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Introduction

The state of Europe’s economy and the condition
of the environment affect the lives of all Europeans.
A clean and healthy environment is essential for
maintaining prosperity and a high quality of life. But
the strength and competitiveness of the economy is
also essential if this quality of life is to be maintained.

A large part of the EU economy depends on the
environment. As well as an entire sector devoted to
environmental technologies, many jobs in the EU are
linked in some way to the environment — from forestry
and agriculture to sustainable construction and large
parts of the tourism industry.

Economic and environmental objectives are often
seen as being contradictory. However, the perception
that a choice must be made between the two is
wrong. Both can be achieved. EU environment
policy is contributing to a shift towards employment
associated with leaner, more efficient products
and processes and the transition to an energy and
resource-efficient economy. This is not only good for
the environment but also for economic growth and
the creation of new jobs.
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The EU eco-industry

Environmental technology industries, known collectively as the eco-
industry, have seen rapid growth in recent years to become one of
the biggest sectors of the EU economy. Environmental technologies
help measure, prevent and correct environmental damage to water, air
and soil and solve problems such as waste, noise and damage to eco-
systems. This can help EU industry produce fewer emissions, generate
less waste, reduce costs and improve competitiveness.

The long-term trend in the EU is towards
environmentally-friendly production,
where products that have a low impact on
the environment and resource-efficient
production techniques are becoming
more common.

The eco-industry in the EU is mostly made up of small and medium-
sized businesses. Its annual turnover in 2008 of €319 billion represents Fig. 3 EU share of world markets
about 2.5% of Europe’s Gross Domestic Product (GDP) (see Fig 1)." The
eco-industry has grown by around 7 % a year since 2000.

The FEuropean eco-industry covers two main areas: pollution
management and resource management. Pollution management
mainly concerns technologies and services in waste management,
air pollution control and cleaning up soil. Activities under resource
management include materials recycling, renewable energy production
and water supply.

Growth has been concentrated in resource management where new
technologies such as solar and wind energy have made remarkable
progress. In 2008, resource management accounted for more than half B Power generation
of the eco-industry sector for the first time (see Fig 2). B Energy efficiency

0O Material Efficiency

The market for environmental protection is a big opportunity for O Water Management

European firms. The global market for eco-industries is currently around o Sustainable mobility
€1000 billion per annum and this is expected to triple by 2030. The EU B Waste management
is a market leader and holds roughly one third of the global market (see

Fig 3).

Eco-industries are a more significant part of the economy in some countries than others. Countries like Denmark and the
Netherlands, for example, are big exporters of new green technologies such as wind turbines. In 2009, Denmark exported
€5.6 billion worth of wind technology and created new jobs — it employs almost 25,000 people compared to around

15,000 in 2000. Some new Member States such as Bulgaria, Slovenia and Estonia are making significant investments in
renewable energy programmes.




Green jobs

The EU eco-industry directly employs around 3.4 million people?,
around 1.5% of all Europeans in employment (see Fig 4) — more than in
car manufacturing, chemicals or textiles. Around 600,000 new jobs were
created between 2004 and 2008, in sectors such as waste and water and
new jobs will needed as Europe continues to move towards its aim of
becoming a low-carbon and resource-efficient economy.

The number of jobs linked to the environment extends beyond the eco-
industry to sectors that depend on a good quality environment - such
as organic agriculture, sustainable forestry and green tourism. These
jobs are often less visible than other jobs as they are spread throughout
Europe among firms helping to improve environmental performance
(see Fig 5). Based on a narrow definition, around 5.6 million people are
directly employed in jobs linked to the environment.?

There are many other jobs that are also dependent on the environment,
though arguably to a lesser degree. Using wider definitions, such as ‘all
those working in agriculture; one in ten European jobs depends to some
extent on the environment. These jobs support others elsewhere in the
economy, for example through demand for components and materials.
When these indirect effects are included, it is estimated that around one
job in every six is somehow dependent on the environment.*
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Renewable energies

Renewable sources of energy such as wind power, solar energy, hydropower
and biomass are essential alternatives to fossil fuels. They play an important role
in tackling the challenges of climate change and reducing Europe’s reliance on
imported energy. They also create new jobs in renewable energy technologies.

