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Presenter
Presentation Notes
My name is Kristian Uppenberg and I am an economist with the EIB’s Economics Department. My contribution today will focus on the employment effects of green action. 

Environmental protection, including climate change mitigation, can be economically justified for what it does: protecting the environment. But environmental measures, or green action for short, is often justified also on other grounds, most notably the creation of new jobs and its presumed positive impact on economic growth. But how justifiable are these presumptions, really?

At the EIB we have not produced our own research ino this issue, but there are several recent studies looking into this issue in some depth. I will draw on the results on these studies for the purposes of this presentation.

 



Gross employment creation in Germany: 
from wind, to biomass, to solar
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Germany – employees in thousands
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Let’s first show an example of what we mean by green jobs. This chart for Germany illustrates that indeed there has been quite a significant expansion in the number of employees in wind, biomass and solar energy, aiming at the expansion of renewable energy resources. In total, these industries have added just over 200 thousand jobs. Green jobs more broadly toatlled some 1.8 million in Germany in 2006, and were up by 400.000 from a decade earlier. Green jobs is a broader definition than renewables, however, and also includes other environmental protection activities such as water treatment and waste management. In all likelihood, the upward trend in green jobs will continue and it is not confined to just Germany.

This is not, however, evidence that green jobs add also to total employment, or to economic growth. The reason is that the expansion of employment and other resources in the generation of renewable energy at the same time subtracts from resources elsewhere in the economy. This observation has been made by various studies both in the US and in Europe. If the economy is in full employment, expanding green sectors competes for labour with other sectors, putting an upward pressure on wages which causes employment elsewhere to contract.
In the wake of the economic crisis we do not have full employment of course. Would not an expansion of green employment alleviate the unemployment problem? Well, not necessarily. Green jobs are often medium-to-high skilled. Take the example of installing wind-farms or solar energy. This requires relatively skilled workers, few of which may be recruited from the pool of unemployed. Instead, most of these workers must come from the same pool of labour that are otherwise working in sectors such as ICT, biotechnology and health and education.  




Climate action cuts growth, but using 
carbon revenue for R&D offsets this
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Change in EU 27 GDP (in %) relative to baseline
(baseline = ETS cap constant at 2009 level)  
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A recent study by a group of European Commission DG EcFin economists illustrates this point with the help of a multisectoral economic model. They look at the effects of climate action in terms of both GDP and employment. They assume that the first step of climate action is the introduction of a carbon tax. In the baseline scenario, all tax revenue from the carbon tax is returned to the citizens as a lump-sum refund. In this case, shown in red, the economic effect is to reduce GDP by 2 ¾ % by 2050. Also the employment effects would be negative in this case.
However, if the additional tax revenue is used more cleverly, the negative effects on GDP and employment can be turned around. First, showmn in blue, much of the drop in output is undone if the carbon tax revenue is used to lower distortionary income taxes on labour. The overall effect can be fully reversed if the government in addition uses some of the tax revenue on green research and development and later on also on R&D in other sectors of the economy. This case is shown as green bars in the chart.



Small total employment effect regardless 
of how carbon revenue are used …
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If we look at the employment effects of these different scenarios, as I said earlier a carbon tax in isolation would have negative employment effects. The largest positive impact would be if all the extra tax revenue is used to lower income taxes (blue). 
It is important that we understand what these results mean. The positive growth and employment effects of the non-red scenarios relative to the red scenario is not due to climate action per se. Instead, they boost growth by lowering distortionary taxes on labour and by boosting the level of growth-enhancing R&D. It just conveniently happens that carbon revenue can be used to finance these measures. However, the same growth and employment effects could be achieved through lump-sum taxes.

A second important observation to make from these simulations is that the total employment effects are relatively small, less than half a percentage point under all scenarios.
Also, the employment and growth effects take decades to materialise. From this perspective, it would be unrealistic to assume that climate action would be an effective tool to support the economic recovery in the short- to medium-term.
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… but considerable shift in 
employment across sectors 

Source: EIB presentation based on Conte  et al. (2010)
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While not affecting aggregate employment in a substantial way, there would be quite large a shift in the sectoral composition of employment. Not surprisingly, climate action is projected to increase employment quite substantially in low- or zero carbon energy sectors, while at the same time substantially reducing employment in fossil fuel based energy production.

This, one could argue, is as it should be. This is exactly what a carbon tax would aim at: shifting resources away from greenhouse generating energy production. But it also illustrates why the employment argument for green action is rather weak. In net terms, the employment effects of this sectoral reshuffling large cancel each other out.





Concluding remarks

• It should not matter whether climate action 
fosters growth and employment

• The employment argument is probably used 
to make costly climate action more 
palatable
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To conclude, we can deduce from economic logic and empirical evidence that climate action on its own does not raise aggregate employment or output, but rather the reverse. But this of course does not make climate action less worthwhile. Rather, the conclusion we need to draw is that climate change mitigation is worthwhile even if they reduce growth. 
But why then, are claims about the alleged win-win consequences of climate action so prominent? Two likely reasons stand out. The first is that current EU efforts on their own may not have the intended effects in terms of aggregate climate change mitigation. The second and perhaps more important reason is simply that policymakers lack the courage to admit that climate action is costly. By extension, climate action looks politically more palatable if it is garnished with prospects for jobs and growth. As other observers have expressed it: talk is cheap, decarbonisation is not – the public deserves the truth.
And with that, I thank you.



Unused charts



Green jobs in Germany reached 1.8 
million in 2006 (4½% of all jobs)  
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Climate action dampens real wages, of 
low-skilled workers in particular 

Source: EIB presentation based on Conte  et al. (2010)
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Climate action shifts investment from 
fossil to nuclear & renewable energy
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