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Background 

 
At its first meeting of 11 July 2012, Working Group III ("Framework conditions for investments") 

of the European Resource Efficiency Platform identified five main topics for reflection: 

- Environmentally Harmful Subsidies (including EU level) and Green Taxation 

- Broader incentives, consumers and Green Public Procurement 

- Accounting, reporting, corporate governance and financial regulation 

- Framework conditions for innovation and investment flows 

- Valuing of ecosystem services 

 

For each topic, a working paper was produced by a coordinator with the help of some members of 

the Working Group. At the meeting of 24 September 2012, the papers were reviewed and discussed. 

Due to evident overlaps, the second topic (Broader incentives, consumers and Green Public 

Procurement) will be from now on addressed in Working Group I ("Circular economy and greening 

the economy"). 

 

Issues such as environmental regulation, targets and indicators, standards schemes (ecodesign, 

ecolabel, etc.) that are of obvious relevance to create a stable and predictable environment for 

investments are dealt with in the other Working Groups and will not be elaborated upon in this 

document.  

 

This report was prepared by the Secretariat (European Commission, DG Environment) for the 

Sherpa meeting of 22 November 2012 in coordination with the Chair of the Working Group. It 

draws on the working papers and the discussions in the Working Group sessions, and sets out a 

synthesis, including a first set of ideas for consideration and areas that could be further explored 

with the group. While it aims to reflect the ideas put forward by the Working Group members in a 

balanced way, it has not been formally endorsed by the WG and cannot be seen as representing 

the members' views. 

 

 

1. Ecotaxation and Environmentally harmful subsidies 

 
A major barrier to investments in resource efficiency is constituted by distorted prices of resources. 

On the one hand, subsidies that incentivise resource use by artificially lowering their prices can 

discourage resource efficient activities and investments. Furthermore, most taxation systems do not 

adequately integrate the environmental externalities of economic activities, and raise the cost of 

labour relative to resources at a time where unemployment is high and resources are under threat.  
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The Roadmap for a Resource Efficient Europe identifies this barrier, and sets the following 

milestones by 2020: 

- Phasing out of environmentally harmful subsidies; 

- A major shift from taxation of labour towards environmental taxation. 

 

The elimination of environmentally harmful subsidies has also been mentioned in the G20 

declaration at Pittsburgh summit in September 2009, and in the declaration of the Los Cabos 

summit in June 2012, where the Leaders of the G20 committed to rationalize and phase out 

inefficient fossil fuel subsidies
1
.  

 

The discussions on this area included the following topics: 

 

 

A) The importance of identifying and phasing out environmentally harmful subsidies 

(EHS). First recommendations could include: 

 

 Reporting from Member States on EHS on their territory
2
. Areas for reporting could include 

subsidy in the form of grants of tax reduction for fossil fuels, transport, agriculture, water, 

fishery and urban expansion;  

 Adoption by the Commission on proposals for phasing out EHS for specific sectors in the 

context of the European Semester process. This proposal would request Member States to 

include strategies to phase out EHS in their National Reform Programs. Member States can 

base their efforts on the results of studies contracted for the Commission, which cover the 

following elements:  

o A framework for the identification of EHS; 

o Tools to assess whether the subsidy removal will benefit the environment; 

o Help to understand the wider implications of subsidy removal including the economic 

and social dimensions and define compensation measures and timelines;  

o Guidance on the use of indicators, referring to the levels of subsidisation of an industry 

and its environmental and social cost. Such indicators would be useful in setting 

baselines for ‘reduction rounds’ by target dates; 

o Good practice examples on subsidy reform, focused on economic and environmental 

gains achieved, as well as experiences with ways to mitigate negative social and 

economic impacts of subsidy removal 

 Reform by Member States of company car taxation to eliminate incentives for more CO2 

emitting cars by ensuring that the income tax treatment of the private use of company cars is 

based on the real value of cars 

 Elimination by Member States of VAT rebates on environmentally harmful products and 

services, including e.g. energy products. 

 Encourage the European Investment Bank to review its eligibility framework and lending 

criteria to avoid loans conducive to an inefficient use of resources, and further promote 

resource efficiency projects, including the protection of natural resources, biodiversity, and 

ecosystem services. 

 

B) The EU semester as an important policy process, that should be used for greening the 

economy 

 On the basis of the Resource Efficiency Flagship, the Roadmap for a Resource Efficient 

                                                 
1 G20 Leaders declaration, Los Cabos, 19 June 2012, G20 Leaders Statement, Pittsburgh, 25 September 2009 
2 The OECD-EEA database on economic instruments for environmental policy may be a good supporting tool to this 

aim 
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Europe, and the Council Recommendation of 13 July 2010 (in particular guideline 5)
3
 make 

the Commission/Council recommendations under the EU Semester relating to resource 

efficiency more specific, precise and targeted, in particular with regards to  environmental 

taxation and the phasing out of environmentally harmful subsidies.  