Policies that support renewable energy sources can give a significant boost
to the economy and create new jobs. As part of its action to combat climate
change, the EU has committed to increase the share of energy from renewable
sources to 20% (from around 8.5% today) by 2020. It is estimated that meeting
this target will provide an additional 410,000 jobs and boost GDP by 0.24%.°

In 2005, around 1.4 million people in the EU worked in renewable energy and
generated €58 billion, contributing around 0.6% to Europe’s GDP. By 2020,
employment in the sector could reach 2.8 million people, though jobs would
be lost elsewhere in the economy such as in fossil fuel production.® Biomass
is currently the main source of renewable energy in the EU, but much of the
growth is likely to be in solar and wind energy.

In 2009, global new investment in sustainable energy was €118 billion. Wind
power increased its dominance among new financial investments in sustainable
energy to 56% (€49 billion), followed by solar power (€17.5 billion) with both
overtaking investment in biofuels (€5 billion).” Renewables made up 60% of
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newly installed power capacity in Europe in 2009, and Europe accounted
for more than a third of all new global investment in renewable energy (see
Fig. 6).

Economies of scale

Renewable energies used to be more expensive than traditional sources
of energy. However, there has been a continued and significant reduction
in the cost of producing energy from renewable sources over the last 20
years. The cost of wind energy per kWh has fallen by 50% over the last 15
years. Solar photovoltaic systems, which convert sunlight into electricity,
are more than 60% cheaper today than they were in 1990. Given the right
weather conditions, renewable energies are now often close to being
able to compete financially with traditional sources of energy (Fig. 7). As
more investment, and stronger research and development is made, the
scale of production will increase and costs will come down, making the
technologies even more competitive. Because of this potential, around 18%
of venture capital investment in the EU is now made in clean technologies.

Fig.6 Fig.7
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Energy efficiency

The EU's dependency on imports of energy means that around €350 billion of
the EU's wealth — around €700 per EU citizen, or 2.8% of GDP — is exported every
year mainly to oil and natural gas rich countries. On average, EU Member States
import more than a half of their energy.®

Energy prices, especially oil, are expected to continue to rise in the coming years.
Competitive economies will anticipate this and improve both the efficiency
with which they use energy, and at the same time look for new sources to cut
costs and ensure security of supply.

The European Union has set a target of reducing its energy consumption by
20% by 2020 (Commission’s Energy Efficiency Plan 2011). The biggest energy
savings are expected to be found in residential and commercial buildings, the
manufacturing industry, and transport.

In most cases, this would be either at no cost to the economy or achieved
through investments that have very quick pay-back times.” The new measures
could cut consumers’ bills by up to €1000 per household a year and improve
Global revenues from climate-related business activities — mainly energy
efficiency — are around €360 billion. These activities are also a source of new
jobs and a way of cutting costs for businesses.'
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The variation in energy efficiency between
Member States and sectors shows that there is
potential for improvement (Figs 8 and 9).
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Resource efficiency

Resource efficiency means the sustainable management and use of resources
throughout their life cycle (from extraction, transport, transformation and
consumption to their disposal once they become waste).

Itis no coincidence that Europe’s most competitive economies are also the most
resource-efficient. The more efficient an economy is the more economic output
it can achieve from the raw materials available.

It is estimated that around 20% of material use in the EU is inefficient and that
investment to remedy this would pay back in one to six years.

For example, a study shows that UK businesses could save £23 billion a year by
using resources more efficiently . The up-front cost of these savings is not high
and some involve no cost at all. The investments involved have a pay-back period
of one year or less."

