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What do people think?
Most important issues the EU is facing at the moment

2011 2012 2013 2014 2015 2016 2017 2018 2019
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2. Qimate change

5. The state of Member
States' public finances

Source: Eurobarometer
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What do experts think?
Global Risks: social & environmental risks on top

Top 10 risks in terms of Top 10 rigks in terms of

Likelihood Impact

Extrame weathar events Weapons of masse destruction

Matural disasters Extreme weather events
Cyberattacks Matural disasters
Data fraud or theft Failure of climate-change mitigation and adaptation
Failure of climate-change mitigation and adaptation Water crises
Large-scale involuntary migration Cyberattacks
Man-made envircnmental disasters Food crises

Tarrorist attacks

- 2R - - R - A

Bicdiversity loss and ecosystem collapse

licit trade € Large-scale involuntary migration

OO0 OO0 O0O0OOO

Asset bubbles in a major economy

Source: World Economic Forum, The Global Risks

Report 2019 -
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Rising chronic dissasas
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Source: The Risks-Trends Interconnections Map 2018, World

Economic Forum Global Risks Perception Survey 2017-2018
Ageing population

Rising cyber dependency
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Sustainable Development is therefore more
than ticking the boxes of the 17 SDGs

NO GOOD HEALTH QUALITY GENDER CLEAN WATER
POVERTY AND WELL-BEING EDUCATION EQUALITY AND SANITATION

DECENT WORK AND INDUSTRY. INNDVATION 10 REDUCED 1 SUSTAINABLECITIES
ECONOMIC GROWTH AND INFRASTRUCTURE IHE[]lMlITIES AND COMMUNITIES

EL Az

13 CLIMATE 14 13 16 PEACE. JUSTIGE 17 PARTNERSHIP3
ACTION BELOW WATER AND STRONG LI SUSTAINABLE
ibaln DEVELOPMENT

GOALS
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In other words: how to get in the ‘safe and just space
for humanity™

Climate change

Ozone layer Ocean
depletion EQO\—OG‘CAL CElL iy addification
\“St space fo,-
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: pollution

Air
pollution
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Biodiversity e

loss 'P%%la

tive and d\sﬁh"

land Freshwater
conversion withdrawals

Source: Adapted from Kate Raworth's 'Donut of social and planetary
boundaries’ (2017)
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In a world where
the Global Economy is Shifting East
& Geopolitics is everywhere

Share of developing Asia in total world GDP Annual sales of electric vehicles
(constant 2011 international S PPP)
m South and East Asia & Pacific'  ® OECD members = Other ®Japan mEurope mUSA mChina m% EV sales
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Source: World Bank Source: Joint Research Centre, Bloomberg New

Energy Finance
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And where Demographic Trends
will make things even more
challenging

Sub-Saharan Africa
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2‘ - - -

g

:__og 2 e T _ Eastern and South-Eastern Asia

Europe and Northern America

14 / ... Northern Africa and Western Asia

Latin America and the Caribbean

/ Australia/New Zealand
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Reflection Paper:
Europe’s challenges for the years to come

ﬁ FROM LINEAR TO CIRCULAR ECONOMY T@? SUSTAINABILITY FROM FARM TO FORK

FUTURE-PROOF ENERGY, BUILDINGS

[ #]
AND MOBILITY ﬂ@ ENSURING A SOCIALLY FAIR TRANSITION

Europe’s responses

» Education, training, science, technology, research,
innovation and digitization

Finance, pricing, taxation, competition

Corporate social responsibility

Open and rule-based trade

Governance and policy coherence

The EU as a global trail blazer

VVVYY
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How to translate this into
the next European Commission’s

European Green Deal?

