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Abstract

The European Green Deal (EGD) was designed as policy instrument that
nudges the environmental performance of the Union towards reduction of the
carbon footprint and positive impacts on climate. Many of the EGD initiatives
were put on hold in response to energy price hikes of the post-COVID recovery
and market and energy supply unpredictability resulting from the war of the Russian
Federation in Ukraine. The paper examines the emergence and evolution of these
initiatives in the first place. It makes an attempt to demonstrate that most if not
all , greening* economic processes were underway before the Deal was drafted,
agreed upon and built in the EU financial programs.

The first part of the paper analyses the core notions and objectives of the Deal
as well as with the ways to monitor and interpret the process of the policies
associated with the Deal.

The second part looks at funding aspects of the Deal, while the third compares
the outcome of the past environmental performance of the EU with Deal’s
objectives. The conclusion is that the EGD resembles rather a central planning
instrument than an instrument of ,nudging* in the sense of Richard Thaler. In a
nutshell, the paper tests whether ,,nudging* can substitute ,,planning in the context
of EGD policies. (Thaler & Sunstain).

1. EGD objectives and explanations

The EGD is presented by the European Commission as an economic policy
instrument to ,transform the EU into a modern, resource-efficient and compe-
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titive economy*, which addresses climate change and environmental degrada-
tion as ,,an existential threat to Europe and the world“.2

As it is well known, to achieve this state of affairs the following set of policy
objectives are enshrined in the EGD:

» ensuring ,,no net emissions of greenhouse gases by 2050
 achieving ,,economic growth decoupled from resource use“ and
» making certain that ,no person and no place left behind“.

Existentially understood, these three objectives coincide with the sustainable
development goals (SDG) of the United Nations (UN SDG), more specifically
with SDG 6, 7, 11 and 13 - ,,Clean Water and Sanitation®, ,,Affordable and
Clean Energy“, ,Sustainable Citiecs and Communities®, and ,,Climate Action®
(UN SDG). The most comprehensive and recent review of the fulfilling SDGs
(Kraker et. al.) found earlier this year that the climate action is missing. The
author of the respective chapter (Popovski, 303-304) explains that Paris
Agreement (on combatting climate change) complicates usual ,top-down“ and
Lbottom-up“ policy practices, constituting ,,complex hybrid architecture“ that
needs time for non-State actors to own channels to enforce climate ambitions
and objectives, defined by 200 years old climate science and recognised by
government via international agreements®.

One of the ways to interpret such complex enforcement mechanisms is the
behavioral-economics concept of ,,Nudging®, a central concept in Richard
Thaler reconstruction of relations between ,,planners and ,,doers in which
the former does not imposes the plan on the latter (Thaler, 509-510).

According to Thaler and Sunstain (2008, 2, 4-8) ,,to nudge“ means ,,to push
mildly or poke gently in the ribs, especially with the elbow“; ,,one who nudges
in that manner - in disposed to ,alert, remind, or mildly warn another”. The
nudging works, the authors believe, in a system resembling ,,Libertarian Paterna-
lism“ designed ,to preserve freedom of choice, and to allow opt-outs, but also to
favor self-conscious efforts to promote welfare by helping people to solve problems
of bounded rationality and bounded self-control“, a system under which ,,it is
both possible and legitimate for private and public institutions to affect behavior
while also respecting freedom of choice“ (Thaler and Sunstain, 2003, 1, 23).

Applied to EGD this concept should provide for clear dissimilarity from
»Planning“, here understood as economic planning or ,international, national
or regional (local) government direction or ,guidance of the economy, directly
or through agencies“ (Seldon and Pennance, 214).

The question arises how the progress in attaining EGD objectives can be
monitored or measured, and the answer to this question depends on the
definition of the processes or state of affairs the objectives envision.

2 |f not specifically mentioned, all references to EGD founding and implementing documents are from the
EGD’s website of the Commission.
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The first objective ,no net emissions of greenhouse gases“ can be defined
as ,,an overall balance between greenhouse gas emissions produced and green-
house gas emissions taken out of the atmosphere” (Government of Australia).