It is estimated that a 20% reduction in resource and energy use in Germany
could lead to anincrease in resource productivity of 2.9% per year. The economic
benefits would include the creation of more than one million jobs, improved
growth rate and an increase of GDP by 12%, with a payback period of one year in
the case of materials and six years for energy.'? The variation in levels of resource
efficiency between Member States suggests there is scope to improve resource
productivity considerably (Fig. 10).

Increasing resource productivity will provide new jobs as demand grows for
techniques that boost productivity or which ease the transition to a low-carbon
economy.tishard to measure thisimpact, as these jobs will be spread throughout
the economy but some lead markets, such as sustainable construction, can be
clearly seen as a source of growth (Fig. 11).
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Furope’s transition to a low-carbon
economy

Climate change will disrupt economies and societies worldwide. The cost of inaction
will be much higher than the cost of reducing the emissions of greenhouse gases which
are warming the planet.

To limit the negative effects of climate change and prevent it from reaching dangerous
proportions, global warming needs to be kept to less than 2°C above the temperature
that prevailed in pre-industrial times. Through the 2009 Copenhagen Accord and the
2010 Cancun Agreements, the international community has recognised that this should
be the objective.

To keep warming below the 2°C ceiling scientific projections show that global emissions
will need to peak by 2020 at the latest and then be cut to 50% or more below their
1990 level by 2050. Developed countries will have to undertake the lion's share of the
effort by making reductions of 80-95% by mid-century. The European Council and the
European Parliament have endorsed this as an EU objective, in the context of developed
countries as a group making cuts of this magnitude.

The EU has put in place a range of instruments and measures to reduce its emissions. By
2009 the EU's emissions were some 17% lower than in 1990. By far the most important
instrument is the EU Emissions Trading System. Launched in 2005, the system has put
a price — and a ceiling — on carbon emissions from some 11,000 industrial installations
across Europe.

e




For the medium term the EU has made an unconditional commitment, underpinned by binding legislation, to cut its
emissions to 20% below their 1990 levels by 2020. Europe is also offering to raise this target to 30% if other major world
economies commit to doing their fair share of a global reduction effort.

How Europe uses and produces energy is crucial to bringing down greenhouse gas emissions. That's why the EU also
intends, by 2020, to increase the share of renewable energy to 20% — around double today's level —and to improve energy
efficiency by 20%.

Combating climate change requires innovation, and that in turn creates new business opportunities in the shape of
new industries, new products and new skilled jobs. Building a low-carbon EU economy will require major and sustained
investment in clean technologies over the next 40 years, but much if not all of this cost should be offset by savings on
energy imports and on dealing with air pollution (Fig.12). By 2020 action to combat climate change and improve energy
efficiency could increase total employment in the EU by up to 1.5 million jobs, particularly if governments use revenues
from carbon taxes or sales of EU ETS emission allowances to reduce the cost of labour.

Fig.12
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Incentives for change

Environmental taxes

Environmental taxes are designed to change behaviour and reduce negative impacts
on the environment. They deliver a double benefit — an improved environment and
greater public revenues.

The biggest source of environmental tax revenue comes from petrol and diesel, with
potential taxes on pollution little tapped so far (Fig. 13).

Revenues from environmental taxes can be used to cut labour taxes. If taxes on labour
provide a disincentive for firms to employ people, then environmental taxes can
generate a‘double dividend": better environmental protection and higher employment.

Roughly one out of every fourteen euros of government revenue comes from
environmental taxes. Since 1999, environmental tax revenues have been on the decline
in the EU27. This means there has been no rebalancing of tax from labour to sources
of pollution. Differences between Member States are stark, with Denmark topping the
energy tax rates list at €268 per tonne of oil equivalent against Romania’s €262,

Percentage of total taxes

Environmental taxes as % of total taxes. 2008
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Subsidies

Another source of revenue could be raised by cutting subsidies to
activities that are harmful to the environment. Environmentally harmful
subsidies worldwide are estimated at some €350-500 billion per year',
distributed between the following areas:

Agriculture: €150 billion
Energy: €50-150 billion
Transport: €80-100 billion
Water: €35 billion
Forestry: €25 billion
Fisheries: €15 billion

Although data is very rough it is estimated that government subsidies
worldwide for renewable energy are only a tenth of the subsidies for the
production and cheap consumption of traditional fossil fuels'.

