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Expert Meeting: From Crisis to Green New Deal?

Author: Wiert Wiertsema, senior policy advisor Both ENDS
Aim:  To explore the scope of a Green New Deal, and discuss contributions the Netherlands could make. 

The currently still unfolding financial crisis started with the assessment in 2007 in the United States that too many subprime mortgages were sold to clients unable to meet their obligations, especially in a real-estate market with falling prices. Many of the risks associated with these mortgages were repackaged and then sold on to numerous other financial institutions operating in the so-called derivatives
 market. While such actions were earlier promoted as the spreading of risks, slowly an increasing awareness emerged that many financial institutions were facing huge exposures in this rather under-regulated market. The volume of the global derivatives market has according to the Bank for International Settlements (BIS) expanded by June 2008 to an amount of US$ 683 trillion
. Through the use of complex derivatives in a process also known as securitization, financial institutions managed to avoid regulation and supervisory bodies of the financial markets
. The term ‘shadow banking system
’ became a general concept to refer to the banking system that has largely become dependent on derivatives. 

The bankruptcy in September 2008 of the US investment bank Lehmann Brothers became the watershed event that effectively brought the ‘shadow banking system’ to a halt. Following the demise of the ‘shadow banking system’, also the regular banking system came to a standstill. The need for the writing off of the ‘toxic’ assets in the shadow banking system since then endangers the solvency of all financial institutions. So far only a massive bailout with taxpayer’s money of banks and insurance companies prevented the total collapse of the financial system
. Several financial institutions effectively were nationalised, but still this crisis is far from over. As banks hardly trust each other in the current situation, lending is at an all time low. Also trade financing, essential for keeping up the international flows of goods and services, is deeply impacted. Demand for raw materials as well as industrial output has been going down leading to a slump in the ‘real’ economies around the globe. Economic growth effectively came to a halt, and many national economies are actually shrinking. This results in a substantial increase in unemployment figures, sending many people and their families back into poverty, especially in developing countries. 

On April 2, 2009, the G-20 – the 20 countries with the largest national economies in the world – will be meeting in London to discuss the crisis. Also the Netherlands – though not a G-20 member state – is invited to join this meeting. Preparatory working groups have been working on subjects such as: Enhancing sound regulation and strengthening transparency (working group 1); Reinforcing international co-operation and promoting integrity in financial markets (working group 2); Reforming the IMF (working group 3); The World Bank and other multilateral development banks (MDBs) (working group 4). The London summit has the following three aims
: 

1. to take whatever action is necessary to stabilise financial markets and enable families and businesses to get through the recession

2. to reform and strengthen the global financial and economic system to restore confidence and trust

3. to put the global economy on track for sustainable growth.

Under the third aim reference is made to maintaining a free trade agenda opposed to protectionism. Also the need for education, help for the poorest (Millennium Development Goals) and the need for a low carbon economic recovery are mentioned. 

But the agenda of the London summit does not clearly reflect an awareness that other crises such as the climate crisis, the energy crisis, the food crisis or the water crisis – all particularly felt by common people, especially in the global South - actually deserve a treatment with a similar intensity as the financial crisis. 

In the expert meeting that precedes the public debate at the Crisis Café ‘De Duurzame Daalder’ Both ENDS wishes to explore possibilities to deal with all these crises in a more integral and just manner under a heading often referred to as a Green New Deal. The expert meeting is organised as a round table meeting of some 25 – 30 policy makers, representatives of the financial sector, civil society representatives, academics and journalists. 

It is our assumption that an integral Green New Deal is required to overcome double standards that lead to massive bailouts for financial institutions, while very real survival problems of people in various parts of the world do not nearly obtain similar urgent treatment. The validity of this assumption may serve as the first question to be tackled in the discussion. 

In addition we would like to discuss possible concrete measures that governments in general, and the Dutch government in particular, should take to make sure that a Green New Deal is brought about. 

Questions that might guide the debate are:

1. Is the current lack of priority for environmental sustainability in the financial markets part of the cause of the current financial crisis? If so, how could this problem be addressed (e.g. pricing, taxation)? 