- An impressive number of
policy initiatives across the
board

European Climate Law to enshrine the 2050 climate-neutrality target into law [J Emission
Trading System extension [1 Carbon Border Tax [ Energy Taxation Directive review [l
Industrial and Innovation Strategy with a dedicated SME strategy [ Just Transition Fund [l
European Climate Pact [ Strategy for Green Financing [ Sustainable Europe Investment Plan
(€1 trillion) and turning parts of the EIB into Europe’s Climate Bank [ Increase the EU target
for 2030 to 55% (based on social, economic and environmental Impact Assessments) and
lead international negotiations to increase the level of ambition of other major emitters by
2021 [ Biodiversity Strategy for 2030 [1 “Farm to Fork” Strategy [1 Cross-cutting strategy to
move towards a zero pollution ambition and protect citizens’ health [ New Circular Economy
Action Plan (textiles and construction) and Single Use Plastics Strategy [1 Highest trade
standards of climate, environmental and labour protection [ Comprehensive strategies on
Africa and the neighbourhood [ Conference on the Future of Europe and a European
Democracy Action Plan [ Refocus the European Semester into an instrument that integrates
the SDGs [1 Action Plan to fully implement the European Pillar of Social Rights
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Profound changes are necessary

So, can we move whole systems so that they
become sustainable?

T Landscape
1
Landscape devel ts put isti i
an §ci3pe evelopments put pressure on existing regime Sy St e m
Markets and S~ N -
consumer prfoances P 4 Innovation
Indusrry/m' = —_— e _— N ew
B
— ﬁ
Regime \ Culture) ;‘* ~ SYStem
Poli = —r““‘*
olicy = : - )
Technology — .
The regime is dynamically stable N OT Pa rtl a I
New configuration breaks through, taking
/J! advantage of ‘windows of opportunity’. S y Ste m
,)7 Adjustments occur in regime .
L Redesign
— /” ;” TS -
—
Niches T — S _ _ NOT SYStem
/ S_rr_13|| nelwnrk_s of actors supporl innovation on the basis of expectations and . . .
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_ Source: Geels
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No silver bullet: a mixture of policy tools will have to be
activated jointly

Directionality, credibility Environment and sectoral policies, e.g.
- Visions and pathways Carbon pricing

- Long-term targets Strict regulation

- Scale and speed : Removing barriers (e.g. subsidies)
- Foresight

Coordination across sectors, scales
- Policy coherence and consistency \
Mission-oriented innovation

Polycentric governance J -

Stakeholder platforms, networks elfare, education policies

_ - Compensating losers
o1 windows o ) . "
et - Offsetting inequities

Innovation policies, e.g. - Retraining

- R&D o //j; Industrial policy, e.g.

- Experiments — - Specific visions

- Network building Snele - Market creation basis of expectations and

- New entrant support A veons L Adoption subsidies
Backing winners

» Time
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Requires a new socio-economic model &
a redefinition of what is success

Not a single country has achieved a high human development within planetary
boundaries

W Africa W | atin America B Other Europe
B Asia-Pacific ® Middle East/Central Asia Raw materials
mEU-27 m North America
16 Exceeding CRcuLAR
planetary _
% 14 boundaries ol
g 12 s
210 IR | Consumetion
E waste
S 8
o
< 6
. [
8 o
S 4 .
o
] ) World biocapacity

; —HOW to get
o o1 02 03 04 05 06 07 08 09 1 there?

Low human Human Development Index Very high human
development development within

planetary boundaries
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Sustainability risks are financial risks

Possible impacts of climate-related natural disasters on the economy

N
r 4

N
4

Climate-linked insured
natural disaster

uninsured

WV

Source: Bank of England

Increased uncertainty
for investors/loss of
market confidence

Direct damage to

banking and payment
service facilities

Losses for insurers

Reduction in
insurance in
affected areas

Limited financing available
for reconstruction from
physical damage

Asset fire sales Reduction in
causes falls in

asset prices

lending in
unaffected areas

i)

v
Fall in

collateral
values

household & corporate

Reduction in

lending in
affected areas

Losses for banks

Weakening of

balance sheets

Fall in output
in affected

dreas
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Opportunities need to be made visible
and captured

