National Energy and Climate Plans and support the objective of carbon
neutrality. The choice of sectors and territories will be discussed by the Commission and the
Member State during the European Semester. Assuch, from 2021, each Member State will have to
presentto the Commission a territorial plan specifying, for each territory concerned, the transition
processto 2030 and identifying the key social, economic and environmental challenges associated
with the transition.
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In terms of financing, the “Just Transition Mechanism” proposed by the European Commission has
three components:
= The Transition Fund itself, endowed with €7.5 billion in new subsidies dedicated to the
“economic diversification” of the territories, and to the training and reskilling of workers and
job seekers.
= A specific programme within the “Invest EU” fund. As explained in Section 2.2., this programme
will offer loan guarantees to attract private investors to eligible projects (energy production,
transport infrastructure, etc.). Given that part of the fund is already dedicated to climate
objectives and that the Commission does not want to open new negotiations on the
distribution of the sums, we can nevertheless assume that a portion of the operations already
committed will simply be re-labelled “Just Transition”.
= Additional lines of credit opened by the European Investment Bank, providing leverage for
public investments (energy production, infrastructure, development of cogeneration, energy
efficiency measures such as buildinginsulation, etc.).
In addition to these three core components, the Commission's action plan involves dedicating a
portion of the Cohesion Fund and the European Regional Development Fund to activities eligible for
the “Just Transition” programme. These Structural Funds must provide amounts between 1.5and 3
times higher than those of the Transition Fund itself.

4. SUPPORTING THE GREEN DEAL USING THE PRINCIPLES OF ECOLOGICAL
ECONOMICS

The Green Deal's approach to environmental sustainability deserves critical discussion on at least
two points. Firstly, despite its stated ambition to address all problems associated with
sustainability, its situational analysis and the resulting solutions focus too intensely on climate
change. Secondly, and even more fundamentally, the Green Deal is making an implicit bet on
“green growth” (called “sustainable growth” or “economic growth decoupled fromresource use”
in the Commission's text) based on a very partial analysis of the decoupling of economic growth
from pressure on natural resources.

4.1. Deepening the notion of sustainability

The environmental crisis is not just about climate change. The Green Deal explicitly acknowledges
this by mentioning otherissues such as loss of biodiversity, yet its objectives are strongly focused
on climate. But the principal and cross-cutting objective of carbon neutrality is not supported by
othersuch clearobjectivesrelating to biodiversity protectionand the depletion or degradation of
some natural resources. And mosttools are calibrated to take climate issues into account butnot
others. Forexample, the Just Transition Fund is, in reality, aJust Climate Transition Fund.

4.1.1. Integrating the concept of planetary boundaries

In its situational analysis of sustainability, the Commission could draw more inspiration from the
natural sciences, which have introduced the notion of physical planetary limits, highlighting the
fragility of the ecosystems and biophysical cycles that ensure the re production of natural resources
and on which we depend for ourvery survival. A frequently cite d modelin this context is the nine
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planetary boundariesdevelopedby ateam of researchersled by climatologistJohan Rockstrom3?.
It reveals that at least four of the planetary boundaries have already been or are about to be
crossed: climate change, biodiversity, land-use change, and the nitrogen and phosphorus cydes.
The advantage of this model is that it reveals many threats to sustainability that remain largely
invisible in economic calculations and impact assessments, including those carried out by the
European Commission.

The fact that limits have been exceeded is now well known, including to representatives of the
European institutions. Hans Bruyninckx, Executive Director of the European Environment Agency,
notes that “Europe's environment is at a tipping point. We have a narrow window of opportunity
in the next decade to scale up measures to protect nature, lessen the impacts of climate change
and radically reduce our consumption of natural resources®?”. Similarly, the recent report of the
Intergovernmental Science-Policy Platform on Biodiversity and Ecosystem Services calls on the
international community to give the issue of biodiversity as much importance as that of climate
change: “Nature is declining globally at rates unprecedented in human history — and the rate of
species extinctions is accelerating, with grave impacts on people around the world now
likely*3”. But these findings have not actuallybeen incorporatedinto the Green Deal.

4.1.2. Factoring in the EU's true ecological footprint

The Green Deal project focuses on the environmental impact of production activities across
Europe and does not adequately take into consideration the wider impacts associated with its
citizens' consumption. In setting its carbon neutrality target, the Commission should be looking
not only at emissions from productionwithin the EUbutalso atimported e missions. More broadly,
sustainability objectives must take into account all types of territorial and imported impacts
resulting from the lifestyles of Europeans, including deforestation, depletion of resources or the
export of waste to third countries. These points are touched on briefly in the text but in a very
vague way. On all these subjects, the Commission should set quantified objectives, specify how
they are to be applied to the imported and exported impacts associated with European
consumption, and indicate what tools willbe usedto reduce and monitor these impacts.

4.2.Changing consumption patterns

The Green Deal reflects an overly technical view of the problems we face, as if technological
progress alone were sufficient to remove the limits associated with planetary boundaries. By
integrating the notion of planetary boundaries as mentioned above, the Commission would
naturally be prompted to question the limits of “sustainable growth” in order to achieve the
ambitious objectives it has setitself, in particular that of carbon neutrality. Without denying the
importance of the greening of production processes and technical innovations, the significance
that this project gives to the circular economyand to digitisation, forexample, seemsexcessive in

31 The best known model was proposed by Swedish climatologistJohan Rockstréom and has nine boundaries: climate
change; biodiversity loss; freshwater use; ocean acidification; chemical pollution; land use change; nitrogen and
phosphorus cycles; atmospheric aerosol loading; and ozone depletion. See for example W. Steffen, K. Richardson, J.
Rockstrom, et al. (2015), “Planetary boundaries: Guiding human development on a changing planet”, Science, 13
February 2015.

32 European Environment Agency (2019), op. cit.

33 IPBES (2019), Press release: “Nature's dangerous decline: An “unprecedented” and accelerating rate of species
extinction”.
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view of their actual potential within the ecological transition, which, ultimately, is rather limited.
While lifestyles are maintained, investment in supply (“decarbonisation” of industrial processes)
reduces the pressure on resources but does not solve the fundamental problem of the physical
limits of the planet, and efficiency gains do not exempt us from needingto seek solutions for
ecological sobriety and adapt ourlifestyles. However, the project hasvery few concrete objectives
that are directly relatedto habits and lifestyle.

4.2.1. Decoupling is insufficient to meet Green Deal objectives

The Commission starts from an excessively optimistic assessment of our ability to “decouple”
economic growth from the pressure on natural resources, including the capacity to absorb
pollution and waste produced by economic activities. This debate is crucial because it concemns
the potential of “green”technologiesto reduce the negative effects of economicactivities, and to
reduce them farenough thatthey respect the physical boundariesdiscussedabove.Butitis also a
difficult debate since it involves relating monetary data (most often GDP and its growth) to a
wealth of physical data: notonly greenhouse gas emissions but also land use, consumption of non-
renewable resources, productionof solid waste, quantity of energy consumed, etc.

For each type of resource, research distinguishes between relative decoupling and abso lute
decoupling: with relative decoupling, environmental pressure continues to follow trends in GDP
but increases more slowly than the latter; with absolute decoupling, the two curves are truly
independent, so that pressure on resources can decrease while GDP continues to increase.
Whetherweare talking about the consumption of natural resources or compliance with the Paris
Climate Agreement, relative decouplingis not enough: we must succeed in significantly reducing
the pressure onresources. Empirical researchshowsthatwe are not succeeding, ornot succeeding
fast enough, to meet climate and environmental targets: thereis no genuine decoupling observed
that meetsthechallenges.

Box 3. The decoupling bet
Decoupling of GDP and GHG emissions

The European Commission limits the discussion to the decoupling of GDP from GHG emissions. It is
based on the observation that, between 1990 and 2018, the EU has reduced its GHG emissions by
23%3* while recording a61% growth in GDP. This is why the Green Deal is currently being presented
as a “new strategy for growth”. However, there are two problems with using these data to conclude
the decoupling of GDP growth froman increased ecological footprint.

