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Summary

The coronavirus pandemic prompted a deep global recession. Governments around
the world have borrowed extensively, while the long-term effects of disruption to
education, health care and employment could be substantial. With many people
forced to stay at home, global greenhouse gas emissions fell by 6% in 2020, the
biggest decline ever recorded.’ But the fall was temporary: by December, emissions
were already higher than they were for the same month the previous year.

As countries recover from Covid-19, they face the dual task of repairing the economic
damage of the pandemic and tackling global warming. The latter remains as urgent as
ever, and it will take a managed transition rather than a disruptive and damaging shock
to restructure economies powered by fossil fuels to become near emissions-free.

Leaders around the world, including in the UK, have responded with pledges to secure
a 'green recovery'. As the communique agreed at the Carbis Bay G7 summit on 13 June
putit: "At the heart of our agenda for economic growth and recovery is a green and
digital transformation that will increase productivity, create new decent and quality
jobs, cut greenhouse gas emissions, improve our resilience, and protect people and the
planet as we aim for net zero by 2050."

Many countries have already set ambitious climate targets, which (backed up with
policy action) will make some high-carbon investments less attractive. The evidence
that green measures can support jobs and growth is stronger than it was in previous
recessions, partly because falling technology costs have made a wider range of green
investments viable.” Much of the focus of calls for a green recovery in 2008-09 was
on R&D in renewables and demonstration projects.”

However, it is easier to talk about a green recovery than deliver one. The economic
recovery and the net zero transition are very different goals that will not automatically
be alighed — not all measures that would support one will naturally support the other.
There may be tensions between 'building back greener’ and "building back quicker’ or
tackling other legacies of the pandemic.

Politicians will face calls to return quickly to the status quo, rather than risk more
difficult structural changes. Supporting some badly affected sectors — aviation,
for example — might protect jobs in the short term but harm climate objectives in
the longer run. The Covid recession is also fundamentally different from previous
recessions —as both supply and demand have been intentionally curtailed by
government restrictions — making it hard to draw lessons from experience.

SUMMARY 4



Policy makers will need to identify where green measures would be most beneficial

to the economic recovery in their specific domestic contexts, whether that is demand-
side stimulus intended to get the economy growing more quickly in the short term, or
supply-side interventions intended to affect long-term economic output and shape it
in a particular way. They will need to assess where traditional recovery measures might
be unhelpful to the net zero transition; for example, by unconditionally supporting
high-carbon industries or incentivising purchases of petrol and diesel vehicles. And
they will need to design policies well and be realistic about what can be delivered.

The UK government has already set out some of its approach. The Treasury's Plan for
Jobs, published in July 2020 as the UK exited its first lockdown, announced £3 billion
of demand stimulus measures focused on green homes and buildings. But the main
component of this, the Green Homes Grant, was abandoned, illustrating the difficulty
of getting green recovery measures right. The short timeframe for applications was
designed to make it a more effective stimulus measure, but it failed to take account
of limited capacity among suppliers.

In November 2020, the government announced a £12bn 10-point plan for a green
industrial revolution, focused on "building back better, supporting green jobs, and
accelerating our path to net zero”. It included investments in offshore wind, low-
carbon hydrogen, green public transport, and carbon capture and storage (CCUS).
But the ambition of the government'’s green recovery package so far is modest
compared with other countries’. Co-ordination of policies — across departments and
with those involved in delivery — has been too weak and the government lacks a plan
for developing green skills.

There are important decisions ahead. The government is due to publish a net zero
plan before hosting COP26 in November, the chancellor has a budget to deliver in the
autumn and the Treasury is due to run a spending review.

This paper —which draws on a roundtable organised in partnership with the City of
London Corporation attended by civil servants, climate and energy experts, and
finance professionals — offers reflections on how the UK can build a successful green
recovery. [t recommends that:

* The Treasury and the Department for Business, Energy and Industrial Strategy
(BEIS) should take responsibility for securing a green recovery. Co-ordination
of the green recovery within government has been lacking, with policies caught
between conflicting departmental aims. This mirrors the weak co-ordination of
net zero planning that the Institute for Government has criticised in the past.
The Treasury and BEIS need to bring departments together to develop a view of
the overall green recovery package, how the policies within it fit together, and
underlying dependencies such as skills and investments.
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* The Treasury and other departments should assess where there is the strongest
case for targeting further measures. As the UK exits lockdown once more, the
chancellor has the opportunity to build on the green recovery measures announced
so far. Local and sectoral conditions will determine which interventions might have
most impact. But the evidence suggests there may be particular opportunities in
areas including housing and transport. The Treasury should examine where the net
zero transition and economic recovery can be most effectively aligned.

* The government should improve the design of green recovery policies, learning
from the failure of the Green Homes Grant. Policy makers need to be realistic
about the capacity of local supply chains and consult with those involved in
delivering changes. Projects will need to be genuinely ‘shovel-ready’ if policies
are to be designed to provide a short-term boost; in other areas government
should take a longer-term approach that builds capacity, or consider pilot or
demonstration projects.

* The government should develop a green skills plan. The availability of a skilled
workforce will be a major determinant of the success of green recovery policies
and the net zero transition. But while references to ‘green jobs’ are prominent in
ministerial speeches, the government has yet to set out a clear view of the quantity
and type of skills that will be needed across the country, and how it will support the
development of those skills.

* The government should involve local authorities more actively in the design
and delivery of green recovery policies. Understanding local conditions will be
critical to the success of the transition to net zero, particularly in areas like housing
or supporting industrial clusters. But so far local authorities have often not been
actively involved in designing green recovery interventions.

* The government should ensure the new UK Infrastructure Bank supports the
greenrecovery and assess how to further support private investment. Long-
term regulatory signals and stability are likely to be more important to the green
transition than government investment. It is crucial that the government ensures
that green recovery measures are in line with its broader plan to encourage and
de-risk private sector investment.

The reportis divided into four sections:

1. What is the challenge?

2. What is the case for greening the recovery?

3. What has the UK done so far, and how does this compare to other countries?

4. How can the UK build a green recovery?
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What is the challenge?

The coronavirus pandemic has caused a disruptive shock. While the long-term task of
reducing emissions remains the same, the challenge of transitioning to a low-carbon
economy has changed. The UK economy is now smaller, more indebted, and may face
long-term scarring from the pandemic.” There have also been substantial changes in
behaviour, including more remote working, walking, cycling and driving. At the same
time the economy is adjusting to Brexit, with big changes to trading relationships and
the labour market.

The coronavirus pandemic caused a deep recession and could have
long-term impacts

In the UK, real GDP fell by 9.8% in 2020 according to the ONS —the biggest annual
contraction in almost a century, since the 1920-21 Depression.® The unique nature
of the Covid recession has meant that the impact across the economy has been
varied, with particularly severe effects on sectors including hospitality, entertainment
and construction; and on groups including the young and the unskilled.”® This has
been compounded by the impact of Brexit, which has hit export-dependent sectors
including tradeable services and manufacturing, while other sectors, such as
hospitality, construction and agriculture, are experiencing the impact of the ending
of free movement (and the Covid-induced exodus of EU workers).”