One should note that there are different ways of ,,taking out” emission from
the air: from reducing and/or stopping climate-environment damaging industrial
processes to increasing forest lands, 26 indicators altogether. In principle, any
voluntary implementation of environment cleaning policies allows or should
allow for a relative freedom of choice which set of ways fit national peculiarities.
E.g. from 2012 to 2018 Bulgaria increased its forest and wooded lands from
40.7% to 48% of territory, while the EU average increase is from 39.3 to 42.3%
(but for a longer - 2009-2018 - period). Additionally, Bulgaria’s performance
under the Net Greenhouse Gas Emissions Index demonstrates significantly
better (by 20 score points) than the EU average. However, the country delays
closures of its lignite fueled power plants.?

The second objective (namely ,,economic growth decoupled from resource
use“) is well defined by GIZ as ,,delinking economic growth from resource use
and from environmental impacts“ and should be understood as both absolute
and relative decoupling (Hennicke et. al). The notion seems self-evident as a
meaning but as we shall see it is based on rather idealistic view that resource-
free economic processes are not only desirable but achievable. The only indicator
that reflects ,decoupling” is ,,raw materials consumption® in terms of tons per
capita. EU countries show a large variety in this measure, depending on different
and not universally accountable factors as economic structure, infrastructure
developments, demographic factors and population density.

The third objective is part of the ,,Just Transition Plan“ but is rather difficult
to define and measure.

It presumes that economic developments that helps combatting climate change
shall be capable of compensating humans and localities - in full or partially -
for the transition’s costs. There is only one human-condition EGD indicator -
the percent of ,,Population Unable to Keep Home Adequately Warm“. Since
2010, in the EU it improved from 9.9 to 7.6%; in Bulgaria from 65.5 to 23%.
Obviously, the dynamics depends on the starting point and the more disadvantage
it is, the more visible the progress. But it is also evident that these advances
took place before the EGD was approved.

To measure to what extend ,,no person and no place left behind“ is not
easy: the lack of ,ability to keep home adequately warm*“ is the only EGD
indicator that deals directly with measuring these objective headways. Theore-
tically, the measurement should indicate stages, evolution or transition between
status quos of economic development. In 2018, a discussion paper by UNDP
dedicated to this specific SDG cross-section criteria found that ,people get
left behind when they lack the choices and opportunities to participate in and

® If not specifically mentioned, the source of EGD indicators is EC’s Visualize Statistics for the EGD.
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benefit from development progress“, and gave examples like extremely poor,
discriminated, deprived and disadvantaged (UNDP).

An identical definition of ,,economic development® was proposed by Lord
Bauer back in 1957, when he wrote that the term shall be understood as ,,an
extension of the range of choice..., an increase in the range of effective alterna-
tives open to people“ (Bauer, 113). In economics, the extension of choices’ range
serves as both ,,the core objective and the criterion of economic development“. If
Bauer’s reasoning is correct, the achievement of this EGD objective should not
restrict but enlarge the spectrum of choice.

2. Background

The EGD was adopted and its action plan outlined in December 2019, before
the COVID-19 pandemic. Since then, about 30 different policy measures and
reports were published. The latest relevant documents (available before the
submission of this report) are as recent as 16 and 17 of November 2022 remarks
by EC’s Executive Vice President Timmermans.* This rich history of EGD own
evolution deserves separate research.

The EGD itself is not a single directive, regulation or recommendation but
a new framework policy initiative that is based on 11 directives, intended to
enhance their objectives to more ambitious levels of policy making. New amend-
ments to the directives are to be discussed and enacted, as it is indicated by the
Regulation 2021/1119, which sets the new framework for achieving climate
neutrality establishing the framework and amending Regulations 401/2009 and
2018/1999 (of the ,,European Climate Law®).

The COVID-19 pandemic delayed the EGD policies, but the overall spirit
of the Deal was retained at the first half of 2020, and the EC sought ways to
utilise it as a post-pandemic policy instrument. Thus, the EGD was linked to
Recovery & Resilience Plans (Facility) and NextGenerationEU restating the
overall purpose to make the recovery green, ,for the people and the planet®.

Before that second half of 2021 robust economic growth across the EU,’ it
was believed that the transition to cleaner economy and growth would require
a ,transitional source of energy” and this source was found to be the natural
gas.

+ See detailed presentation of the past and future EGD stages at: EDG Timeline.