= Firstly, the Green Deal's stated GHG reduction target only concerns emissions generated on
European soil. This does not make much sense as the decline in emissions from OECD countries
is largely attributed to the relocation of polluting economic activities3®.

34 EU GHG emissions are calculated by the European Environment Agency on the basis of inventories prepared by
Member States, which have different methodologies (although they are considered consistent). Inaccordance with
the emissions accounting methodology proposed by the UNFCCC following the Kyoto Protocol, this figure gives the
greenhouse gas emissions in the territory for all sectors except maritime transport, excluding land use change and
biomass.

35 Ibid.
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Whenimported emissions are taken into account, the differences can be significant. According
to a study by CGDD and I4CE3®, for example, a 22% reduction in CO; emissions from energy
combustion between 1990 and 2016 is achieved by limiting the scope to emissions produced by
activities within the EU; if we take imported emissions into account, the reductionis only 17%.
Similarly, Wood et al. (2019) have produced two estimates of the reduction in total GHG
emissions achieved by the 28 EU member countries between 1995 and 2016: this reduction
amounts to 13% when only territorial emissions are taken into account, but falls to 8% when
imported emissions are included in the calculation.

This resultis not surprising and reflects the EU's status as a netimporter of emissions37: according
to this study, one third of the EU's total GHG emissions footprint comes from emissions
incorporated inimports. This proportionis likely to increase further with the Green Deal's plan
to digitise the European economy: the territorial reductions achieved through digitisation in
Europe will be offset by the increase in emissions due to the intensification of industrial and
extractive activities abroad.

= Secondly, regardless of the scope selected, it is not possible for this emissions reduction
trajectory to achieve the current objective of a 40% reduction by 2030, a target that is in any
case insufficient to limit the rise in temperatures to 2°C38. A fortiori, the currentrate of emission
reduction is absolutely not compatible with the objectives setby the EU inthe Green Deal.Asan
example, the consultancy firm Carbone 4 estimates that, as of Thursday 5 March, France has
emitted all the greenhouse gases it could release in one year if it were to comply, today, with
the carbon neutrality target it has setitself for 20503°. To putit another way, the effort suggested
in the Green Deal would involve moving froman annual rate of emission reduction that has been
around 0.7%on average for the EU over the period 1990-2017 (excluding the crisis years of 2008
and 2009)to 4.3% per year from 2020 to 205040,

Decoupling of GDP and material consumption

The problem is even more acute when it comes to material and resource consumption. Domestic
material consumption also appearsto show a form of decoupling (down 7% in the EU between 2000
and 2018 while GDP increased by 30%*1). However, the material footprintindicator, which accounts
for all material consumed, including indirectly through imported manufactured goods, shows on the
contrary a continuous increase between 1990 and 201042,

This impasse can be explained by two types of difficulties that are not addressed, or only
marginally, in the Commission's project.

36 CGDD and I4CE (2020), “Datalab. Key Figures on Climate. France, Europe and Worldwide”.

37 Wood, R., Neuhoff, K., Moran, D., Simas, M., Grubb, M., & Stadler, K. (2019): “The structure, drivers and policy
implications of the European carbon footprint, Climate Policy”.

38 See World Energy Balance (2019) Enerdata.

39 Jour du déreglement : a compter de jeudi 5 mars, la France a une dette climatique [Deregulation Day: from
Thursday 5 March, France has climate debt], Le Monde, Wednesday 4 March 2020.

40 E. Laurent (2020), op. cit.

41 |bid.

42T, 0. Wiedmann, H. Schandl, M. Lenzen, D. Moran, S. Suh, J. West, and K. Kanemoto, (2015), “The material footprint
of nations”, PNAS May 19, 2015 112 (20) 6271-6276; 1st edition 3 September 2013.
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On the one hand, there are the strictly technical difficulties, such as the well-known limits of
recycling plastics and metal alloys: the potential of the circulareconomy is, in reality, limited*3. It
is therefore on extremely fragile scientificgrounds that the Commission is basing its optimistic bet
on green growth, as evidenced by the importance accorded to the circular economy and digital
technology**.

On the other hand, the Green Deal does not even mention the rebound effects* that can
significantly reduce, or even cancel out, the energy and material savings achieved through
technical progress. In thisrespect, two main categories of rebound effects are oftendistinguished:
direct effects, where efficiency gains cause a reduction in the price of the resource and
consequently anincreaseinits demand; indirect effects, where the same efficiency gains increase
purchasing power, which is passed on to other products whose environmental impact may be
worse. These effects, and the indirect effectsin particular, are very difficult to identify and to
incorporate into public policy. But, by completely ignoring them, the Green Deal encourages us to
seek technical and digital innovations that are often useless and the environmental impact of
which may ultimately prove negative*®.

4.2.2. Focusing indicators and objectives on usage

Environmental sustainability is measuredfirst and foremost throughfinal consumption; efficiency
indicators (amount of primary energy and material consumed per unit of production) are only
intermediate indicators that say nothing about the overall “size” of the economy in relation to
planetary boundaries. The focus on consumption naturally leads to a range of indicators
incorporating ecological sobriety, such as:

e productlifespans forthe main categories;

e the proportion of journeys in the EU made by public and eco-friendly transport in urban
areas;

e theshare of food consumption provided by sustainable agriculture;
e reductiontargetsforimported emissions, etc.

Supported by this type of indicator, stated objectives shouldalso target the transformation of final
demand, by:

e combatingthe plannedobsolescence of products, with productlife cycle standards;

e raising standards for broad categories of everyday consumer products, so that the most
polluting models are banned where altematives exist (typically, the most fuel-ineffident
private vehicles);

43 Arnsperger, C., & Bourg, D. (2016), “Vers une économie authentiquement circulaire [Towards a truly circular
economy]”, Revue de I'OFCE, (1), 91-125.

44 Centre d'analyse Stratégique (2011), “Pour une consommation durable” [Towards sustainable consumption].

45 Ademe (2010), “Les effets rebond des mesures d'efficacité énergétique : comment les atténuer ?” [The rebound
effects of energy efficiency measuresand how to mitigate them], “Ademe & vous - Stratégie et études, no. 24

46 Philippe Bihouix (2014), “L'Age des low tech. Vers une civilisation techniquement soutenable [The age of low-tech.
Towards technically sustainable civilization]” , Le Seuil, and Eric Vidalenc (2019), “Pour une écologie numérique [For a
digital ecology]”, Les Petits Matins.
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e increasingthe shareof railand inland waterways in total freighttransport;

e amending the common marketrules to support local production where the social and
environmental balance sheet calls for it, and reducing the share of supplies from global
value chains;

e combating soil artificialisation, as set out in national biodiversity protection plans, and
limiting the use of mitigation banks.

Such targets and indicators only appear on the fringes of the Green Deal, whereas they should
form the basis of the Green Deal. And, symptomatically, the Circular Economy Action Plan
published by the Commission on 11 March fails to set out obligations and quantified targets for
reducingthe EU's overall material footprint*’.

Box 4. The ecological balance of the “all-digital age”

While the environmental impact of digitisation is briefly mentioned in the Green Deal, no concrete
measures are proposed to reduce it or at least to limit its growth. The Commission sees the digital
transition primarily as a source of productivity gains and increased competitiveness. It therefore
considers digital technology as a central element of the solutions to the ecological crisis*®, as
evidenced by the strategy presented by the Juncker Commission in 2018. From electricity
transmission and distribution networks to agriculture and industry, from home automation to
connected cities and automated transport, no field of activity is exempt from this.

While the energy efficiency gains made possible by these innovations may be significant, they must
not be a pretext for the all-out digitalisation of the European economy.Indeed, recentfigures on the
environmental costs of digital technology worldwide, for all uses, reveal*?:
= how energy-intensive itis—accounting for 4.2% of the world's primary energy consumption in
2019.This percentage could be multiplied by 2.5 between 2010 and 2025;
= the emissions produced — accounting for 3.8% of GHG emissions and an estimated 5.5% by
2025;
= its contribution to the depletion of scarce natural resources.