2. What criteria should be taken into account for ensuring bailout programmes to contribute to a Green New Deal? Should these be universal criteria, or does one rather require regional / national approaches? In other words, how do the fear for protectionism and a Green New Deal relate?

3. Should the Green New Deal only cover part of the economic stimulus packages currently put in place around the world? For example the UNEP states that earmarking only one third of the total volume of stimulus packages for a Green New Deal would suffice, while Lord Nicholas Stern has suggested that 20% would do. 

4. The current bailout packages likely will result in substantial future budget deficits. In other words, future generations will be required to pay substantial part of the bill. How does this correspond with the principles behind a Green New Deal? And how is prevented that capital required for a Green New Deal is pulled out of local financial markets in the South (currently the case as a consequence of the bailout programmes in the North)?

5. A Green New Deal is not only about the solution of a financial crisis. How can a Green New Deal contribute to a strengthening of the protection and conservation of natural resources? How can financial institutions be forced to contribute to these ends, while they often failed in the past?

6. Likewise, how can financial institutions enhance their contribution to closing the gap between rich and poor, rather than the opposite?

7. How can a Green New Deal contribute to the strengthening of democratic control over the global economy?

8. What are the implications of Green New Deal for the reform agenda of multilateral financial institutions like the IMF and World Bank?

9. What are the implications of the Green New Deal for the regulation and supervisory framework of financial markets? Should there be a ban on particular financial instruments, in particular derivatives?

10. What are possible concrete suggestions for measures to be taken by the Dutch government at national level? What concrete measures should the Dutch government promote at the international level?

Annex: Three different Green New Deal Proposals

Three different Green New Deal Proposals

1.
New Economics Foundation (NEF)

The British New Economics Foundation (NEF) presented the first major report suggesting a Green New Deal in July 2008
. 

Focusing first on the specific needs of the UK, an interlocking programme of action needs to involve:

• Executing a bold new vision for a low-carbon energy system that

will include making ‘every building a power station’. Involving tens of millions of properties, their energy efficiency will be maximised, as will the use of renewables to generate electricity. This will require a £50 billion-plus per year crash programme to be implemented as widely and rapidly as possible. We are calling for a programme of investment and a call to action as urgent and far-reaching as the US New Deal in the 1930s and the mobilisation for war in 1939.

• Creating and training a ‘carbon army’ of workers to provide the human resources for a vast environmental reconstruction programme. We want to see hundreds of thousands of these new high- and lower-skilled jobs created in the UK. It will be part of a wider shift from an economy narrowly focused on financial services and shopping to one that is an engine of environmental transformation. The UK has so far largely missed out on the boom in ‘green collar’ jobs, with Germany already employing 250,000 in renewable energy alone.

• Ensuring more realistic fossil fuel prices that include the cost to the environment, and are high enough to tackle climate change effectively by creating the economic incentive to drive efficiency and bring alternative fuels to market. This will provide funding for the Green New Deal and safety nets to those vulnerable to higher prices via rapidly rising carbon taxes and revenue from carbon trading. We advocate establishing an Oil Legacy Fund, paid for by a windfall tax on the profits of oil and gas companies. The monies raised would help deal with the effects of climate change and smooth the transition to a low-carbon economy.

• Developing a wide-ranging package of other financial innovations and incentives to assemble the tens of billions of pounds that need to be spent. The focus should be on smart investments that not only finance the development of new, efficient energy infrastructure but also help reduce demand for energy, particularly among low-income groups, for example by improving home insulation. The science and technology needed to power an energy-and-transport revolution are already in place. But at present the funds to propel the latest advances into full-scale development are not.

• Re-regulating the domestic financial system to ensure that the creation of money at low rates of interest is consistent with democratic aims, financial stability, social justice and environmental sustainability. Our initial proposals for financial renewal are inspired by those implemented in the 1930s. They involve the reduction of the Bank of England’s interest rate to help those borrowing to build a new energy and transport infrastructure, with changes in debt-management policy to enable reductions in interest rates across all government borrowing instruments. In parallel, to prevent inflation, we want to see much tighter controls on lending and on the generation of credit.