The UK government'’s deficit (or public sector net borrowing) has been estimated at
£299.2bn for 2020/21, equivalent to 14.3% of GDP and the highest public sector
borrowing as a share of national income in any financial year since the end of the
Second World War.*° This is largely the result of a smaller economy leading to lower

tax revenues and higher spending on policy measures designed to support people and
businesses through the pandemic, like the furlough scheme.** However, these numbers
have been revised downwards —this is £28.2bn less than expected by the Office for
Budget Responsibility (OBR) in March 2021.*

This has led to public sector net debt rising to £2,141.7bn by the end of March 2021,
or around 97.7% of GDP, a level not seen since the early 1960s."* Most economists
agree that with low interest rates government does not need to move quickly to fiscal
austerity and should focus on supporting growth in the short to medium term.*“*>
However, higher debt could squeeze spending in the future, even if only because the
perceived scope for further spending is reduced.

The pandemic is also expected to have long-term socio-economic impacts, although
the full extent of these is not yet clear. Research has suggested there will be a ‘learning
loss’, with the biggest attainment gap among disadvantaged pupils, although the
extent of the deficit is still uncertain and may be smaller than first feared.*® Several
experts have said that the pandemic could exacerbate a skills gap in the existing

and future workforce while the Institute for Employment Studies has warned that

WHAT IS THE CHALLENGE? 7



prolonged periods of unemployment among the young “can cause long-lasting ‘scars’
on individuals’ future earnings, employment prospects and health and wellbeing”.*’
Deferred medical treatment and the isolation and anxiety caused by the crisis are
expected to take a lasting toll on physical and mental health.*® The disruption to
employment during the pandemic may also have led some older workers to drop out
of the labour market earlier than they otherwise would have.*”

The speed of the UK’'s economic recovery is uncertain and will partly depend on the
success of efforts to control the pandemic. The OBR predicted in March that real GDP
would rebound by 4% in 2021, but not recover its pre-pandemic level until spring
2022 —although all other independent forecasters are now more optimistic than this,
following further positive news about the success of the vaccine programme and

the pace of the economic recovery since the OBR published its forecast. The Bank of
England predicts a slightly faster rebound in GDP, but it thinks growth will slow after
this initial increase.”” Unemployment is predicted to peak at 6.5% in late 2021.”*

The Covid recession is fundamentally different from previous recessions — with both
supply and demand intentionally curtailed by government restrictions and uneven
effects on different sectors. This means previous recoveries do not necessarily provide
a good guide. If demand continues to return strongly as restrictions are eased, there
may be less justification for demand-side interventions. But given the currently
uneven progress in reducing Covid-19 transmission globally, issues with supply chains
may persist.”” In addition, it is as yet unclear how many firms currently being supported
by government schemes will fail when that support is withdrawn.**

Public health restrictions have led to behavioural changes
The pandemic has prompted behavioural changes that could have long-term
consequences for the structure of the economy and efforts to tackle climate change.

By forcing offices to close and companies to adopt remote working practices,
lockdowns have accelerated a shift towards remote working, with many organisations
now saying working from home will play a larger role once the pandemic is over.

The Chartered Institute of Personnel and Development estimated based on interviews
with employers that the proportion of people in the UK working from home on a
regular basis will be 37% after the pandemic, compared with 18% before it.** This
suggests levels of commuting will be permanently lower, while heating and cooling
costs could be higher, potentially decreasing emissions from transport but increasing
household emissions.””

Alongside this, there has been a steep decline in flying, and in particular business
travel —with video-conferencing technology proving a viable alternative. Several
companies, including Deloitte and PwC, have already said they are unlikely to resume
business travel on anything like the scale they did previously. This will have knock-
on effects for leisure travel and air freight since business-class flights are used to
subsidise airlines’ other operations.”®
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Less commuting and flying have been accompanied by more local journeys. There

has been a rise in ‘active travel, including walking and cycling. The transport
secretary, Grant Shapps, said in June 2020 that levels of cycling in the UK had
doubled during weekdays and tripled at weekends compared with the previous year.”’
But there have also been more car journeys and less use of public transport, although
that has now rebounded to between 40% and 70% of pre-pandemic levels (varying
by transport type).”®

With restrictions being lifted, we are still only just starting to get a picture of the
extent to which behavioural shifts will persist. Nevertheless, they are an important
part of the context for the recovery and will have an impact on many of the
assumptions countries make about their paths to net zero.

The UK and other countries already had ambitious climate targets

The UK government committed in June 2019 to reaching net zero greenhouse gas
emissions by 2050. This target was judged to be “"necessary, feasible and cost-
effective” by the Climate Change Committee (CCC), the government’s expert advisory
body, which undertook a comprehensive assessment of the science and economics,
and the UK's ability to reduce emissions across every sector.””

However, the CCC warned that reaching the target would require a step change in
effort from government — three decades is not long to deliver huge changes in every
sector of the economy and all aspects of people’s lives, from how they heat their
homes and travel to work to what they eat and drink. It suggested there was no time
for further delay and argued that low-carbon investment would need to increase
rapidly from around £10bn per year in 2020 to £50bn per year by the late 2020s and
stay at that level until 2050 (current economy-wide investment is almost £400bn
annually). It estimated that its priority areas for investment imply roughly a doubling
in public funding, to around £9bn-£12bn annually by 2030. However, it expects the
majority of investment to come from the private sector and individuals.*®

Action is needed now to hit targets — the UK's new nationally determined contribution
(NDC) commits the UK to reducing economy-wide greenhouse gas emissions by at
least 68% by 2030, compared to 1990 levels.”* This means that significant cuts are
required in the 2020s, while the UK recovers from the coronavirus pandemic.

Several other countries had similarly ambitious climate targets. Under the Paris
agreement, reached at the last big UN climate conference held in 2015, countries
agreed to set targets consistent with the ambition of limiting global warming to within
the range of 1.5-2 degrees (within which future impacts of climate change rise from
moderate to very high). They were due to present these at COP26 in November 2020,
now delayed to November 2021.

Scientists think the 1.5-degree scenario requires global emissions to reach net zero

by 2050.° Given many poorer countries have yet to fully industrialise, most developed
countries agreed that they should aim to reduce their emissions to net zero by 2050 or
sooner, taking account of the science and the contribution they could feasibly make.
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Sweden, France, Denmark, New Zealand and Hungary also had net zero targets for
2050 setin law by the start of 2020, while the EU and many other countries had
targets under discussion.”” Many do not yet have ambitious nearer-term targets,
though. Increasing the ambition of developed countries’ NDCs — which cover progress
up to 2030 — will be a major focus at COP26.
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What is the case for
greening the recovery?

There is a strong case for pursuing some green recovery measures. Action on net zero
must be taken now to meet climate targets and there is evidence that such measures
could support economic recoveries. But policy makers will need to choose the right
measures for their local contexts and decide what role green measures should play in
their overall recovery packages.

A greenrecovery may be necessary to meet global climate targets
One argument for pursuing green recoveries from Covid-19 is that it will be impossible
to meet climate targets without doing so.