These figures invite us to qualify the belief that the digital transition is the right solution in all
circumstances. Firstly, there is no assurance that efficiency gains always exceed the associated
environmental costs®?. Secondly, the spectacular growth of this sector (with a 48-fold increase in the

47 European Commission (2020), “Circular Economy Action Plan - the European Green Deal”, 11 March 2020.

48 “Digital technologies are a critical enabler for attaining the sustainability goals of the Green Deal in many different
sectors” (p. 10).

49 GreenlT (2019), “Environmental footprint of the digital world”

50 Eric Vidalenc (2019), op. cit.
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number of connected devices worldwide between 2010 and 2025, according to forecasts®!) contrasts
sharply with the slowdown in energy efficiency gains and calls for serious reflection on the
moderation of digital practices. Instead of increasing already strong competition for rare earth
metals, the Green Deal could encourage European industry in a transformation towards a low-tech
model, based on simple, moderate innovations and stimulated by legislation aimed at extending the
shelf life of products and combating planned obsolescence52.

5. ALIGNING ALL EUROPEAN POLICIES

The Commission rightly states that “all EU actions and policies will have to contribute to the
European Green Deal objectives”. However, the project skims over, or quite simply remains silent
on, many areas of EU competence that affect the chances of a successful ecological transition.
Worse still, certain policies aggravate the crisesto which the Green Deal is aiming to respond, and
risk compromising its objectives. In what follows, we confine ourselves to identifying the main
areas of exclusive or shared EU competence that have been overlooked or only partially
incorporated.

5.1. Acommon market that integrates ecological and social
objectives

A historic cornerstone of European integration, the common market establishes an area of free
movement of capital, goods and services and, to a lesser extent, of people, while respecting the
principle of free and fair competition and favouring “an efficient allocation of resources” (Artide
120 TFEU). It gives the European Union two powerful levers forimplementing the transition:the
definition of standards (technical, safety, environmental, etc.) and the definition of competition
rules thatregulate not only the activities of European companies but also the sectoral policies of
the Member States. However, this construction remainsincomplete,and many perverse effects —
such as the impact of the free movement of capital on tax competition within the EU>® —
undermine the capacity of Member States to implement ambitious social and environmental
policies.

Interms of the pursuit of the Green Deal objectives, one major obstacle relates to the competition
rules governing the single market. These rules suffer from the same problem as the economic

51 GreenlT (2019), op. cit.

52 The introduction of the offence of planned obsolescence in 2015, the victory for the Halte a I'obsolescence
programmeée (Stop Planned Obsolescence) association inits legalaction against Apple on 7 February 2020, and the
adoption on 11 February 2020 of Law No. 2020-105 of 10 February 2020 on combating wastage and the circular
economy, which addresses these issues albeit with a limited degree of ambition.

53 See M. P. Devereu, R. Griffith & A. Klemm (2002), “Corporate income tax reforms and international tax
competition”, Economic policy, 17(35), 449-495 and Henri Sterdyniak, “L’imp0t sur les sociétés peut-il survivre a la
mondialisation et a I'intégration européenne ? [Can corporate tax survive globalisation and European
integration?]” Revue de I'OFCE, 2018/4(no. 158), pp. 359-382.
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theory behind them>?*, namely a definition that is in many ways biased and incomplete of what
constitutes “unbiased and fair” competition. Despite a lively debate on negative externalities,
most socialand environmental costs donot appear in the economic calculations of businesses and
consumers, or in the Commission's impact assessments, where the effect on well-being of a
particular regulation is measured mainly by the resulting volume of consumption.

Inthis respect, atleast the Green Deal InvestmentPlan opens the debate on two keyareas of the
common market: publicaid and public procurement.

5.1.1. Revision of state aid guidelines

In 2017, state aid for environmental protection and energy efficiency amounted to around 0.4%
of European GDPaccording to the European Commission, a figure that is constantly increasing and
that must be compared with the European budget (around 1% of EU GDP). It is therefore a
powerful lever for action despite the fact it remains constrained by the overall regulatory
framework: in order not to be considered a distortion of competition, Member States must
convince the Commissionthat state aid is essentially limited to correcting a marketfailure. In other
words, public intervention in the market sector is a priori considered sub-optimal, and the
regulatory framework restricts the role of public action to the transmission of the “proper
incentives” to agentsto the extentthat the marketdoesnotalready do so.

Within this limited policy framework, Member States have a certain margin of manoeuvre to
pursue social or environmental objectives, and this margin of manoeuvre has gradually been
widened. For example, in 2014, the Commission revised its state aid guidelines on support for
renewable energy and environmental protection. Between 2014 and 2016, 95% of state aid for
renewable energy and 81% of aid for other purposes, such as aid for SMEs, regional development
or the promotion of innovation, wasvalidated by the Commission>°.

The GreenDeal InvestmentPlan wants to go further and announces a review of the state aid rules
on facilitating the implementation of transition policies by Member States. Pending this review,
whichis scheduled for 2021, the Commission undertakes as of now to interpret the rules in force
“flexibly” in relation to State aid for the following purposes: “decarbonisation” of production
processes, renovation of buildings, installation of heating networks, closure of coal-fired power
stations, and support for the circular economy. This shift in favour of ecological transition is
welcome, even though the scope of action is restricted to a limited list of objectives (Member
States may remain more constrained in areas not listed, such as publictransport developmentor
supportforlocal agriculture).

Inview of the low percentage of state aid refused and given that previous promises of “increased
flexibility” in eligibility criteria been madein the past, we might wonder about the actual scope of
this new commitment. Surely the mainobstacles topublicaction in this area are located upstream,
in the form of “regulatory self-censorship” that limits the use of this tool to the situations least
risky for the States?Indeed, the research shows aform of self-censorship resulting from fear that
a private company may challenge certain public policies before the European Court of Justice on

54 Antonin Pottier (2016), “Comment les économistes réchauffent la planete [How economistsare warming up the
planet]”, Seuil.

55 P, Bougette & C. Charlier (2016), “La difficile conciliation entre politique de concurrence et politique industrielle : le
soutien aux énergies renouvelables [The Difficult Conciliation between Competition Policy and Industrial Policy: Public
Support for Renewable Energy]”, Revue économique, 67, 185-199.

27




the grounds that they would distort competition®®. In addition, recourse by foreign investors to
investment arbitration mechanisms provided for in investment protection agreements could also
increase, as evidenced by recent cases against the revision of Spain's renewable energy support
policy afterthe financial crisis®’.

5.1.2. Publicprocurementrules

The Commissionwill propose introducing “minimummandatory “green” criteria or targets” (p. 13
of the Investment Plan)in the regulation of public procurement; these criteria would be applicable
to public procurement in certain sectors, to access Community funding or in legislation defining
product standards. “Such minimumcriteria will 'de facto' seta commondefinition of what a 'green
purchase'is, allowing collection of comparable data from publicbuyers, and setting the basis for
assessing theimpact of green public procurements”, explainsthe Communication (p.12). Thisis a
stepinthe right direction, but whylimit the incorporation of mandatory environmental criteria to
certain sectoral initiatives instead of including them in the Procurement Contract Code as they
are? Furthermore, the notion of “minimum criteria” may cause concern: does this mean that
criteria more ambitious than this lower limit could be considered an infringement of competition
rules? Aboveall, it remains to be seenwhether “green” criteria will really be binding; for the time
being, the Commission is merely “encouraging” national public authorities to incorporate them
into theirinternal regulations.

Finally, the Commission notes that,in orderto define “green criteria” in a credible way, life cyde
analyses shouldbe used “where possible”, but merely calls on companiesin the sectorsconcemed
to develop reliable methodologiesin this area. This is just one example of a general problemthat
we will discuss in the last section: a coherent Green Deal requires a review of governance
instruments and impact measurement tools.

OUR PROPOSALS

To go further,a European “BuySustainable Act” should more clearly encourage national and local
companies to transform their production models while promoting local employment and the
sectors mostalignedwith climate and environmental objectives. Instead of multiplying exceptions
with uncertain effects within an overall framework that is hostile to public intervention, a “Buy
Sustainable Act” would involve a general revision of public procurement law with the following
conditions.