Environmental economy growing The number of smart homes in the EU is
faster than overall economy expected to increase tenfold by 2021

m Environmental economy: employment

® Environmental economy: gross value added
m Overall economy: employment

m Overall economy: gross domestic product

Smart homes* in the European Union

i

+950%

A

_ L

8.5 million 80.6 million

Soo08sd8858338s8s 208334 : - L
S OO0 000000000 OO0 O O *Homes which use digitally controlled lighting,
N N N N AN NN AN NN NN NN NN NN

heating, ventilation, air conditioning, security, as well
as home appliances

Source: Eurostat, European Commission - Source: European Commission
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All actors throughout the finance value chain will have
to be on board

FINANCIAL SYSTEM
o Financial Regulation Other Regulations *
v

v
@ > Projects | Assets
Investments &
Investment Operations Workers

Asset Owners
Pension Funds k/ pankers ™~ -
Institutional Investors F 4
.3 I|‘|_-.L||ance EompamES \‘ ) <
Equity L J Listed

Bank &

Investment & L]
Individuals . Con5ul.tants % S E Companies
| Advice > Exchange = I
Asset Owners & o !
w /“’ Fund Brokers ; l
e 4 Fi jial Adwvi Managers [:Dr'IEL.IIT‘IEFS
inancia visers A A E

@ Banks @
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= Bonds Commodities
w  Private Equity Currency
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=

Source: Aviva Investors, European Political Strategy Centre
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There is the risk of overlooking the intersections
between social & environmental policy,
thereby compromising both

EU planning well ahead for the transition More Europeans unable to pay their utility
in coal regions bills in recent years

Potential job losses
Until 2030 (cumulative)

= <1000 EU support for transition is
m 1000-3000 already underway in 13 coal and
= 3000-6000 carbon intensive regions
m 6000-15000 12
| >15000 ]. 1

(up to 41000)

— o~
Brandenburg, Saxony, ]_ 0
Saxony-Anhalt (DE)

H“x

Silesia (PL) e

Karlovy Vary, Usti
and Moravia
Silesai (CZ)

>

Trencin (SK)

Population (%)
© W

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

. Jiu Valley (RO)

il oy

| N Westem

) O Macedonia (EL)
= A —

Asturias, Castilla y Ledn —_—
and Aragon (ES)

Source: European Commission (DG JRC, DG REGIO). - Source: Eurostat, Energy poverty indicator
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New forms of employment require a reinvention
of the Social Contract

Intergenerational divide: the At risk of poverty, percent of total
incidence of non-standard employment

Southern Europe ® From 18 to 24 years M 65 years or over

m20-24 2529 mW30-34 W35-39 m40-44 %
80
60 20 /

14
20 12

10.
, ‘ , N W N © @ O = N ™M < W1 WO
0 S & o 6 6 H H ™=H =H - - -
~N N o "a] o N o NY o o o o o o o o o o o o
— — — — ~ ™~ (] ™~

Source: World Bank, 2018 Source: Eurostat
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Fiscal unsustainability: about demographic
ageing and more

The old-age dependency ratio will
continue rising across Europe

Swed ® e
Luxem\ﬁ)uﬁg e ° w2017 Today 2070

Denmark ® ® m 2050
Belgium
Cyprus [ ]

>
e
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Netherlands o
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Malta
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>
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Croatia [ ] [ ]
Slovakia [ > L
Germany [ ) > ®
Czechia ® > ®
Romania ) >
Poland ® >

Slovenia ® > . )
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Latvia ® )) ®
°

Lithuania
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Source: Eurostat and European Central Bank calculations
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Sources of revenue are coming under ever greater

pressure

Evolution of taxes over time,
OECD countries,
indexed to 2000

m VAT = Personal Income Tax ® Corporate Income Tax

Advanced economies

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

Source: OECD

2017

2018

The share of national income paid to
workers has been declining in many
countries

® Advanced economies
®m Emerging market and developing economies

56 45
55 44
54 AV\ 43
53 47
- W 41
! \\\k N~t »
50 \ et 39
49 38
47 = 36
46 \vl 35
45 34
44 [ L L | 1 L 1 1 L L | 1 L L 1 1 J 33
O M W O N WL OO A ~NO MWO N WM
NI~ 00 00 OO OO O OO ~
a0 00O OO O O O O O O O
— o o e - e - - = = NN NN NN

Source: IMF, 2017

Emerging market and developing eceonomies
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What about the outsourcing of unsustainable
practices?