Politicians could be forgiven for not anticipating the global pandemic and consequent
economic shock when they signed up to climate targets. But the targets were based
on a scientific assessment of what was needed; they do not include an opt-out for
pandemics. As one roundtable participant putit: "Net zero requires us to go full out
from now. There is no time to delay.”

Experts are especially concerned about the risk that any new high-carbon investments
could 'lock in" activities for years and take countries further away from net zero.**
These concerns are fuelled by experience. The International Energy Agency (IEA) has
argued, for example, that overall the recovery from the 2008-09 global financial crisis
was “energy- and carbon-intensive”.>

Countries did introduce some green measures. The US, for example, brought in several
initiatives targeted at renewable energy, while the EU package combined support for
renewables with measures to improve energy efficiency.’® Studies shortly afterwards
estimated that around 16% of global recovery measures in the aftermath of the crisis
were 'green’.*’ Evaluations of the success of these policies are complex —some

were judged to have been effective on both economic and climate measures, while
others had less impact.”® But globally they did not prevent greenhouse gas emissions
rebounding more strongly than they had after previous crises.””

In fact, since the pandemic, the sixth carbon budget has made nearer-term targets even more ambitious,
committing to reduce emissions by 78% (on 1990 levels) by 2035.

There are various definitions of 'green’ recovery measures. The OECD, for example, uses the definition:
"The application of policies and measures to stimulate shortrun economic activity while at the same time
preserving, protecting and enhancing environmental and natural resource quality both near-term and
long-term.” See: https://doi.org/10.1787/c50f186f-en. Estimates from 2010 put the proportion of UK
‘green’initiatives slightly lower at 15%. See: https://publications.parliament.uk/pa/cm200910/cmselect/
cmenergy/193/19305.htm
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The positive effects of what green measures there were may have been to some
extent offset by the inclusion in recovery packages of subsidies for carbon-intensive
industries. Studies have suggested that a disproportionate amount of quantitative
easing (QE), for example, ended up supporting carbon-intensive companies.“® Green
investments were also subsequently cut in several countries, including the UK, as part
of austerity measures.**

The economic case for avoiding carbon-intensive investments this time around is
even stronger if they would go towards infrastructure that will need to be replaced
midway through its lifespan — almost all new fossil fuel infrastructure from this point
on will have to be scrapped or retrofitted to hit net zero.*” As the CCC has putit: "Using
public money to prop up fossil-fuel intensive infrastructure with limited productivity
potential is likely to prove very wasteful.”*

There is evidence that some green measures can be effective recovery policies
Several prominent organisations and economists have argued that green recovery
policies could now be among the most effective measures.**

There are various definitions of what makes an effective recovery measure, but most
suggest they should be timely (in place before the economy recovers), temporary, well-
targeted, and materially increase productive capacity and stimulate economic activity
in terms of demand, investment or jobs.**

Leading economists Joe Stiglitz and Nicholas Stern have argued that green measures
could be as effective as traditional demand stimulus measures. They cite falling
technology costs and net zero targets as factors making the case for green investment
more attractive than in 2008.%¢

The UK Climate Change Committee (CCC), which reviewed the economic evidence
as part of its 2020 progress report, took a similar view.”” Responding to the report,
the government agreed that "green investments, such as renewables and energy
efficiency, are effective means of delivering jobs” and offered “higher employment
compared to traditional stimulus measures”, boosting spending and increasing
short-run GDP.“®

The OECD reviewed green stimulus measures after the global financial crisis and
concluded that, although the impact of individual measures had been mixed,
"the implementation of sufficiently large, timely and properly designed green
stimulus measures ... can deliver economic and environmental benefits”, while
noting that there are always trade-offs between competing economic, societal,
and environmental priorities.*’

Studies point to other factors that make green recovery measures attractive. They
can create skilled jobs and, in cases like housing retrofits, these can be widely
geographically distributed.”® Upfront investments can also have long-term benefits,
including greater efficiency. And some 'green jobs’ are seen as less susceptible to
offshoring than those created by other stimulus measures.”*
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However, another study looking at measures taken by the Obama administration,
including investments in renewable energy and a loan guarantee programme for
energy consumers, concluded that they had been more effective at stimulating long-
run, rather than short-term, growth.”> Other assessments have also argued that many
green recovery policies after the 2008-09 crisis took too long to implement to be
effective as short-term stimulus — one factor that has been suggested was the lack of
‘'shovel-ready’ climate-related investments.”” The short-term impact of measures is
also dependent on conditions in the labour market and supply chains.

The suitability of specific measures will depend on local context

Economic studies have consistently highlighted the benefits of certain types of

green investment for stimulating growth and employment. For developed countries,
the most common recommendations are for investments in natural capital (such as
tree planting), clean R&D, energy efficiency (housing retrofits), renewable energy, and
skills training (to boost the potential workforce for green industries).”* Several studies
also mentioned carbon pricing and tighter environmental regulation as longer-term
supply-side interventions.”

This is best seen as offering a general sense of what is possible, rather than a specific
guide to countries designing green recovery packages. There are some robust
evaluations of real-world green recovery policies implemented after the 2008 crash
to draw on, but the OECD suggests there are relatively few. Modelling of the potential
for policies implemented today to deliver both short- and long-term growth is
inevitably uncertain. Given green measures amounted to only a small proportion of
recovery spending in 2008, there are also unknowns about what difference trying to
implement green recovery policies on a wider scale would make.

Studies do not generally take account of key factors on a national or regional level,
such as the condition of existing housing or infrastructure or the availability of skills
and supply chains. Unless there is an appropriately skilled and under-employed
workforce available and existing supply capacity, short-term benefits may be limited.

Policy makers should take the available evidence as encouragement to look at where
green recovery measures might provide benefits, rather than as a detailed blueprint.

Policy makers will need to decide what role green measures will play in their
overall recovery packages

While green recovery policies could have benefits, policy makers will need to balance
these against other priorities.

The pandemic has caused a wide range of societal harms. A study by Queen Mary
University of London found that the NHS was the public's most popular policy priority
for rebuilding after the crisis (selected by 51%), followed by jobs and unemployment
(35%) and mental health (28%). Health and social care was seen as the top priority
for spending (76%), although more than half of those polled still also supported more
spending on protecting the environment.”®
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Participants at our roundtable noted that politicians were naturally concerned about
the hit to some people’s living standards and ensuring that the recovery would be as
fast as possible. There are active debates going on within policy circles about how
much it is possible to further disrupt or restructure the economy (towards net zero)
without slowing the speed of the recovery.

Some traditional stimulus measures — like incentives for new vehicle purchases not
targeted at EVs or unconditional support for carbon-intensive industries, for example
—could be actively damaging for the transition to net zero, even while they might be
beneficial for the economic recovery.

Businesses may also have less free capital while recovering from the pandemic, which
may reduce their ability to implement changes. As one participant put it: "Businesses
have been hit really hard and some are not now going to be able to implement net zero
changes that they might have been able to look at before.”

Chris Stark, chief executive of the Climate Change Committee, has also noted that
some politicians are more worried about public debt, which could make it harder to
make the case for funding green investments through government borrowing.”’