- A general stepping up of social and environmental criteria: the consideration of these criteria
when selecting a service provider must be systematicand compulsory, not voluntary.

- A reversal of the hierarchy of normswithin the existing regulatory framework:competition rules
must no longer prevent States or communities from adopting more stringent standards on
environmental protection and the fight against climate change.

- An opening up of the same regulatory framework to criteria other than environmental
protection, suchas corporate taxresponsibility, product recyclingrate, local content requirements
(onemployment, suppliers, etc.).

56 |bid.
57 Yamina Saheb (2020), “Modernisation of the Energy Charter Treaty: A Global Tragedy at a High Cost for Taxpayers”,
Openexp
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These proposals presuppose a connection with those on external trade policy (see next section),
as the latter limits the ability of the EU and Member Statesto changeinternal market rules. This is
why any commitments made in trade agreements that would prevent the inclusion of additional
criteriafortender selection (tax responsibility, location contentrequirement, etc.) in the European
directive on public procurement should be prohibited.

5.2. A trade policy at the service of transition

EU trade policy tends to treat the promotion of trade and investment as an end in itself and to
neglectthe issue of the impacts generated by the activities concerned on society and the planet.
Itis seen as a tool for stimulating the economy, in particular by offering European companies a
relay for growthin more dynamic markets outside the EU. Inthe absence of any real decoupling
of GDP growth and pressure on natural resources (see Box 3), this approach contributes directly
tothe increasein GHG emissionsand othernegative environmentalimpacts. In the case of France,
the government's 2018 Report on Wealth Indicatorsreports a doubling (+99%) of imported carbon
emissions between 1995 and 2016, while emissions from domestic activities decreased by 20%
over the same period (1995-2017). This growth in import emissions explains why the overall
carbon footprint of the French has increased by 20%. According to the same report, “the
economies of major exporting countries generally have higher GHG intensities than France”. The
phenomenon we are observing is therefore simply the relocation of the most GHG-emitting
operations to carbon havens®® rather than any genuine change in consumption and production
patterns.

By insufficiently integrating ecological and social factors, trade rules encourage unsustainable
patterns of production and consumption, and promote the development of activities that
generate environmental damage and serioushumanrights violations®°.

Assuch, despite the sustainable developmentobjectivesannouncedin the “Tradefor All” strategy
adopted by the European Commissionin 2015 and the very positive assessment made by the
outgoing team®, the European Union'strade policy is not compatible with its international sodal
and environmental commitments. In particular, it contributes to the creation of new obstades to
ecological and social transition by reducing States' room for manoeuvre in many areas. However,
more robust environmental rules within European territory can only be incorporated into a solid
pact with producers if equivalentrequirements are applied to products imported into the EU.

The inclusion of certain aspects of trade policy in the Green Deal is, in this respect, an implicit
admission of the current lack of coherence. But the situational analysis is incomplete in that the
exercise essentially consists of promoting the positive effects of trade agreements on the

58 By analogy with tax havens, this concept refers to countries where deficiencies in climate regulation could attract
the highest emitting activitiesin international value chains.

59 For example, between 2005 and 2013, more than half of the listed companies in the UK, Germany and France were
involved in human rights controversies; see IPIS (2014), “The Adverse Human Rights Risks and Impacts of European
Companies: Getting a glimpse of the picture.”

60 “Based on the European Commission’s Trade for All strategy, the EU’s trade policy is already contributing to
sustainable development in the EU and in third countries. Fair and rules-based trade can contribute to the global
uptake of climate-friendly technologies, facilitate the energy transition, and help secure supplies of the necessary raw
materials, including those used in low-carbon technologies.”, 28/11/2018 - COM (2018) 773 - A Clean Planet for All - A
European strategic long-termvision for a prosperous, modern, competitive and climate neutral economy.
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environment without seeking to mitigate their negative effects. And the European Commission's
proposals are limited to two measures.

As a first step, the Commission is proposing to work on a carbon border adjustment mechanism
for certain sectorsto reduce the risk of carbon leakage, if differences in ambition levels between
countries persist. This proposal is a recurring issue in public debate. In France, it is strongly
supported by the government and was again advocated by all candidates at the last European
elections. However, it by no means has the support of all other member countries. Additionally,
the implementation of this instrument certainly poses many issues, not only technical (how to
measure the carboncontentof targeted products), butalso legal (compatibility with WTO rules in
particular) and political (risk of retaliatory measures by third countries). Its main purpose would
be to create the necessary conditions for stepping up the pressure on economicactors to actually
achieve emission reduction targets. This would include reforming the EU emissions trading system
to end the distribution of free allowances andintroduce other measures to boostthe carbon price
rise that began in 2018. In order to convince third countries of the merits of this instrument, at
least part of the revenue should be used to help finance climate change initiatives in developing
countries. However, the carbon border adjustment mechanism, ifimplemented, will not solve all
the environmental and social problems relatedto trade policy.

The Commission also endorses the French Government's proposal to make the Paris Agreement
on climate an essential element of future trade agreements. However, the actual scope of such a
provision could be very limited; the EU Court of Justice ruling on the EU/Singapore agreement?®?
already gives the EU theright to suspendatrade agreement in its entirety in the event of a breach
of the section on sustainable development or of a massive violation of human rights. In practice,
this option has never been seriously considered, partly because the terms of the social and
environmental clauses are too vague and partly because suspending an entire trade agreement
appearsfartoo radicalasanction. Furthermore, the Commission's proposal doesnot mention the
countries that formally remain in the Paris Agreement butdo notimplement it effectively. Finally,
the Commission proposes only to include it in what it calls “comprehensive” agreements , which
does not apply, for example, to the ongoing trade negotiations on goods and conformity
assessmentswiththe United States. Above all, it proposes only to start with negotiations beginning
in 2020. All these weaknesses have prompted the Veblen Institute and the Nicolas Hulot
Foundation to propose a more effective solution: to insert into all trade agreements currently in
preparation special clauses detailing the commitments of the Paris Agreement (or other
international agreements) to be adhered to and defining graduated sanctions according to the
seriousness of any violations recorded, so that sanctions can be triggered almost automatically
ratherthan being solely dependent on the political will of the Statesin question 2.

Since the bilateral trade agreements currently under negotiation are establishing the framework
foreconomicexchanges for decades to come, this is no longer the time foragradual ‘greening’ of
individual chapters, while we continue to encourage the trading of goods and services that are
harmfulto the environment.Thereis an urgent need totransformtrade policy from top to bottom,
from the way agreements are negotiated to their final implementation, including the choice of
partnersandthetools putin place to make commercial benefits conditional upon compliance with
a minimum set of social and environmentalrules. Conducting such areform involves suspending

61 See paragraph 161 of Opinion 2/15, delivered on 16 May 2017.
62 RAC France, FNH and Veblen Institute (2018), “Intégrer |’Accord de Paris dans les accords commerciaux
bilatéraux [Integrating the Paris Agreement into bilateral trade agreements]”
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the ratification of recently finalised agreements (CETA, agreements with Japan, Singapore,
Vietnam and Mercosur)and declaring a moratorium on the twenty or so negotiations under way
(with the United States, Australia, New Zealand, Indonesia, Mexico, Chile, Tunisia, Uzbekistanand
an investment protection agreement with China®3), in ordertoinitiate the process of completely
redefining trade policy.

Box 5. Exiting the Energy Charter Treaty (ECT)

The ECT is an international agreement that came into force in 1998. It now has 53 members from
across Western Europe and Central Asia to Japan. The EU in its own right and all its Member States
exceptltaly are signatories.

Originally designed to secure the EU's energy supply after the demise of the Soviet Bloc, it aims to
encourage and protect investment and trade in energy materials, products and production
equipment. Above all, the treaty offers investors in this sector the opportunity to use arbitration
tribunals to challenge state decisions that harm their interests. This mechanismis very favourable to
investors, allowing them to demand compensation, not only on the investments made but also on
the expected future profits.