China and India produce carbon-intensive products for consumption by Americans and
Europeans

Hong Kong
1013

-

Balance of trade liE
in embodied CO,
Imports II Exports I-Siz

Giga tonnes

Source: KGM & Associates; Global Efficiency
Intelligence, 2018 ‘The Carbon Loophole in Climate
Policy: Quantifying the embodied carbon in trade
products’
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‘Others should...’: Individual consumption is the
elephant in the room

Meat is the most resource-inefficient form Where one lives also matters
of food Average carbon emissions per household by selected

Land area needed to produce one unit of protein by food neighbourhood types (tonnes)

type (in m2)
Exurban
.2.1 kg @ M Rt Insects 0.7 to 1 dwelling
A Salmon units per acre
- s 844 E0: Suburban
¥ Poultry 3 to 4 dwelling
@ (YY) 4 Pork units per acre
VWY
™ Beef

. Urban average
@Q ﬁ e 30+ dwelling

units per acre

L @ ‘ Carless urban

average

S e
ﬁ per acre

Source: Our World in Data, Clark & Tilman, 2017 Source: Country of Cities
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Innovation may not always lead to sustainable
outcomes

Total R&D expenditure in billions of
current purchasing power standards,
1981-2017

m United States m EU m China ™ Japan = Germany
W France M India ™ Russia ™ South Korea ® United Kingdom

350 PPSE (billions) S~

300
250
200
150
100

50

USE HOME SHARING

ONYOUR IPHONE

V
-

Source: Values extracted by DG Research and
Innovation, European Commission, based on data
from Eurostat, OECD, UNESCO
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Overarching strategy: development &
implementation

Strategy Development

Governance mode ‘
Coordinate
‘ Co-create Policy Enablers
Levers R&lI Policy,
Single Market, Industrial Policy,
@ Co-conceive Furopean Research ~ Cohesion Policy,
a Vision Area, European Framg\fvork
Sustainable Innovation Conditions
Development Ecosystem
for People, Planet &
Prosperity
o
Impact of
Policies

Delivery of

functional Levers
Achievement of

Objectives Strategy Implementation
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DG RTD: A structure reflecting all dimensions of
sustainable development

Directorate-General for
RESEARCH and INNOVATION

European |
Commission
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Source: EPSC

Time for systemic change

FROM

Natural resource and habitat over-exploitation,
fossil-fuel based economy

g

Produce-consume-dispose
(linear) model

Focus on GDP growth

Society based on growing private resource
consumption (cars, unused properties)

One-size-fits-all
environmental policy

Labour market 'insiders' covered by social
protection vs ‘outsiders' living precariously

Minimising fiscal expenditure
even in difficult times

Treating emissions as geography-constrained
(each country has its own independent targets)

Profit-driven innovation
and investment

Box-ticking silos that miss the bigger picture
and fail to achieve synergies
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TO

Respect for planetary boundaries
and climate-neutral economy

Circular economy (closed loop)
and restoration of ecosystems

Moving beyond GDP to welfare and
sustainability oriented metrics

Shared public consumption of limited resources
(public transport, efficient housing)

Inequality-sensitive policy, multilevel
and multi-stakeholder approach

Inte%rating all forms of work into
fortified social protection systems

©

Focus on strengthening the revenue base (addressing

tax dodging, taxing capital rather than labour)

Addressing emissions outsourcing to
poorer countries via trade

Mission-oriented innovation
and sustainable finance

System-wide OQ
approach to change o}
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