Policy makers will therefore need to be clear about where and how green recovery
measures can offer benefits —and how they will fit into overall recovery packages.
They will need to make the case for adopting these measures, rather than falling back
on more orthodox or tried and tested approaches from past recessions.
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What has the UK done so far
and how does this compare
to other countries?

The package of green recovery measures the UK has announced to date appears to be
less ambitious than those announced by other countries, although there are difficulties
in judging the scale of these packages and making direct comparisons.

The UK'’s green recovery package so far has been modest

While the prime minister and chancellor have sprinkled their speeches with references
to "securing a green recovery”, the policies they have announced so far have been
relatively modest.

In the July 2020 Plan for Jobs, the Treasury announced £1bn for local authority
retrofitting schemes and the £2bn Green Homes Grant to retrofit private homes. Both
were intended to provide short-term green stimulus, but the latter was cancelled

in March 2021.°% In November 2020, the government announced a £12bn 10-point
plan for a green industrial revolution, including longer-term support for low-carbon
transport, and CCUS development.”” However the CCC's advisory group on finance
suggested that only £3bn of this was new investment.®®

In the March 2021 budget, the main stimulus measure announced by the chancellor,
Rishi Sunak, was a new ‘super-deduction’, whereby companies can deduct 130% of
qualifying investment expenditure from profit for corporation tax purposes, thereby
giving them a strong incentive to invest in the next two years before the old, much
less generous regime of capital allowances is due to return. The exchequer secretary,
Kemi Badenoch, said attaching ‘green strings’ would undermine its utility as a
stimulus measure.®*

Sunak also announced the creation of the UK Infrastructure Bank in Leeds (with an
initial capitalisation of £12bn) but net zero is only one of its two core objectives,

the other being to "support regional and local economic growth through better
connectedness, opportunities for new jobs and higher levels of productivity”.®* The
government has, however, committed to reviewing whether improving natural capital
should be part of its mandate.®® The chancellor has also brought forward measures to
boost digital skills, but so far announced nothing focused on green skills.

Estimates suggest the overall level of the UK's green recovery investment so far has
been relatively small compared to the scale of the UK's wider recovery spending,
although there are caveats about these assessments, as we discuss below."
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The UK's green recovery programme is modest compared to some other
countries so far

Some other countries appear to have been more ambitious with their green recovery
packages (see Table 1), although direct comparisons are difficult as it is easier to
identify investment than regulatory changes, which can be more important.

The EU's recently announced recovery plan covers 2021-27 and requires member
states to commit 30% of recovery spending to the transition to net zero.®” France
has committed €30bn (1.24% GDP) of its recovery plan to the climate transition,
including support for retrofits and low-carbon transport. Germany has promised
€11bn (0.32% GDP) just to cut its renewable energy levy and another €7bn
(0.2% GDP) for a national hydrogen strategy.®®

Outside Europe, South Korea has announced KRW42.7trn (2.23% GDP) in funding
to 2025 for a green new deal, including energy, transport and environmental
investments.®” The proposed American Jobs Plan, to cover the next eight years, also
includes $174bn (0.81% GDP) in support for EVs alone, although it is likely to be
substantially changed before it passes Congress.®®

Global investment in sustainable infrastructure projects announced in 2020 was
$272bn, nearly double the levels seen a decade ago, according to Refinitiv, a data
analytics firm.*

The most common green recovery investments have been in energy efficiency,
renewable energy, public transport and EVs. The German and French plans put
more emphasis on hydrogen development. The proposed US plan is the only one
to suggest significant investment in making infrastructure more climate resilient,
perhaps unsurprisingly given the increasing frequency of extreme weather events
in the United States.

The CCC's advisory group on finance said: "Benchmarks from other European countries,
such as France and Germany, suggest a green stimulus in the order of £30bn is

needed both to overcome falling investment spending by business and provide a clear
direction to the recovery.”’?

Calculated as a percentage of 2019 GDP using IMF World Economic Outlook Database: www.imf.org/en/
Publications/WEO/weo-database/2021/April
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Table 1 Key international green recovery measures

Key green measures”

Country

Potentially climate-negative measures

Canada Conditional loans - large businesses required to publish climate disclosure reports.’ * States temporarily reduced environmental
* CAS5bn (0.22% GDP) for energy efficiency retrofits. reporting requirements and cut or deferred taxes
¢ CA$2.5bn (0.11% GDP) for clean energy infrastructure. for energy companies.
* CAS$3.8bn (0.16%) for public transport and zero emission buses. * Unconditional support of CAS6bn (0.26% GDP)
* CA$1.7bn (0.07% GDP) to clean up orphan oil and gas wells. to Alberta’s energy producers.””
* Delayed publication and implementation of the
Clean Fuel Standard.””
China ® ¥407.3bn (0.41% GDP) for ecology and environmental protection, including ¥60.7bn ® Increase in approvals for new coal power plants.
(0.06% GDP) for pollution prevention, ¥100bn (0.1% GDP) for reservoir renovations. * Subsidies for petrol and diesel vehicles and VAT
* Increased renewable energy subsidies — ¥42.84bn (0.04% GDP) solar; ¥35.69bn (0.04% cut on second-hand cars.
GDP) wind; ¥13.83bn (0.01% GDP) biomass power; ¥60bn (0.06% GDP) for electricity grid. | o Relaxation of some environmental regulations.
* ¥100bn (0.1% GDP) for railways, ¥10bn (0.01% GDP) for Electric Vehicle (EV) charging * Yearly energy efficiency target not set.
infrastructure; tax exemption for EVs and hybrids and EV subsidies extended. « Regulation against converting agricultural land
* ¥10bn (0.01% GDP) National Green Development Fund. to nature reserves or forest.’s
France €30bn (1.24% GDP) of €100bn (4.12% GDP) recovery plan allocated to green transition,

including:
® £6.7bn (0.28% GDP) for retrofitting public and private buildings.

( )
® €4.7bn (0.19% GDP) for railways and €1.2bn (0.05% GDP) for public transport and cycling,
( )

€1.9bn (0.08% GDP) to support EV purchases.

® £3.4bn (0.14% GDP) for green market development, €2.5bn (0.1%) Banque publique
d'investissement support for climate-friendly products.

* €2bn (0.08% GDP) to develop green hydrogen (up to €7bn (0.29% GDP) over 10 years
to 2030.)

®€1.2bn (0.05% GDP) for industry decarbonisation.”