• Breaking up the discredited financial institutions that have needed so much public money to prop them up in the latest credit crunch. We are calling for the forced demerger of large banking and finance groups. Retail banking should be split from both corporate finance (merchant banking) and from securities dealing. The demerged units should then be split into smaller banks. Mega banks make mega mistakes that affect us all. Instead of institutions that are ‘too big to fail’, we need institutions that are small enough to fail without creating problems for depositors and the wider public.

• Re-regulating and restricting the international finance sector to

transform national economies and the global economy. Finance will have to be returned to its role as servant, not master, of the global economy, to dealing prudently with people’s savings and providing regular capital for productive and sustainable investment. Regulation of finance, and the restoration of policy autonomy to democratic government, implies the re-introduction of capital controls. These are vital if central banks and governments are to fix and determine one of the most important levers of the economy – interest rates

• Subjecting all derivative products and other exotic instruments to official inspection. Only those approved should be permitted to be traded. Anyone trying to circumvent the rules by going offshore or on to the internet should face the simple and effective sanction of ‘negative enforcement’ – their contracts would be made unenforceable in law. Ultimately our aim is an orderly downsizing of the financial sector in relation to the rest of the economy.

• Minimising corporate tax evasion by clamping down on tax havens and corporate financial reporting. Tax should be deducted at source (i.e. from the country from which payment is made) for all income paid to financial institutions in tax havens. International accounting rules should be changed to eliminate transfer mispricing by requiring corporations to report on a country-by-country basis. These measures will provide much-needed sources of public finance at a time when economic contraction is reducing conventional tax receipts.

We also urge the UK to take action at the international level to help build the orderly, well-regulated and supportive policy and financial environment that is required to restore economic stability and nurture environmental sustainability. 

Our Government’s objectives should include:

• Allowing all nations far greater autonomy over domestic monetary policy

(interest rates and money supply) and fiscal policy (government spending

and taxation).

• Setting a formal international target for atmospheric greenhouse gas

concentrations that keeps future temperature rises as far below 2°C as

possible.

• Delivering a fair and equitable international climate agreement to succeed the Kyoto Protocol in 2012.

• Giving poorer countries the opportunity to escape poverty without fuelling global warming by helping to finance massive investment in climate-change adaptation and renewable energy.

• Supporting the free and unconstrained transfer of new energy technologies to developing countries.

2.
Dutch Society for Nature & Environment / Dutch Trade Union 
Federation FNV

The Dutch Society for Nature & Environment and the Dutch Trade Union Federation FNV proposed in January 2009 a specific Green Plan
 for the Dutch government. The proposal was only aimed at national measures the Dutch government should consider. It requested the following specific actions:

1. Acceleration of investments in off-shore wind energy

2. Credit guarantees for investments in sustainable energy

3. Credit guarantees and an investment package to achieve energy conservation in 500.000 houses

4. Investments in cities and improved regional public transport

5. Acceleration and expansion of investments in rail infrastructure

6. Promotion of electric cars

7. Lowering of the Value Added Tax on green products and services

3.
United Nations Environment Programme (UNEP)

In the middle of February 2009, the United Nations Environment Programme (UNEP) published a report under this title
. In this report it is argued that economic recovery programmes only will have a lasting success as part of a wider programme that also reduce carbon dependency, protect ecosystems and alleviate poverty. 

National Actions Proposed for the Global Green New Deal (UNEP)

1. The United States, the European Union and other high income OECD economies should spend over the next two years at least 1 per cent of their GDP on the national actions proposed for reducing carbon dependency, including removing subsidies and other perverse incentives and adopting complementary carbon pricing policies.

2. The remaining middle and high income economies of the Group of 20 (G20) should aim, as far as possible, also to spend over the next two years at least 1 per cent of their GDP on the national actions proposed for reducing carbon dependency.

3. Developing economies should also implement over the next two years the national actions proposed for reducing carbon dependency. Under the current economic conditions it is difficult to determine how much each economy should spend on these activities.

4. Developing economies should spend at least 1 per cent of their GDP on national actions proposed for improving clean water and sanitation for the poor. They should also develop urgently comprehensive, well-targeted safety net programs and maintain, if not expand, educational and health services for the poor.