The production of coal, for example, still receives more subsidy
than renewable energy sources. Around two thirds of EU hard coal
production receives some form of state aid. The aid can be substantial:
Spain, €73,000 a year per coal job saved, and Germany €54,000 (Impact
Assessment for proposal relating to State aid to facilitate the closure of
uncompetitive coal mines).

The G20 group of industrialised nations has proposed phasing out
subsidies for fossil fuels — a move that would reduce fossil fuel emissions
by 12%.

| 17 |



Environmental costs and international
competitivenes

While environmental regulation can boost productivity, it can also have financial costs for industry. Businesses
may have to install cleaner technologies or could be restricted in the way that they can produce. However,
there is no evidence that environmental policy has a significant impact on international competitiveness.

In most sectors, the cost of environmental regulation is less than 1.5% of the cost of production and has
either stayed constant or gone down over time.'® The EU, the United States and Japan, all spend about 2%
of their Gross Domestic Product on environmental protection. Environmental policy does not appear to
hinder the competitiveness of Europe’s manufacturing sectors or lead to relocation. On the contrary, good
environmental performance can be good for competitiveness by improving efficiency.

The administrative cost of environmental policy involves the cost of information obligations, primarily
paperwork. Environmental policy leads to administrative costs for businesses of around €1 billion per year,
and represents less than 1% of the total administrative costs of European legislation.”” The same thing can
also often be done in one country at a lower cost than in another — around one third of the administrative
burden is estimated to be the result of inefficient public and private administrative practices, suggesting
scope for sharing good practice. (Fig. 14)

Europe is a world leader in environmental technologies and environmental protection is therefore a big
market opportunity for EU businesses. Many European producers benefit from ‘first mover advantage’ as
their technologies are adopted abroad. Particularly strong export markets for the EU include China and
other emerging markets that are trying to ensure economic growth is environmentally sound. Overall, the
world market is growing by around 5% per year.
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Eco-innovation - environment policy
action

Eco-innovation is innovation in products and services which includes a benefit for the environment. The
promotion of environmental technologies is resulting in leaner production processes, resource-efficient
products and technologies, and turning the vision of a green economy into reality. This means we can
achieve environmental objectives more cost-effectively.

Environmental policy acts as a driver forinnovation. The high standards set by the EU encourage European
companies to innovate in a bid to maximise the resources they use. This leads to greater profitability as
well as an improved brand and corporate image.

Green products sell well. Retail sales of green products in Europe are set to double to €114bn by 2015,
But this would still only mean an increase to 5% of total EU retail sales, up from 2.5% today.

UK supermarket chain Tesco has installed more intelligent extraction systems which roughly halve the amount of energy consumed by
extractor fans at in-store bakeries and restaurants — saving 15,777 MWh of electricity and £710,000 in 2010.

Since the launch of its eco plan, Plan A, in 2007, the UK>s Marks and Spencer has saved over £50 million by becoming more resource-
efficient.

Changes can be simple. A French site for mobile homes introduced low energy light bulbs and cut energy consumption by 40%.

The <Money Back through the Window> project in Hungary examined 262 environmentally beneficial measures from 56 different
companies. Overall, these provided savings of €58.8 million euro: 95 needed no investment at all, 106 paid back within 3 years, and 61
paid back over a longer period.

Oran Pre-Cast manufactures concrete slabs in Ireland. Using new technology (bed plotter) to cut the slabs more accurately has reduced
waste and improved plant productivity by 20%.

The PERBIOF project in Italy, funded under the EU LIFE programme, developed an innovative technology for treating
municipal and/or industrial wastewater. By using this technology, €72 million can be saved in costs per year.
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