 

C) Introducing environmental taxation for specific resources 

 Water and waste pricing:  

o Member States to ensure proper implementation of the Water Framework Directive by 

putting in place a water pricing policy providing adequate incentive for users to use 

water efficiently, for instance by increasing progressively charges through a 

preannounced plan, and ensuring an adequate contribution of the different water users to 

the recovery of the costs of water services. A particular focus should be given to regions 

and countries where water is scarce or the index on water exploitation is high. Due 

regard should be given to people in need, making sure that they can have adequate water 

access. 

o Member States to introduce waste charging, taxes on landfilling and incineration of 

waste, and encourage recycling and re-use, ensuring that all major groups of users 

contribute adequately.  

 

 

 

D) Large scale environmental fiscal reform (EFR) 

 Environmental taxation: This issue has been identified in the Roadmap as a crucial step 

towards resource efficiency and was supported by a significant number of participants. 

However: 

- the difficulties to act at EU level on taxation matters, due to unanimity requirements in 

the Council were highlighted; 

- It was mentioned that such a shift would affect certain industries negatively and be 

detrimental to innovation, competitiveness (through leakage of investments and jobs to 

third countries), and resource efficiency. Sources demonstrating positive effects of EFR 

on these areas were also pointed out. 

- It was mentioned that the distributive effects of such a shift in taxation should be further 

assessed, and if needed compensatory measures should be taken to mitigate potential 

negative social consequences. 

 

 Border tax adjustment for resource and products imports: some participants were of the 

opinion that such a measure would help to internalise external costs, and create a level 

playing field at a global level, while others were of the opinion that it would create a high 

WTO risk. 

 CO2 tax on non-ETS sectors and abolishment of present bans on aviation and shipping fuel 

taxation: some participants supported such these measures as ways to internalise the climate 

externalities outside of the ETS, while others were against their implementation at EU level. 

 

 

In addition, a number of issues have been identified for possible discussion for the longer term. 

They are annexed at the end of this paper. 

 

2. Accounting, Reporting, Corporate Governance and Financial Regulation 
 

                                                 
3 Recommendation 2010/410/EU 
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A major barrier identified to investments in resource efficiency is a failure, from the financial 

markets and its actors, to reach adequate levels of transparency regarding information on long-term 

sustainability, and to integrate this information to the key economic data that drive investments.  

 

As the report Financial Stability and Systemic Risk: Lenses and Clocks points out "High quality, 

comparable information and supporting verifiable data are the most critical commodities for well-

governed and smoothly functioning capital markets. Not only does information affect the market 

outcome after it is reported, it affects the behaviour before the reporting is done […] Markets are 

driven by information. If the information they receive is short-term and thin, then these 

characteristics will define our markets"
4
 

  

 

The importance of restoring a long-term vision for the financial sector was discussed. More 

specific topics for discussion included: 

 

A)  A European Commission Working Group, leading to a Green Paper, on "Greening the 

finance, financing the greening" – co-lead by the European Commissioners in charge of the 

Environment and the Internal Market and Services, including a stakeholder consultation, and 

covering issues such as: 

 Environmental, Social and Governance (ESG) criteria and reporting; 

 Resource accounting, valuation of ecosystem services and externalities; 

 Inclusion of ESG risks in credit rating; 

 

B) A pilot project, launched by the Commission and relevant stakeholders, including the 

private sector, to explore integration of resource use and ecosystem services into company 

accounting 

 

C) Other measures promoting transparency and long-term approaches: 

 The extension of a "comply or explain" or "report or explain" approach in EU 

countries, combined with a harmonised set of rules; 

 Extension of board room accountability to sustainability issues; 

 The inclusion of environmental risk in risk assessment  

 

 

D) Environmental, social and governance (ESG) reporting: there were mentions of the 

development of mandatory reporting for large and listed companies, with performance 

indicators, while others pointed out to the existing initiatives at global level, such as the Global 

Reporting Initiative and UN Global Compact, to work in progress at EU level, and of the 

potential difficulty of finding the adequate data to be reported on. The question of the treatment 

of SMEs and non-listed companies was also raised.  

 

E) The needs and demands of institutional investors was identified as a knowledge gap, while 

a number of existing initiatives for institutional investors, which could be further explored were also 

highlighted. 

 

 

Issues that have been identified for the longer term include: 

 Explore how fiduciary duty could be enlarged to factor in considerations of long-term 

environmental and resource efficiency issues, especially for large institutional investors. 

                                                 
4 International Institute for Sustainable Development/UNEP-FI: "Financial Stability and Systemic Risk: Lenses and 

Clocks", June 2012. 
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 The possibility of sustainability requirements by stock market listing authorities 

 The inclusion of sustainability issues in prudential rules 

 

3. Innovation and investment flows 
 

In the path to green growth, innovation has a key role in helping to find new, more sustainable 

technologies and consumption patterns. Business is one of the main drivers for eco-innovation; 

however the conditions must be right for investments to be made. 