5. Developing economies should adopt actions for improving the sustainability of their primary production activities, although under the current economic conditions it is difficult to determine how much each economy should spend on these activities.

6. All economies should consider removing water subsidies and other distortions, adopting market-based instruments or similar measures to increase water efficiency, and facilitating transboundary water governance.

International Actions Proposed for the Global Green New Deal (UNEP)
1. The most likely global policy forum for promoting urgent international action on the GGND is the G20 forum of the world’s 20 largest rich and emerging economies, although all international fora, and the UN system especially, have a role to play in promoting, developing and enhancing the GGND.

2. At its April 2009 London meeting, the G20 should consider proposals for a GGND, such as the actions recommended by this report, and help develop framework ideas towards securing a global climate change agreement at Copenhagen in December 2009.

3. The international community should reach agreement on extending the CDM beyond 2012, preferably as part of a global climate change agreement, and reforming the mechanism to increase the coverage of developing economies, the sectors and technologies and the overall financing of global GHG emission reductions.

4. The international community should support efforts to improve payment for ecosystem services targeted to the poor and to include more ecosystems, and efforts to improve governance and shared use of transboundary water resources.

5. The international community should adopt as soon as possible reforms to the governance of the financial system that increase transparency and simplicity, and improve the alignment of incentive structures.

6. Bilateral and multilateral aid donors should increase their development assistance over the next few years, and target it to the sectors and actions that comprise the key components of the GGND.

7. The international community should develop and expand innovative financing mechanisms, such as the International Finance Facility, Climate Investment Funds and Global Clean Energy Cooperation, as possible means to fund key components of the GGND.

8. The international community should develop and expand new trade financing and trade facilitation financing packages, and use them to target support to the GGND.

9. The international community should review existing trade agreements and shape future agreements to identify and minimize barriers to enhance effective support of the proposed GGND actions.

10. The international community needs to reach successful conclusion of the Doha Round trade negotiations, especially on fishery subsidies, clean technology and services and reducing agricultural protectionism.

� Derivatives are financial instruments of which the value is derived from something else. 


Examples of derivatives are: forwards, futures, options, and swaps. 


� US$ 683 trillion equals US$ 683,000 billion. In: OTC derivatives market activity in the first half of 2008, November 2008, �HYPERLINK "http://www.bis.org/publ/otc_hy0811.pdf?noframes=1"�http://www.bis.org/publ/otc_hy0811.pdf?noframes=1�


� An excellent paper explaining how this process works is: ‘A (Crumbling) Wall of Money; Financial Bricolage, Derivatives and Power’ by Nicholas Hildyard, The Corner House, UK; �HYPERLINK "http://www.thecornerhouse.org.uk"�http://www.thecornerhouse.org.uk�


� Beware our shadow banking system, Bill Gross, PIMCO, November 28, 2007


�HYPERLINK "http://money.cnn.com/2007/11/27/news/newsmakers/gross_banking.fortune/index.htm?postversion=2007112810"�http://money.cnn.com/2007/11/27/news/newsmakers/gross_banking.fortune/index.htm?postversion=2007112810�


� In the United States alone an estimated $2.5 trillion has been committed, New York Times, February 10, 2009, �HYPERLINK "http://www.nytimes.com/2009/02/11/business/economy/11bailout.html?_r=1&ref=washington"�http://www.nytimes.com/2009/02/11/business/economy/11bailout.html?_r=1&ref=washington�


� cf.: �HYPERLINK "http://www.londonsummit.gov.uk/en/summit-aims/"�http://www.londonsummit.gov.uk/en/summit-aims/�


� Cf: �HYPERLINK "http://www.neweconomics.org/gen/greennewdeal.aspx"�http://www.neweconomics.org/gen/greennewdeal.aspx�


� cf: �HYPERLINK "http://www.snm.nl/page.php?pageID=80&itemID=4735&themaID=8"�http://www.snm.nl/page.php?pageID=80&itemID=4735&themaID=8� (in Dutch)


� A Global Green New Deal, �HYPERLINK "http://www.unep.org/greeneconomy/docs/GGND_Final%20Report.pdf"�http://www.unep.org/greeneconomy/docs/GGND_Final%20Report.pdf�
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