Aviation support package:

¢ Environmental conditions attached to €7bn (0.29% GDP) bailout for Air France.
® £1.5bn (0.06% GDP) for development of low carbon aircraft.”®

This table attempts where possible to capture policy and regulatory recovery measures, but policies with spending attached are generally more straightforward to identify.
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Germany Original €130bn (3.77% GDP) overall recovery package included: * Unconditional support of €9bn (0.26% GDP)
* £12.7bn (0.37% GDP) for EV subsidies, charging infrastructure and battery development; bailout of Lufthansa in exchange for 20% state
€3.2bn (0.09% GDP) for development of e-Buses, clean shipping, and high-efficiency share.
aircraft; motor vehicle tax to be based more on CO2-emissions and tax break for EVs * Unconditional support of €1.8bn (0.05% GDP)
extended to 2030 to TUI for its airline, hotel, and travel agency.””
* £11bn (0.32%) to cut renewable energy levy; €7bn (0.2% GDP) hydrogen strategy;
€2bn (0.06% GDP) for international hydrogen development.
* €2bn (0.06% GDP) for retrofits to public buildings.”’
As part of EU recovery package:
* £€5.4bn (0.16% GDP) for low-carbon transport.
* €3.3bn (0.1% GDP) for decarbonisation, particularly using renewable hydrogen.
* £2.6bn (0.08% GDP) for climate-friendly housing retrofits and construction.’®
Italy €79bn (4.41% GDP) of €300bn (16.75% GDP) overall recovery plan allocated to climate, e Abolition of automatic increases in fuel taxes.

including:

® £30bn (1.68% GDP) for retrofits.

* £18bn (1.01% GDP) for energy transition and sustainable transport.

* £15bn (0.84% GDP) for protection and sustainable management of natural resources.
* £7bn (0.39% GDP) for green business and the circular economy.®°

* Unconditional support —€3bn (0.17% GDP)
nationalisation of Alitalia.®

South Korea

KRW42.7tr (2.23% GDP) to 2025 for green new deal, including:

® KRW24.3tr (1.27% GDP) for smart grids, renewable energy, electric and hydrogen vehicles.

* KRW12.1tr (0.63% GDP) for retrofitting public buildings, ecosystem restoration,
sustainable water management.

* KRW6.3tr (0.33% GDP) to support green technology R&D.*

* Relaxation of environmental regulations.
¢ Unconditional support of KRW 45.9tr (2.39%
GDP) for aviation, shipping, and industry.*

Spain

Original €72bn (5.78% GDP) recovery plan, including:

* £11.52bn (0.93% GDP) for LEZ, EV charging infrastructure, public transport, retrofitting,
renewable energy.

* £8.64bn (0.69% GDP) for green infrastructure, reforestation, green sanitation, river
restoration.

* £4.86bn (0.39% GDP) for integration of renewables into construction and manufacturing,
biogas roadmap for waste recovery, electrical energy infrastructure, renewable hydrogen.**

As part of EUrecovery plan:

*€13.2bn (1.06% GDP) for LEVs and public transport.

* £6.38bn (0.51% GDP) for energy transition.

* €2.44bn (0.2% GDP) for ecosystems and biodiversity conservation and restoration.

* £2.1bn (0.17% GDP) for retrofitting public buildings and new energy efficient public
housing.®

¢ Unconditional support of €1bn (0.08% GDP) for
Iberia and Vueling.®
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United £12bn (0.54% GDP) 10 point plan to create green jobs, including:
Kingdom ® £5bn (0.23% GDP) for buses, cycling and walking (£2bn (0.09% GDP) for walking
and cycling).
e £4.2bn (0.19% GDP) for city public transport.
® £2.8bn (0.13% GDP) to support transition to EVs.
e £1bn (0.05% GDP) CCUS Infrastructure Fund and £1bn (0.05% GDP) Net Zero Innovation
Portfolio.
® £1bn (0.05% GDP) for retrofitting public buildings; £500m for local authorities
retrofitting.?’
Up to £30bn Plan for Jobs included:
e £2bn (0.09% GDP) Green Homes Grant retrofit scheme (cancelled March 2021).
® £1bn (0.05% GDP) for public sector and social housing retrofits (£300m added March
2021).5
e UK Infrastructure Bank to provide financing support for net zero infrastructure.®
* Conditional loan to Celsa Steel including binding climate change commitments.”®
United PROPOSED American Jobs Plan of approximately $2tr (9.33% GDP) over the next decade. A * Unconditional support of $60bn (0.28% GDP)
States less generous Infrastructure Bill, which missed out key measures in the plan, was agreed in for airlines.
the Senate in June. But President Biden has said he will only pass it alongside a second * Rollback of review process for new mines,
reconciliation bill including climate measures.”* The original plan includes: pipelines, and other infrastructure projects.
* $174bn (0.81% GDP) for EVs, including incentives for purchases and charging infrastructure. | « Reduction in royalties for oil and gas production
* $85bn (0.4% GDP) for public transport; $80bn for railways. on federal lands.
* $50bn (0.23% GDP) to make infrastructure more resilient, including to climate-change. * Environmental Protection Agency (EPA) limiting
* $46bn (0.21% GDP) for federal government procurement of clean energy and low carbon states’ ability to block construction of new
technologies. energy infrastructure.””
® $35bn (0.16% GDP) for climate science innovation and R&D.
® $16bn (0.07% GDP) for cleaning up orphan oil and gas wells and abandoned mines.
* $10bn (0.05% GDP) for conservation and resilience.””

COMPARING THE UK TO OTHER COUNTRIES
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More comprehensive comparisons of green recovery spending are difficult
Several researchers have tried to go further and put concrete numbers on different
countries’ recovery spending.” These analyses potentially offer some useful insights,
but direct comparisons based on them should be treated with caution. Itis difficult

to accurately track and categorise different measures and to distinguish recovery
measures from actions countries would have taken anyway. Countries’ investments are
made over different timescales and whether spending is categorised as ‘rescue’ (short-
term measures to give support to people and businesses in the immediate phase of the
crisis) or ‘recovery’ (measures designed to stimulate the economy as it emerges from
the crisis) can be inconsistent across different analyses. Spending is also only one type
of recovery measure.

+ The Global Recovery Observatory, based at the Smith School, University of Oxford,
scores different recovery measures on how likely they are to increase or decrease
greenhouse gas emissions and air pollution or enhance natural capital over both
the short and long term. It divides measures into rescue (“short-term measures
designed for emergency support to keep people and businesses alive") and
recovery (“long-term measures to boost economic growth”).”” It was last updated
in May 2021.

+ The OECD has also analysed different countries’ recovery programmes. Its
database, which was last updated in April 2021, looks at only measures it judges
likely to have an impact on the environment, which it then scores as positive,
negative, mixed or indeterminate.’

Neither database takes into account differing timeframes and both include some
measures classed as recovery that could reasonably be considered rescue instead,
such as the UK's uplift in Universal Credit, airline bailouts and the Covid corporate
financing facility (CCFF).

Given these issues, detailed comparisons are problematic. However, both broadly
suggest that the UK has announced less green recovery investment than comparable
countries, but, unlike some, has not announced any spending that is likely to have a
negative impact on GHG emissions, air and water pollution, or natural capital.

The two analyses sometimes differ —Japan, for example, is judged by the OECD to have
introduced only climate-positive measures, while the Smith School analysis suggests
that some of its spending could be damaging to the climate. In contrast, the OECD
analysis suggests that more South Korean spending has been climate negative.”® These
disagreements point to some of the difficulties of this kind of analysis and highlight the
need for caution in interpreting the results.