In fact, it is the treaty that has generated the most investor-state disputes, as well as some of the
most costly disputes in the history of investment arbitration. Some 130 cases under the ECT
provisions are known to date, of which 67 are still pending and 83 are disputes between investors
and EU countries (i.e. 64%). Some of the most emblematic disputes include the two claims made by
Vattenfall against Germany (challenging the environmental rulesimposed on a coal-fired power plant
and then the decision to phase out nuclear power), Rockhopper Exploration's claim against Italy
(following the ban on offshore drilling) and Uniper's threatened complaint against the closure of a
coal-fired power plantin the Netherlands. The countries mostfrequently attacked are Spain (48) and
Italy (12) and the countries from which the most active investors in terms of lawsuits originate are
the Netherlands (26), Germany (24) and Luxembourg (23).

In a reportpublished in February 202094, Yamina Saheb, former head of the Energy Efficiency Unitat
the ECT International Secretariat and author for the IPCC, gives a harsh assessment of the
implementation of this treaty, which she considers simply incompatible with the fight against climate
change.
= On the basis of accumulated foreign directinvestment (FDI) in ECT member countriesin January
2020, the potentially stranded assets protected by the ECT since its entry into force would be in
the order of €879 billion (without major changes to the Treaty, and these assets could reach
€2.15 trillion by 2050).
= Over the period 2013-2019, 61% of the investments protected by the ECT were in the fossil fuel
sector.
= The cumulative emissions correspondingto the intra-European investments protected by the
ECT are estimated at 30 Gt, which is equivalent to the remaining European carbon budget
between 2018 and 2050 to avoid exceeding 1.5°C.
= Ending all existing fossil fuel contracts protected by the ECT since its entry into force could cost
taxpayers at least €523.5 billion. Failure to reformthe ECT could increase this costby up to €1.3
trillion by 2050 (42% of which would be paid by European taxpayers).

63 The detailed list of ongoing negotiations is availableat this link.
64 'Y, Saheb (2020), op. cit.
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On the basis of this observation, Yamina Saheb recommends ending the protection of investments
in fossil fuels under this treaty or, failing this, considering an exit fromthe treaty accompanied by an
agreement to repeal the sunset clause that protects investments already made for a period of
twenty years after the unilateral withdrawal of a signatory country. Such an exit should if possible
be coordinated between atleast the EU and EFTA countries, which account for 80% of FDI in the EU
and are covered by the ECT.

OUR PROPOSALS®>

— Democratise trade policy by ensuring transparency and real democratic control throughout the
negotiation and implementation of agreements.

— “Put trade back where it belongs, i.e. apply the principle that the implementation of binding
multilateral rules to combat climate change, protectbiodiversity or ensure respect for human
rights by companies mayhaveanimpact ontrade flows.

— Require compliance with a minimum set of environmental and social requirements in retum
foraccessto the European market.

— Promote multilateral and cooperative reform of WTO rules (often incorporated in bilateral
agreements)that have hadthe effect of limiting the capacity of States to establish ambitious public
policies on social or environmental issues (promote social and environmental traceability
throughout the value chain, redefine the notion of product 'likeness' in order to make
unincorporated processes and production methods - PPMs - discriminatory and deployable in
establishingthe differentiated treatment of products, broadenexisting general exceptionclauses,
protect the precautionaryprinciple, etc.).

—Target much more precisely the goods for which trade preferences should be granted, based
on the “green” (and if possible “brown”) taxonomy or other technical benchmarks for qualifying
environmental impacts, and link the granting of trade benefits to compliance with product
sustainability criteria.

— Integrate indicators such as the monitoring of imported emissions and the protection of
biodiversity to assess the relevance of the various trade agreementsunder consideration and the
guality of theirimplementation.

— Halt the expansion of investment arbitration and remove investor-state dispute settlement
clauses from all existing trade or investment protection agreements. The EU could start by ending
the protection of investments in the fossil fuel sector by leaving the Energy Charter Treaty, which
has beenthe most widely used treaty in disputes against Member States.

— Use regulatory cooperationto step up the protectionof environmental and human rights and
ensure genuine democratic oversight of this mechanism.

65 Veblen Institute and FNH (2019), “Making trade serve the ecological and social transition”.
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5.3. Financial regulation beyond “green finance”

Banking and financial regulation onlyappears in the Green De al from the very specificangle of the
tools proposed to develop “green finance”, as if the structural functioning of the financial system
as a whole were neutralfrom the point of view of the project's stated climate and environmental
objectives. Yet we know that this is not the case: what, in 2015, the Governor of the Bank of
England, Mark Carney, called “the tragedy of the horizon®®” signals a persistent gap between the
long-term nature of necessary investments and the short-term nature of financial speculation.
Systemicreformsare necessary to reduce the short-termismof a globalised and poorly regulated
financial market, symbolised by the growth of index funds, the weight of “too big to fail“ mega-
banks and high-frequency trading. Rather than asking what kind of financial regulation could
betterserve the objectivesof environmental and social transition, the Green Dealfocuseson the
expectedfunding sources, arriving at the “magic” figure of €1 trillion (see Section 2.2.).

The Green Dealonly refers to financial regulation to suggest revising the regulatorytools already
included in the “Action Plan on Sustainable Finance“ adopted by the previous Commission in
March 2018. These tools essentially aim to build an information chain that makes it possible to
judge whether a financial product labelled as “green”is actually “green”, leaving it up to the
markets to direct financial flows according to the preferences of savers and investors. These
include the “green taxonomy”, “green” performance indexes, and the integration of
environmental, social and governance (ESG) criteria into corporate reporting, ratings from rating
agencies, prospectusesforinvestors and financial advice for savers.

Tools to enhance market transparency will not be sufficient to meet the objectives of the Paris
Agreement, which, despite its narrow focus on climate issues, serves as a benchmark in that it
commits signatory countries to make financial flows “consistent with a pathway towards low
greenhouse gas emissions and climate-resilient development®””. We're a long way from that.
Firstly, the funding available for the ecologicaland energy transition remains far below the sums
needed (seeSection2.2.). Secondly, the financing of polluting investments and fossil fuels has not
stoppedsincethesigning of the Paris Agreement.

OUR PROPOSALS

- Refashion finandal regulation on the principle of radical uncertainty. In view of the irreversible
nature of the changes linked to climate disruption, we advocate a change of approach to climate
and environmental risk management, namely financial regulation based on the precautionary
principle®®. These risks are systemic in nature and require a new approach to risk, where the
guestionis notso muchhowto puta figure on the financial value at risk as to be aware of the long-
termrisks forthe economyand society as awhole,and to act accordingly.

66 In a speech delivered at Lloyd's of London on 29 September 2015

67 Article 2.1, paragraph C: “Making finance flows consistent with a pathway towards low greenhouse gas emissions
and climate-resilient development.”

68 Hugues Chenet, Josh Ryan-Collins & Frank van Lerven (2019), “Climate-related financial policy in a world of radical
uncertainty: Towards a precautionary approach”, Institute for Innovation and Public Purpose, UCL working paper no.
13
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— Introduce a “climate/environmental buffer®®” of additional capital in EU regulatory capital
requirements. The macro-prudential provisions introduced in the Basel Ill Agreementin 2010
introduced a counter-cyclical buffer to adjust the capital requirement to the financial cycle (time
dimension of systemic risk) and a systemic surcharge to adjust the capital requirement to the
systemic dimension of certain banking groups (cross-sectional dimension of systemic risk). By
considering climaterisk as an additional dimension of systemicrisk, we propose the creation of an
“ecological buffer”, which would be added to the risk-weighted capital ratio or the leverage ratio
(capital/total exposure) and which would evolve with the degree of alignment. Its “thickness”
would depend on the distance of the financial sector from the defined decarbonisation targets of
bank balance sheets. The buffer would initially be at its maximum (threshold to be set by the
competentauthorities) and could thenbe reduced as progress towardsthe objectivesis achieved.