 

The later stages of development and commercialisation of resource efficient technologies and 

solutions also require significant investment volumes. Building the right framework to attract these 

investments and allow capital to flow in the direction of less resource use is crucial for the transition 

to a green economy. 

 

The issues discussed included: 

 

A) Setting up the right environment for innovation and investment 

 

 The importance of stable and predictable policies, giving enough certainty to investors.  

 The importance of adequate framework conditions for innovation, including: 

o A strong, long-term public sector research effort
5
 

o Transparency and dialogue with citizens on environmental innovation and their 

potential impacts 

o Enforcing compliance with the general EU rules for competition 

o A well-functioning intellectual property framework 

o The right market conditions for the development of new innovative firms 

o A strong commitment to the implementation of the Eco-Innovation Action Plan and 

adequate financing for its activities 

 The importance of fully developing and extending existing instruments that support 

innovation such as European Investment Partnerships, technology prizes, Public Private 

Partnerships (PPPs), Joint Technology Initiatives (JTI) and the EIT Knowledge and 

Innovation Communities. 

 

B) Innovative instruments and financing 

 

 Development of innovative models, including innovative financial instruments, to 

mobilise private investments: these include the use of public funds for equity investment, 

risk sharing instruments, and initiatives such as project bonds or green bonds. Adequate 

safeguards should be put in place to avoid excessive risk on public funds. 

 Development of synergies between Horizon 2020 and Structural Funds in the field of 

resource efficiency, with Structural Funds aiming to develop and diffuse research and 

innovation developed under Horizon 2020 

 Development of schemes providing resource efficiency audits to SMEs, linked with 

access to finance for the implementation of the resource saving measures identified, such as 

exists in Germany, and in particular: 

o The Commission could encourage exchanges of experience and initiate the creation of 

networks including Member States and the relevant agencies; 

o Use of EU grants (for example structural funds) to set up national or regional resource 

efficiency centres aimed at developing such schemes 

                                                 
5 For example through a fixed share of a future target on spending on R&D and innovation  
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C) Education and training 

 

 Strengthening education and training in resource efficiency, including: 

o Training of the financial sector, including commercial banks, asset managers, 

venture capitalists; 

o Developing specific training for consultants and auditors in resource efficiency. 

 

Areas that could be further explored  

 

 Develop more specific recommendations on innovative financial instruments, and PPPs 

 Assess the potentials of green public investments, at EU and Member States level, including 

infrastructure 

 Develop more specific recommendations on education (for short or longer term). 

 

 

4. Valuing ecosystem services 
 

Ecosystem services underpin economies, societies and individual well-being. The values are, 

however, often overlooked or poorly understood. They are rarely taken fully into account through 

economic signals in markets, in day to day decisions, and are often not reflected adequately in the 

accounts of companies. A precondition for an efficient use of resources is visibility, made possible 

through recognition of services, accounting and valuing.  

 

The valuation of ecosystem services in accounting systems is linked with the questions of 

transparency and integration of environmental that are discussed in section 2. 

 

Issues that have been discussed included: 

 

 Development of methodologies and guidelines for Member States and companies for 

making ecosystem services visible and valued, building on the full array of values of 

ecosystems for society; supporting the sharing of case studies and best practices, and 

development of awareness raising actions.  

 Implementation of the EU 2020 Biodiversity strategy.   

 Development at EU level of a multi-annual strategy on how to broaden the environmental-

economic accounting, aiming to capture the values of natural capital and ecosystem services. 

Possible stages for this strategy could include: 

 modules for stock accounts for carbon 

 flow accounts for nutrients, waste, water and energy   

 module for environmentally harmful subsidies 

  account on biodiversity and productive soils 

 ecosystem services account - economic account for selected ecosystem 

services. 
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 Annex – Possible medium to long-term measures identified for 

ecotaxation and Environmentally harmful subsidies 
 

These measures have been identified in the working document produced by the corresponding 

dedicated subgroup. Because of their longer term characteristics, they haven't been discussed 

among the Working Group, but will be examined more in details when the work on longer term 

measures will be initiated. 

 

 At Member States level: 

o strengthen natural resources pricing (full implementation of the polluter pays 

principle) through taxation on the abstraction of raw materials such as gravel, sands, 

or other construction materials; 

 

 At EU Level: 

o introduce the use of minimum levels of environmental tax rates (similar to the 

approach applied in the Energy Taxation Directive) to different types of 

resources/products/emissions.  

o Examine the possibilities for CO2 taxation at EU level and/or harmonise rules for 

CO2 taxation of the non-ETS sectors 

o Propose harmonization of incentives so as to define a common market and avoiding 

distortion in the production and use of resources; 

o Reform the VAT rules so as to reduce the different treatment according to the status 

of the supplier (public or private). 

 