It assesses measures based on their predicted impact on climate change mitigation, climate change adaptation,
air pollution, biodiversity, water, waste and recycling. Positive measures are expected to have clear positive
impact for one or more environmental dimensions, while not having major negative impacts on other
environmental dimensions. Negative measures are likely to have clear negative impacts on one or more
environmental dimensions. ‘Mixed’ measures have clearly discernible positive and negative impacts. Measures
marked as ‘indeterminate’ do not have clearly identifiable environmental implications from the high-level
assessment of measures. See: www.oecd.org/coronavirus/policy-responses/the-oecd-green-recovery-
database-473e0f0d
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It seems plausible to conclude, however, that the UK has announced slightly less green
recovery spending than some other countries so far, but it may have avoided spending
measures that might have a negative impact on the transition to net zero.

Countries have framed their approach to green recoveries in different ways
Most countries have framed green recovery measures in terms of ‘building back better’,
often pairing the net zero transition with digital transformation as the key changes
needed for post-pandemic economic structures.

To access EU recovery funds, 20% of member countries’ recovery plans must be
earmarked for 'digitalisation’, along with the 30% reserved for green measures, but
this combination also appears in countries outside the EU. The Korean New Deal
states for example: "This plan forms an institutional basis on which a digital and green
economy can be supported.”?’

Equity is also often highlighted, particularly in the presentation of the EU Just
Transition Fund and the proposed American Jobs Plan, with the latter promising to
direct "40 percent of the benefits of climate and clean infrastructure investments to
disadvantaged communities””® Some plans suggest strategic shifts, for example in the
German focus on hydrogen development, or the large US investment in the market for
electric vehicles (EVs).””

UK government statements have also referenced a ‘green recovery’ and building
back better, although without as much focus on digital transformation.*°® However,
other statements, particularly from HM Treasury, have suggested less appetite for
incorporating the net zero transition into recovery measures: key policies, such as the
investment super-deduction in the March 2021 budget, have deliberately not had
climate conditions attached.***
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How can the UK build
a green recovery?

The government faces two immediate tasks in the coming months. It must ensure

that it supports the economy as the UK emerges from the pandemic and take steps to
mitigate any continuing issues. And it must set out a strategy for reaching net zero and
start taking concrete steps to deliver it, as it prepares to host COP26 in November. The
core challenge of building a green recovery will be assessing where and how those two
objectives can be aligned.

The Treasury and BEIS should take responsibility for securing a green recovery
The Institute for Government has previously argued that co-ordination of the
government's overall approach to net zero is too weak. The business department, BEIS,
has overall responsibility but lacks clout, while the Climate Action Strategy Committee,
chaired by the prime minister, has met only twice since it was formed in June 2020.*%*
This makes it hard for government to have a joined-up view when it comes to designing
the policies needed for net zero.

Green recovery measures so far exhibit some of the same problems. The Treasury
is ultimately responsible for the UK's recovery and controls economic policy and
spending, but BEIS and other departments are responsible for designing policies in
specific sectors and have expertise in those areas.

A successful approach will require the Treasury and BEIS to work with all departments
to identify policies being developed as part of the net zero strategy that could benefit
the economic recovery and ensure that other recovery measures are not taking us
further away from net zero targets. Strong co-ordination will be needed to inform

the design of policies and take a view of the overall green recovery package and the
cumulative effect of policies across a range of areas.

There is little evidence so far of this sort of co-ordinated approach. In June 2020, as
the UK exited lockdown for the first time, the government announced "A New Deal for
Britain”, including the pledge to "promote a clean, green recovery” and the creation
of a new Project Speed Taskforce, chaired by the chancellor, to accelerate progress on
infrastructure projects. It is unclear whether this taskforce is still meeting, but the
government's approach to the green recovery so far has been characterised by a lack
of effective co-ordination on issues such as policy design and delivery.

Unlike many EU countries, for example, the government has not published an
overarching strategy that explains its vision for a green recovery, how the policies
within it fit together or the underlying dependencies such as skills and investments
that will be required to support it.
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More fundamentally, it is unclear how much of a priority net zero and a green recovery
are for the chancellor. Sunak has delivered two budgets and held one spending
review since taking over as chancellor; green measures were not central to any of

the three fiscal events.’? The Treasury’s net zero review, due in the spring, has been
delayed. With the government having ruled out many revenue-raising measures in its
manifesto, there are concerns that the upcoming spending review will be extremely
tight, including for climate spending.

The UK's recovery will not be a very green one if the Treasury is not supportive. The
upcoming budget and spending review will be a critical test.

The Treasury should assess where there is the strongest case for targeting
further measures

Initial setbacks should not put the government off looking at the case for further
measures but underline the importance of getting them right. The government
has been nimble in its economic response to Covid-19, returning to make further
statements and policy announcements in response to changing circumstances.

It has an opportunity to do so on climate.

It should start by laying out its plan for reaching net zero, and then assess which
measures could usefully be brought forward and how their impact as recovery
measures might be maximised, for example by bringing forward investments that
could reasonably happen on a faster timeframe.

Short-term recovery has been even stronger than the OBR predicted in March 2021

so the case for immediate stimulus measures may be limited. Given that many green
policies may be more effective at stimulating growth in the long term, however, this
does not diminish the case for aligning supply-side recovery interventions with net
zero aims. Conditions in the labour market will also be a factor in determining whether
job creation is @ major aim.

Despite the early termination of the Green Homes Grant, there remain strong
arguments for further measures on housing. The UK has many old, draughty and
inefficient homes and housing remains the sector where the UK government is furthest
off track from its climate targets.'®> With more home working expected after the
pandemic, improving insulation could help address additional heating costs, including
in low-income households. As economic support is withdrawn, a long-term scheme
could have the potential to support employment across the country.’® Whether this is
a sensible recovery measure will depend, however, on the state of the labour market as
the furlough scheme is withdrawn.

Compared with other countries, the UK has included less support for the transition to
EVs in its recovery plans. While it has set the ambitious target of phasing out all new
petrol and diesel sales by 2030, it is yet to offer much detail about how it intends to
deliver this and is off track when it comes to delivering the necessary infrastructure.'’
The 10-point plan included £2.8bn (0.13% GDP) for EV support but the government
then cut EV grants in March 2021.7°¢ One participant argued that "the fact that the
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government has putin £2bn for EVs and £27bn for roads” suggested that EVs were
not a priority. Former Conservative energy and climate secretaries Amber Rudd and
Andrea Leadsom have called for a ‘zero emission vehicle mandate’ supported by
industrial strategy to help create jobs in the UK car manufacturing sector.**?

Although some countries have committed similar funds to the transition to EVs, others
have proposed investing significantly more. Germany, for example, committed €12.7bn
(0.37% GDP) in its original recovery plan.**° The proposed US Jobs Plan, though not
yet passed, goes much further, including $174bn (0.81% GDP) for EV purchases and
charging infrastructure.*** The CCC has suggested that investments in EV infrastructure
"could create demand and jobs while also enabling the faster take-up of EVs". The
transition to EVs may be particularly important if the increase in driving seen during
the pandemic persists.