— Introduce a climate/environmental leverage ratio’®. On the basis of initial work carried out by
some European central banks, it seems that it is already possible to use the European NACE two-
digit nomenclature to identify the most greenhouse gas emission-intensive assets. It therefore
seems possible to divide banks' balance sheets into climate risk classes, from “green”to “brown”.
An alternative option would be to set up a leverage ratio with a minimum threshold adjusted to
climate risk classes. This capital requirement would be in addition to those currently in force and
would increase with the level of exposure of the bank's balance sheet to climate risk. This provision
would be more modular than the ecological buffer, since it could vary significantly from one
establishment to another depending on level of exposure. However, its implementation would be
more dependent on advances in taxonomy.

— Broaden the scope of the green taxonomy to make it a “brown and greentaxonomy*, ie, a
toolthat can also be usedto identifyactivities with negative environmental impacts. This extension
could be operational as earlyas 2021, based onthe methodologies used by thefirst climate-related
systemicstress tests, developed in recent years by some European central banks.

- Review IFRS accounting standards to identify those that induce procyclical biases in the
investment strategies of banks and insurance companies. For example, research has highlighted
the negativeimpactof IFRS9or, forinsurance companies, IAS39 and IFRS 4, which tendto increase
investment volatility’*. More broadly, the impact of fair value accounting on the weighting of
capital should be reduced where it penalises certain types of long-term assets such as assets
financing infrastructure projects’?.

— Strengthen the European directive on non-financial reporting to require large companies,
banks, insurance companies andinstitutional investors to publish an environmental balance sheet
analysing the environmentalimpactsand risks related respectively totheir economic activities and

69 From a technical point of view, it seems more simple to start with the climate assessment alone in order to apply
the first measures from 2020 onwards, without waiting for other criteria to be integrated into the assessment
methodology used by regulators and supervisors. However, this integration is necessary.

70 |dem.

71 See, for example, Sandra Rigot & Samira Demaria (2016), “Normes comptables et prudentielles des intermédiaires
financiers au regard de I'investissement a long terme [Accounting and prudential standards for financial
intermediaries in relation to long-term investment]”, Policy paper presented at the 6th Etats généraux de la recherche
comptable [French Symposium on Accounting Research], 12 December 2016.

72 On this subject, see for example Dominique Plihon & Sandra Rigot (2018), “Pourquoi manque-t-on d'investisseurs a
long terme ? [Why is there a shortage of long-term investors?”, Centre d'Economie de Paris Nord (CNRS), Revue
d'économie financiére, No. 130, 2nd quarter 2018.

34



http://www.anc.gouv.fr/files/live/sites/anc/files/contributed/ANC/3.%20Recherche/D_Etats%20generaux/2016/PolicyFR/PP_TR3_FR_RIGOT_VF.pdf
http://www.anc.gouv.fr/files/live/sites/anc/files/contributed/ANC/3.%20Recherche/D_Etats%20generaux/2016/PolicyFR/PP_TR3_FR_RIGOT_VF.pdf

the financial securities held in their portfolios. For companies operating in the most polluting
sectors, annual balance sheets should include, in particular, indicators ofindustrial conversion such
asthe share of income fromdifferent activities.

- Strengthen thelegislationon European Supervisory Authorities, which, in cooperation with the
competent national authorities, must validate the attribution of “green finance” labels (such as
Ecolabel) to financial products, and validate the methodologiesusedin this field.

— Strengthen legislation on rating agencies to make it mandatory to systematically include
environmentalscores in all ratings.

— Propose a lighter regulatory framework to support cooperative and limited-profit modes of
governance that explicitly recognise objectivesother thanretum on equity (ethical banks, socially
responsible investment funds, fundingplatforms dedicated to social economy projects, etc.).

- Increase the EIB's financing capacity through enhanced coordination with the European
Central Bank (see next section).

5.4 A monetary policy based on ecological cross-compliance

Justas the European Commission published its Communication on the Green Deal, the European
Central Bank (ECB) announced the launch of a review of its monetary policy strategy, specifying
that “environmental sustainability” would be one of theissues discussed.

The link between the Green Deal and monetary policy review seems obvious, and the active
involvement of the ECB in the implementation of the Green Deal is vital, from both a financing and
a financialregulation perspective. The Commission has therefore missed an excellent opportunity
to putforward its vision of the relationship between the Green Dealand monetary policy, acting
as if the latter were neutral with regard to the success of the Green Deal, while the ECB itself is
making changesinthis area.

While the statutory independence of the ECB does introduce a significant difference between
monetary policy and the other policies analysedin this section, independence does not signify an
absence of dialogue with other European institutions, or the refusal of joint reflection on the
challengesto be metand the objectives to be pursued. Onthe contrary, Article 127 of the Treaty
on the Functioning of the European Union statesthat, without prejudice to price stability, the ECB
shall support the objectivesof the EuropeanUnion. Andthe monetary dialogue with the European
Parliament shows that a constructive exchange is entirely possible within the framework of the
current Treaties.

As a Europeaninstitution, the ECBis legally obliged to comply with the Paris Agreementon climate.
As it stands, the contradiction betweenits policy andthe EU's climate objectives is blatant:the ECB
is simply reproducing the currentstate of the market while other European policiesaim to actively
“decarbonise”the economicfabric of Europe. We have shown this with respect to the Corporate
Sector Purchase Program (CSPP), which has mainly benefited the largest companies operating in
the most polluting sectors’®. This is the result of the principle of “market neutrality” as defined and
applied by central banks, i.e. the idea that monetary intervention should not have the effect of

73 Wojtek Kalinowski & StanislasJourdan (2019), “Aligning monetary policy with the European Union's climate
objectives”, Note by the Veblen Institute.
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changing the structure of the economy. In doing so, the ECB is contributing to the worsening of
the ecological crisis through, for example, its purchasesof corporate bonds, which mainly benefit
sectors that are highemittersof greenhouse gases. This principle of “marketneutrality” should be
redefinedin the light of the debate onthe climate and environmental crisis: a monetary policy that
does nottake into account the factors contributing to this crisis is anything but neutral.

As such, many elements already exist to enable the EU to define, withinthe framework of current
treaties, a monetary policy that actively supports the Green Deal. Such a policy would mark the
beginning of fiscaland monetary coordination within the euro zoneand even at EU level(via EIB
refinancing). We shall confine ourselves, here, to restating the fundamental principles and
outlining the primary avenues to be explored.

OUR PROPOSALS

— Strengthen public financing capabilities over the very long term (40 years and more), to meet
the investment needs estimated by the European Commission itself, in particular to address the
problem of chronic under-investment in energy efficiency andtransport(see Section2.2). The ECB
is the only institution that can do this through targeted refinancing, and it can do so by opening
specificrefinancing programmes for the EIBand other public development banks within the EU.

— As part of the targeted refinancing of the EIB and national development banks, provide for
specific programmes for the “Just Transition Fund” (see Box 2) to facilitate the financing of
programmesprepared jointly by localand regional authorities and national authorities within the
framework of the “Territorial Transition Plans” (see Section 3.2.).

— Asa basisforthe targeted actions proposed in the following p oints, the ECB needs to integrate
and improve methodologies recently developed by research and some central banks (systemic
stress testing on climate risk, environmental impact assessment, carbon footprint, green and
brown taxonomy, etc.).

—Using the assessment tools mentionedin the previous point, modifyrefinancingcostsand adjust
the risk/return profile of assets according to their environmental rating, via the two components
of monetary policy, namely refinancing and assetpurchases on the financial markets

» Asfaras bank refinancing is concerned (programmes suchas LTRO, TLTRO, etc.).

= Modify the eligibility criteria and haircuts applied to eligible collateral (Collateral
Eligibility Framework);

= Modulate interest rates according to the environmental impact of the assets deposited
onthe ECB's balance sheet;

= Create newreserve requirementsdepending on how “brown“banks' balance sheetsare.
* Forasset purchases on the secondary markets.

= Make the publication of a GHG balance an established eligibility criterion for any new
purchase or reinvestment of CSPP (corporate bond) revenues, with any purchase of
securities being conditional on the presence of a GHG balance (for companiesin the most
emitting sectors, thisinformation should include industrial conversion indicators suchas
the proportionof revenues from different activities);
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= Direct the reinvestment of CSPP revenues to reduce the proportion of the most GHG-
emitting sectorsin the portfolio. This realignment must be progressive and follow a time
line that anticipates an eventual exit from these sectors.