5 Without going into detailed reference to macroeconomic statistics, itis necessary to explain the background
of this rapid recovery: the recession associated with COVID-19 was different by the fact that it was
caused by blockages not of the financial but the human and physical processes of the global economy,
by the fact that mobility of factors of production were restricted while the human and industrial capital
remained available and preserved by extensive fiscal transfers from the EU and national budget and by
banks’ policies to delays payment on extended credit. When the restrictions were lifted the economic
growth resumed but caused price inflation that was and still is most visible in energy and global delivery
chains.
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Except Estonia, Latvia and Poland none of the new member states have
such tax, the case of Belgium and Germany is the same. Austria planned such
tax to be introduced in mid-2022, then it was delayed but eventually entered
into force from October 1: it is roughly - of the Swedish tax. The experience
with the carbon taxes is not unquestionably positive, as analysis of the Sweden’s
case suggests (Anderson).

The new EGD financial needs will require additional revenues raised by the
Union not as a contribution of the member states, co-financing by national
budgets is envisaged to be at the level of about 11% of the total amount.

3. Fiscal costs of the EGD

The average EU taxes related to the environment declined from 6.3% to
5.65% of tax revenues of the member states from 2010 to 2020. Originally, i.e.
for the same period, the environmental protection expenditures were about 2%
of GDP, or EUR 0.3-0.4 trillion (assuming that 2022 GDP will be EUR 16.6
trillion). This means that the new EGD projection would require additional
EUR 0.6-0.7 trillion revenues.

An assessment of ECB published in mid-2022 (Delgado-Tiillez et.al.) found
that:

» The EGD initiatives have a clear fiscal angle,

 The energy taxes in the euro area amounted to 4.8% of total public revenues
in 2019,

» Transport associated taxes represented on average around 1.2% of revenues
in the euro area in 2019,

o ETS covers only 3.2% of the global total CO2-equivalent of greenhouse
gas emissions, and

e Only 1/4 of total public investment is climate-related (transport, energy
and environmental investment), or around 1% of euro area GDP.

The rest of the environmental and climate related expenditures (to about
2% of GDP) are finance directly by the enterprise sector or by the taxpayers’
contributions to member states budgets.

The above quoted Regulation 2021/1119 plan is to review relevant climate
and energy legislation which will be adopted in a package covering, inter alia,
renewables, energy efficiency, land use, as well as the energy taxation, CO2
emission performance standards for light-duty vehicles, effort sharing and
the EU ETS.

4. Past EU experience: test to EGD objectives

In order to assess the EGD future challenges it makes sense to review the
past EU experience with environment policies and climate related damages.
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» Same is true for coal thermal power plant: at least six countries of the
EU, including Germany and the Netherlands delayed the facing out of
their plants.

o Other fiscal challenges are mounting up as well, e.g. defense budget is
expected to hoover towards 3% of GDP or more and post-war reconstruction
of Ukraine is expected to cost at least EUR 0.5 trillion.

» In amove to speed up EGD, in the second week of November, the German
Bundestag agreed that the country should exit the European Energy
Charter, since it is believed that it slows down the transition to cleaner
and more ambitious energy sector reform.

As mentioned by Popovski, the EU is best performing and most active global
jurisdiction in climate change. With regard to changing the picture globally,
however, it is certain that the EU progress may not change the global picture.

With regard to objectives of the EGD, the EEA report concluded that in
global-scale, long-lasting and absolute decoupling may not be possible. The
EU perspective looks better because of the share services in GDP but the
reconstruction of the value chains and perspective onshoring to avoid geopolitical
uncertainty may lead to larger material use in economies of the Union. The
EEA also stated that 100 % circularity is impossible, while Europe’s fundamental
values are not materialistic, but still need to be agreed between the member
states. The EGD (and related initiatives) require not only technological change
but also changes in consumption and social practices that are difficult to impose
on the citizenry.

With regard to the interplay between nudging and central planning in designing
and implementing the EGD policies, it looks as if the planning and regulatory
element is stronger than and prevailing over the nudging element. In terms of
Richard Thaler, it is far from clear whether the EGD is providing for a sustained
freedom of choice, and to what extend allows opt-outs.
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