The UK has not planned as much future investment in renewable energy
infrastructure as other countries during the recovery. This may be broadly sensible
—the UK has a relatively advanced renewable energy system compared to some
other countries. In addition, while theoretical research has suggested that renewable
energy investments have high job multipliers and are efficient in the long term,
reviews of their performance after the 2008-009 crisis suggested that they were
effective at driving the development of renewables but less effective at creating
jobs. There could, however, be a case for measures in specific areas, for example to
encourage private investment in offshore wind, which could help domesticate further
parts of the supply chain.**?

Both globally and in the UK, natural capital investments (investment in ecosystems;
for example, tree planting or peat bog restoration) have not formed a major part of
recovery plans, despite research suggesting that they could be an effective short-term
stimulus, with genuinely ‘'shovel-ready’ projects. Exceptions include Italy, which has
committed €15bn (0.84% GDP) for protection and sustainable management of natural
resources, and China, which has promised ¥407.3bn (0.41% GDP) for ecology and
environmental protection, including pollution prevention.*** However, assessments of
Korean New Deal spending after the global financial crisis suggest that, while natural
capital investments may be effective at creating jobs, without careful implementation
their environmental impacts can be mixed.***

The government response to the Dasgupta Review, which called for changes in

how nature is taken into account in economics and decision making, committed to
delivering a ‘nature positive’ future and amending the Environment Bill to require new
nationally significant infrastructure projects in England to provide a net biodiversity
gain.**” Incorporating natural capital considerations into recovery measures gives the
government a first opportunity to put these commitments into practice.
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Government will also need to consider what ongoing support it offers to carbon-
intensive sectors. Roundtable participants suggested that helping carbon-intensive
industries to transition was key. Although Kemi Badenoch expressed concern that
attaching ‘green strings’ would undermine the new ‘super-deduction’ as a stimulus
measure, conditional support could be a potentially effective way to help struggling
firms without locking in carbon-intensive growth in the long term.**® France’s aviation
support package, which included environmental conditions attached to the €7bn
(0.29% GDP) bailout for Air France and also €1.5bn (0.06% GDP) for development of
low-carbon aircraft, provides one example.**’

Although conditions were attached to a loan to Celsa Steel, most UK business support
has been unconditional up to this point.**® One roundtable participant stated: "There
will be @ massive temptation for government to focus on industries that have been hit
hardest this year and are shouting loudest. It is not about saying we don't care about
steel, chemicals etc. and letting them go abroad so their emissions are not our problem
... There needs to be support but also sanctions if people do not decarbonise.” The
new North Sea Transition Deal, which provides support for oil and gas projects but
with emissions reductions requirements, could be an example of this. However, other
countries have halted new fossil fuel exploration altogether and campaigners have
raised concerns that there are significant loopholes in the green requirements.**”

Whichever measures are chosen, they will need to be tailored to the level of
development in specific sectors —in areas where supply chains are less developed,
investment in skills might be more effective at creating jobs and delivering growth in
the long term, for example.*?°

The government needs to improve the design of green recovery policies,
learning from the failure of the Green Homes Grant

The government's flagship green recovery policy of 2020, the Green Homes Grant, was
abandoned after just six months because of implementation problems. It illustrates
the risks of trying to "shoehorn green interventions into recovery measures”, as one
roundtable participant put it. If green recovery policies are going to work, they will
need to be carefully designed and avoid the problems that have undermined many
climate policies over recent years.

Rishi Sunak announced the £2bn voucher scheme in July 2020 as the main part of a
£3bn green jobs package, which also included support for public sector buildings and
social housing. Taken together, he said these would make more than 650,000 homes
more energy efficient, save households up to £300 a year on their bills, cut carbon by
more than half a megatonne per year, and support around 140,000 green jobs.*** The
vouchers, which had to be used by March 2021, could cover up to two thirds of the cost
of a variety of low-carbon heating or energy efficiency improvements. But by February
2021, only around 22,000 vouchers had been issued with a value of just £94m, and
fewer than 3,000 installations had been completed.*?” The scheme was scrapped in
March and has not yet been replaced. (BEIS is due to bring forward further proposals in
the delayed heat and buildings strategy.)
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The longer backstory is important. In 2014, the coalition government launched a
similar energy efficiency policy called the Green Deal, but it too was shut down early,
after just two years, having delivered almost no energy savings.’’* The National Audit
Office criticised the government for failing to understand suppliers or consumers,
testing the policy poorly and implementing it chaotically.'** That experience —
alongside the 2015 decision to scrap regulation on zero carbon homes just before it
was due to be introduced — left a legacy of distrust in the housing sector, which had
invested considerably in both schemes.**> This troubled history is part of the reason
that housing is the area in which the UK is the furthest off track with its climate targets.

In designing the Green Homes Grant, the government did not learn from these
failures. The biggest and most obvious problem, given the limited supplier base, was
the short timescale. The government implied the scheme’s failure was due to low
take-up; in fact, more than 100,000 people applied but most were unable to find an
approved contractor.’’® Businesses' concerns that it would be impossible to meet
demand were ignored.**’

The policy design was flawed partly because it was the result of an uneasy compromise
between the Treasury, which was keen to get money out the door quickly, and BEIS,
which was more concerned about the long-term viability of the market. The Treasury
insisted on the short timescale because it saw the scheme as a ‘shovel-ready’

stimulus project that could create jobs. Yet BEIS, worried about a rush of low-quality
installations, insisted that suppliers had to be accredited, which was time-consuming
and inevitably constrained supply in the short term.

Many businesses did not bother to sign up for accreditation, given the lack of
long-term certainty and lingering distrust from previous policies. Of those that
did, the Environmental Audit Committee (EAC) found many suffered "devastating
consequences” as they were left without work owing to the time taken to approve
applications and cancelled orders.**®

The experience offers several lessons for the design of future green recovery policies:

* Policy makers in Whitehall need to be realistic about the capacity of supply
chains and consult with those actively involved in delivering changes. Otherwise
they risk policies that fail as both ‘green’ and ‘recovery’ measures, and further
damage efforts to build confidence and encourage investment.

 If the Treasury wants policies that offer a short-term boost, it needs to find
projects that are genuinely ‘shovel-ready’. Some participants thought natural
capital projects like tree planting might be in this category.

* Where a complicated supply chain needs to be developed, the government
needs to take a longer-term approach that encourages businesses to invest in
developing capacity. As one participant put it: "Green recovery policies need to
be connected to the government’s wider net zero strategy.” That investment in
capacity in itself could deliver a short-term economic boost.
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The government should develop a green skills plan

Skills have been a major gap so far in the UK's approach to a green recovery. The
government says it wants to "support green jobs" and has suggested there could be
as many as 2 million new green jobs by 2030.**° But it has yet to offer a plan for how it
will support these jobs.

The term 'green job’ can cover a wide range of roles including:

* Infrastructure jobs, such as manufacturing renewables or installing EV
charging networks

* Community-based jobs, such as installing home insulation or tree planting

* Industrial jobs, such as roles in the automotive or manufacturing sector that will
have to become increasingly green, or in oil and gas, which will have to transition

* Jobsin the wider economy, such as reducing waste in any large organisation.**°

Each of these will have different skills requirements, and in turn they will need
different forms of education and training in school, further, higher and adult education,
and workplaces. Green Alliance has argued that the government should not take a
broad view of what constitutes a green job, encompassing all four categories and the
skills that will be needed across the whole economy.*** Its research has suggested that
most people have a poor understanding of what green jobs might look like and are
sceptical that they provide a long-term career path.**” Targeting is also important. One
participant argued: "It is crucial to think about equity as well. At the moment green
jobs are almost exclusively done by men. We have to think about how to make those
jobs more inclusive.”