= As regards asset ratings, the services of rating agencies that have not transparently
integrated non-financial analysis in the rating of securities issuers should no longer be
used.

= Make publicall climate/environmental impact assessments carried out by or on behalf
of the ECB relating to the ECB's monetary operations. Include a presentation of these
studiesinthe annual report to the European Parliament.

5.5. A sustainable Common Agricultural Policy

The European Commission specifically targets agriculture and food as a key element of the Green
Deal. Agriculture is indeed responsible for 10.8% of GHG emissions in Europe, according to the
European Environment Agency’, and its dominant industrial model is a major cause of the
environmental crisis. At the same time, the agricultural sector is very much affected by the
consequences of the crisis, and alternative modes of production — agroecology, organic farming,
etc.—are animportant source of solutions. In this respect, Europe also has an instrument to drive
change: the Common Agricultural Policy (CAP), which represents 36% of the EU budget. All aid
provided underthe CAP must support the objectives of the Green Deal.

This debate on the necessary reform of the CAP is not new, but it is progressing very slowly.
According to the collective “Pour une autre PAC” (Foranother CAP)’>, previous attemptshave not
resulted in any fundamental change to its role of supporting large intensive farms and
overproduction intended to flood foreign markets. The share of the CAP Pillar 1 budget linkedto
environmental requirements has been assessed as very ineffective.”® According to the European
Environment Agency’’, between 2005 and 2018, emissions from the sector decreased by only 2
MT CO, and “member countries do not expect any significant change in emissions over the next
decade”. Whether the Green Deal will make a difference in this respect remains to be seen.
Negotiations on the next budget period have been well under way since the previous
Commission’® and the new Commissioner in charge of the dossier, Janusz Wojciechowski, had
from the outset excluded any cross-compliance in the distribution of direct aid under the first
“pillar” of the CAP (whichrepresentsaround 80% of the subsidiesdistributed to farmers”®).

As part of the GreenDeal, the “FromFarm to Fork“ strategy is to be presentedin spring 2020, and
the Commissionhas announced a postponement of the implementation of the new CAPto 2022,
This is a positive decision: current negotiations must be genuinely put on pause, to give the CAP

74 Agriculture Stratégies (2019), “The European Green Deal, towards a return of milk quotas?,” and 10% in 2016
(excluding energy use) according to CGDD and 14CE (2020), op. cit.

75 https://pouruneautrepac.eu

76 Pe'er G, Bonn A, Bruelheide H, et al. (2020), “Action needed for the EU Common Agricultural Policy to

address sustainability challenges” People Nat, 2020;00:1-12, https://doi.org/10.1002/pan3.10080

77 EEA (2020), “National action across all sectors needed to reach greenhouse gas Effort Sharing targets”.

78 Agriculture Stratégies (2019), “ Négociations de la PAC post 2020 : continuer ou repartir d’une page blanche ?” [CAP
Negotiations post-2020: to continue or start afresh?].

79 “Le “Green Deal” européen cherche encore sa cohérence [The European “Green Dea
Meédiapart, 27 November 2019.

|u

is still seeking coherence]”,

37



http://www.agriculture-strategies.eu/wp-content/uploads/2019/11/Brève-n°49-Le-Green-Deal-européen-vers-un-retour-des-quotas-laitiers.pdf
http://www.agriculture-strategies.eu/wp-content/uploads/2019/11/Brève-n°49-Le-Green-Deal-européen-vers-un-retour-des-quotas-laitiers.pdf
https://www.eea.europa.eu/downloads/6cb0e95bc0704170866f1b8dcd454522/1583851614/national-action-across-all-sectors.pdf
http://www.agriculture-strategies.eu/2019/07/negociations-de-la-pac-post-2020-continuer-ou-repartir-dune-page-blanche/
http://www.agriculture-strategies.eu/2019/07/negociations-de-la-pac-post-2020-continuer-ou-repartir-dune-page-blanche/

time to integrate climate and environmental objectives. At the present stage, however, many
elements are stillto be clarified or scaled up.

o The Green Deal introduces a commitment to devote 40% of the overall CAP budget to
climate action. Clearly, this will not be enough to achieve the overall goal of carbon
neutrality if the remaining 60% worksin the opposite direction.

e The Commission points to the need to reduce the use of chemical pesticides, fertilisers
and antibiotics, but seemsto have abandoneda quantified target in this area.

e The inclusion of precision agriculture — based on the use of data collected using field
equipment (GPS, connected weather stations, etc.) or remote detection (drones,
satellites, etc.) — as a form of sustainable practice along with agroecology, agroforestry
and organicfarming deserves at least an in-depthdiscussion.

e Another point relates to the very unequal distribution of added value within agricultural
sectors: the Commission certainly recognises the importance of thisissue, but does not
put forward any measuresto increasetheadded value of farmersat the top of the chain.

e lastly,the Green Dealinsists on prohibiting access to the European market forimported
foodstuffs that do not comply with the relevant environmental standards in the EU,
echoingthedebatesthathave taken placein France and other member countrieson trade
agreements such as the CETA or Mercosur. However, the Commission is not announcng
any change in this areaand, as such, does notseemintent on promoting mirror clausesto
guarantee European producers and consumers genuine reconciliation between
production standards and standards applicable to imported products. For the time being,
onlythe ban onthe use ofhormonesin animalhusbandry is mirrored by a parallel ban for
imported products, but this is not the case for animal meal, the administration of
antibiotics as growth promoters or the use of banned pesticides®®.

OUR PROPOSALS

— Make the “green payment” (30% of the direct aid paid under the “first pillar” of the CAP)
conditional on sustainability assessments carried out at farm level, using the most rigorous
methodologiesin this area®!.

—Inaddition to “green payments”, at the very least increase the cross-compliance associated with
directaid perhectare underthe “first pillar” (70% of the CAP budget), by gradually reducing aid to
the types of farms that contribute most to climate change and the collapse of biodiversity. To go
further, aid per hectare, which provides an incentive for the growth of farm size, should be
replaced by other instruments that allow better account to be taken of farms' environmental
performance®?.

80 On the use of antibiotics as growth promoters, a regulation was adopted by the European Parliamentin 2019 but is
not yet in force.

81 For an example of such a methodology, see Frédéric Zahm et al. (2019), “Evaluer la durabilité des exploitations
agricoles.La méthode IDEA v4, un cadre conceptuel combiné dimensions et propriétés de la durabilité [Assessingthe
sustainability of farms. The IDEA v4 method, a conceptual framework based on the dimensions and properties of
sustainability”, Cahiers Agricultures, no. 28/5.

82 pe'er G, Bonn A, Bruelheide H, et al. (2020), op. cit.
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— Increase the proportion of the CAP dedicated to climate and environmental action under the
Multiannual Financial Framework 2021-2027.

— In order to combat the environmental damage caused by certain agricultural activities more
effectively, existing taxes should be increased and new ones created. For example, gradually
increase nitrogen taxes to discourageintensive nitrogen useand introduce an “over-fertilisation”
tax for farms that consume the most nitrogen (mineral and organic). In addition to acting as a
deterrent, these measures will increase the overall share of the CAP devoted to environmental
action and will increase the EU's own resources for financing the agricultural transition from the
CAP.

—Introduce a progressive European property tax, to be added to existing property taxes and levied
by nationalauthorities.

—Reviewall performance monitoring indicatorsto ensure thatthey are based onthe best available
science and are consistent with the indicators of the Sustainable Development Goals (SDGs), the
Convention on Biological Diversity (CBD) and the Paris Agreement.

— Identify and reduce theinternationalimpacts of the CAP, particularly in the Global South, in order
to avoid carbon leakage (and other environmental impacts), negative land-use effects and market
distortion.

6. ADAPTING GOVERNANCE INSTRUMENTS

The European Commission is paving the way for the reform of governance tools for driving the
energy andecological transition outlined in the Green Deal. Asin the case of the Europeanpolicies
discussedin the previoussection, we believe thatthis approachis necessary but should go further;
outside the European Semester, the Green Deal objectives must permeate all aspects of
governance, right down to the choice of the indicators and methodologies used in impact
assessments. The following are the main elements that should be subject to a general review in
the light of the political objectives of the Green Deal.

6.1. Overhauling macroeconomic and fiscal coordination

6.1.1. Reforming the European Semester

The European Semester was introduced in 2010 to improve the coordination of fiscal and
economic policies within the EU. It currently covers three areas of coordination: “structural”
reforms, which must be aligned with the “Europe 2020“ strategy; fiscal policies, which must
comply with the Growth and Stability Pact; and the prevention of macroeconomic imbalances
within the European Union. The Green Deal proposes to include environmental and social
indicators in these areas: an essential measure, but one whose effectiveness will depend on the
relevance and nature of the indicators chosen and their place in the general scheme of the
European Semester.Given that this mechanism for monitoring national fiscal yearswillbecome a
toolforsteering the Green Deal, environmentaland social data should be given the same priority
as economic data and, as far as possible, include indicators measuring changes in practices and
consumption patterns (see Section 4.2.).
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Furthermore, in order to uproot the technocratic nature of the prevailing evaluation processitseff,
it must be made more transparent and opento the participation of civil society.

6.1.2. Creating a European standard for “green budgeting”

“Green budgeting”is already practised by several EU Member States. The Green Deal proposes to
draw up a European standard in this area to share best practices. The Commission should be
aiming not only for a standard for defining “best practice”, including the identification of brown
spending (which contributes to climate change and biodiversity loss) but also a roadmap for
gradually increasing the “green”share of national budgets and decreasing the “brown“share.

6.1.3. Supporting the 'greening' of the EU budget

The EU budgetis a key leverin the operationalimplementation of the Green Deal. However, the
targets announcedremainunambitious: in terms of spending, the Commissionis proposing a 25%
target “for climate mainstreaming across all EU programmes®”. Furthermore, in its proposals
concerning the Common Agricultural Policy for the period 2021-2027, the Commission statesthat
atleast 40% of the overall CAP budgetand at least30% of the Maritime and Fisheries Fund “would
contribute to climate action”.

To actually apply the conceptof the “greenoath” (the “do no harm” objective) whichit introduces
in its Communication, the Commission should carry out a comprehensive review of EU expenditure
in ordertoidentify,and seekto reduce, spending that is harmfulto the environment. AllEU funds
should be subjectto systematically applied ruleson environmental cross-compliance.

6.1.4. Increasingthe EU's own revenue

Increasing the EU budget is hardly mentioned in the Green Deal. It is, however, urgently needed
to finance the ecological and social transition. To increase revenue, the Commission proposes a
tax on non-recycled plastic-packaging waste and the use of 20% of the revenues from the
auctioning of allowances through the European Emissions Trading System. Both proposals are
interesting but seemquite limited in relation to the funding needs identified.

In orderto move beyond the unanimity rule in tax matters, the most committed countries could
start by implementing newtools withinthe framework of enhanced cooperation, as envisaged for
the Financial Transaction Tax (FTT). In addition to this necessary FTT, other proposals may be
required, including:

e aEuropeantaxon advertising;

e aprogressive European property tax, to be added to existing property taxesand levied by
national authorities;

e oran “over-fertilisation” tax on the most nitrogen-intensive farms.

Another point under discussion concerns the carbon border adjustment mechanism; the
Commission is careful not to mention at this stage what use could be made of therevenue. If the
European Union wants to be credible vis-a-vis its international trading partners, some of these
revenues should be usedto supportinitiativesto reduce greenhouse gas emissionsin developing
countries.
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6.1.5. Changing the budget rules from 2020

In order to strengthen the financing capacity of Member States, the Commission is opening the
doorfordiscussion onaccountingfor greenpublicinvestments under budget rules. This debate s,
of course, essential for understanding how to deal with sustainable investments within EU tax
rules, but the level of ambition remains low and the Commission notes that “safeguards against
risks to debt sustainability” mustbe preserved”.

Faced with the urgency of the current health and economiccrisis, the EU Heads of State and the
Commission have just proved thatthey can act quickly by announcing, on 10 March this year, a
temporaryrelaxationof the budget rules andruleson state aid to businesses. However, the Green
Deal requires a structural and targeted review of the transition objectives, not just emergency
measuresto mitigate theimmediate effects of the crisis. Forthe time being, this revision remains
relegatedto the “next steps” of the Green Deal; the European Commission refers for broader
debate the improvement of fiscal governance in Europe. The process envisaged risks postponing
this crucial debate and wasting Member States'time when they could already be benefiting from
the option to borrow on extremelyfavourable termsto make suchinvestments.

6.1.6. Combating tax avoidance more effectively

In the European Union, the annual loss of tax revenue resulting from multinational companies'
strategies to artificially shift their profits is very conservatively estimated at between €50 bn and
€70 bn®. Inthis area, the Council is blocking the proposalsadvocated by the European Parliament
to require full country-by-country transparency of companies' activities®*. That is why the text
proposedby the European Commission after the Panama Papers scandal of 2016 has still not been
adopted.However, it seems vital, ultimately, to demand public country-by-country re porting from
multinational companies, similar to the reporting that has been required from European banks
since 2013. In addition, the European Union should work urgently oncommon rulesfor calculating
the corporate tax base to end tax competition between Member States and on gradual
convergence of corporate tax rates to prevent them from falling even further. Finally, the EU
should take much more resolute action against tax havens within the EU. In return for increased
tax revenues, member countries might be more inclined to increase their contribution to the EU
budget.

6.2. Developing measuring instruments

A factor that aggravates the inconsistencies in European environmental policy is the evaluation
tools used, particularly the choice of indicators. The trade policy e xample demonstrates the
imbalance betweenthe significance given to economicindicators compared with other indicators
inthe impact studiescarried out by the European Commission®®. Butthe problem is more general:
all EU measurement tools mustincorporate the principle of “strong sustainability”, according to

83 A. Cobham and P. Jansky (2017), “Global Distribution of Revenue Loss From Tax Avoidance: Re-Estimation And
Country Results”, WIDER Working Paper 2017/55 Helsinki: UNU-WIDER.

84 Eurodad and Financial Transparency Coalition (2019), “EU Country by country reporting. Overview of the political
process and existing country by country reporting”, Briefing paper.

85 S, Delpeuch (2017), “Evaluer le CETA: Oui mais comment ? Une évaluation des évaluations des accords de
commerce [Evaluating the CETA: Yes but how? An assessment of trade agreement assessments.” Note by the Veblen
Institute.
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which the economic, environmental and social dimensions of well-being are complementary and
not substitutable.

6.2.1. Introducing extended national accounts

In order to provide the European Semester with reliable data on biodiversity protection and
pressure on natural resources, the EU should initiate the implementation of an extended European
standard of national accounting, i.e. a multi-criteria national accounting system to measure the
state of physical resources in each member country, with standardised and mandatory standards
at EU level, and the integration of this into national biodiversity protection plans.

6.2.3. Accounting for imported ecological impacts

The European objectiveson reducing greenhouse gas emissions must relate not only to territorial
emissions but also to imported emissions, otherwise compliance with territorial commitments
may resultin a shift of polluting industrial activities to third countries. Furthermore, measurement
of imported emissions needs to be improved by factoring in differences in technology in third
countries and emissions fromland use and land-use change.

More generally, allimported ecologicalimpacts (deforestation, resource depletion, etc.) should be
more rigorously measured and accounted forin orderto reducethem as well.

6.2.3. Adoptingan annual report on the social and environmental state of the EU

The monitoring of environmental policies in the EU is currently based on the biannual audit
conducted by the European Commission (Environmental Implementation Review)®. This review
should becomeannualandlead to an annualreportby the EuropeanParliament on the social and
environmental state of the EU, similarto the annualreport on wealth indicators published by the
French government, which also contains sections on poverty, income inequality, life expectancy,
etc.
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