The government has announced some measures that will help to boost green skills.

In September 2020 the prime minister launched the Lifetime Skills Guarantee, which
aims to help adults gain qualifications in a wide range of areas including engineering,
social care and conservation.”** The scheme has £95m of government support over
the next two years and will mostly be used for short courses to help people begin to
retrain for different careers. However, the guarantee is available only to those without
A-levels or equivalent qualifications, which means it excludes more than a million
low-paid workers.*** Education policy experts have argued that the government

risks "narrowing the path to higher level skills”, while the lack of a long-term funding
settlement creates uncertainty that could undermine investment in training.*”

Industry and expert climate advisers have said the current approach to green skills is
inadequate given the scale of the transformation required. A group of construction
firms warned in February 2021 that without further government action a green skills
gap "could derail net zero".**° The construction sector already faces a "large and
persistent skills gap” and firms warn that a lack of builders could be a major constraint
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on efforts to build back better or greener.’*” Meanwhile Lord Deben, chair of the
Climate Change Committee and former Conservative environment secretary, has
criticised the education department for its silence on the training that will be required
for a green transition.**®

Investments in skills are particularly important to green recovery measures. Research
from the 2008-09 financial crisis suggests that green recovery measures were more
successful in areas where there was a pre-existing skills base.”* The recent experience
with the Green Homes Grant supports this.

The nature of the Covid recession makes skills particularly important. As one
participant said, the “sectoral impacts of the pandemic mean people who have worked
in hospitality, retail etc. might not quickly shift to the kind of ‘green jobs’ people
traditionally envisage”. A recent survey suggested that even workers in a relatively
closely related industry — the oil and gas sector — are struggling to access the training
they need to transition to green jobs.**°

Skills investment alone will not be a "silver bullet”. Research suggests many people in
older cohorts struggle to stay in work even after completing reskilling programmes,
which suggests a plan for green skills will need to link up with wider labour market and
welfare policies. Nevertheless, government measures are likely to struggle if they are
not accompanied by a plan for developing and adapting skills.

In November 2020, the business department took the welcome step of creating of

a Green Jobs Taskforce, an advisory panel chaired by ministers from the business and
education departments and made up of academics, green NGOs, trade unions and
industry representatives. It said the taskforce would report in early 2021 to inform
the government's thinking on green jobs.*** But no findings or recommendations have
yet been published.

The business department should urgently publish a plan for green skills. The plan
should set out:

+ Aview of the quantity and type of skills needed across the economy to support a
green recovery and the transition to net zero

* Analysis of where green jobs could be located, building on work that indicates green
jobs could play a powerful role in the government’s ambition to ‘level up"**

* Policies and investment that will be needed to provide the education and training
to develop these skills

+ Wider measures to support the labour market for green skills and make green
careers —not just green jobs — attractive.
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The government should involve local authorities more actively in the design
and delivery of green recovery policies

Local authorities have a critical role in co-ordinating changes such as housing
retrofits and the transition to EVs. But they need to be consulted and involved in the
design of policies.

The government is supporting local authorities to install EV infrastructure — for
example, through the £20m On-Street Residential Chargepoint Scheme —and has
responded to local authority feedback. After concerns were raised about overly
high grid connection costs for charging points and short deadlines, the government
increased the maximum funding available and allowed longer timeframes.***

On the other hand, one roundtable participant said local authorities were “tearing
their hair out” over the Green Homes Grant because they understood local supply
chains would not be able to make use of the scheme but were not brought into the
policy design process.

The Green Homes Grant Local Authority Delivery Scheme, announced at the same
time as the Green Homes Grant and designed to fund energy efficiency improvements
for low-income households, seems to have avoided some of these implementation
problems. One participant suggested that this was because it was "more linked with
the existing local delivery frameworks”. While some concerns were again raised

by local authorities about short timeframes, the Local Authority Delivery Scheme
was extended to September 2021 and £500m has so far been allocated to specific
projects, local authorities and local energy hubs.*** The EAC stated that it considered
that the scheme had "real potential to help build local authority capacity and energy
efficiency supply chains by supporting area based approaches” and recommended
that it was expanded with a larger budget over a multiyear period, with more of a role
for local energy hubs to supplement local authority capacity.'*

Local authority involvement is not an automatic panacea, however. The Social Housing
Decarbonisation Fund also seems to have hit some issues, with reports that much of
the funding had not been applied for by March 2021. In this case it has been suggested
that local authority resources were a limiting factor and that housing associations
should also have been able to apply.'“°

The government should learn from the performance of the different strands of
its stimulus measures and ensure that local authorities and others involved in
implementing policies are involved from the outset.
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The government should ensure the new UK Infrastructure Bank supports the
green recovery and assess how to further de-risk private investment
Roundtable participants argued that the key challenge in the transition to net zero will
be unlocking private investment.

One highlighted the need to free up pension savings, noting there was a huge amount
of money in pensions that could be directed into low-carbon investment but, unlike in
Canada and New Zealand, current restrictions made it difficult for UK pensions to be
invested in green markets. The CCC's finance advisory group stated that it is “critical
that net zero becomes the default option for savings and pensions”.**’ The role of
place-based investments in local government pension schemes could provide one
example of how this might be done.***

Alok Sharma, the COP26 president, suggested in June 2021 that pension funds would
play a major role in providing private sector finance for the net zero transition and
stated that the government would shortly bring out regulations for pension funds on
taking account of climate risk.'*” The government should also look at whether there
are other measures that could be taken to support pension funds to investin green
technologies and markets, including the role that current plans to consolidate the
sector to create fewer, bigger firms could play.

Private finance has been a particular issue in the building sector, although new
initiatives like the Coalition for the Energy Efficiency of Buildings (CEEB) are aiming to
encourage further green investment.**°

The creation of the National Infrastructure Bank was a welcome development, but

its impact is yet to be seen. One of its two core objectives is helping to meet net

zero, but the otheris to "support regional and local economic growth through better
connectedness, opportunities for new jobs and higher levels of productivity”.*** The
government must ensure that these aims are integrated, rather than providing parallel
workstreams that might run counter to each other.

The Treasury also announced that the UK government will release its first sovereign
green bond in summer 2021, bringing the UK in line with many other major economies.
Rishi Sunak said at an event organised by the City of London Corporation in June 2021
that green finance was a UK priority at the G7, and he was particularly pleased with the
progress they had made on sustainability disclosures.**’

What will matter more is the long-term signals that government provides to investors.
One roundtable participant argued that the government had “a really important

role to play in setting priorities, regulatory signals, long-term standards and R&D
investment”, which was "more important than stimulus” when it came to encouraging
private investment.
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Short-term green measures that are abruptly withdrawn can do more harm than
good.*”” The CCC's finance advisory group stated that one of the key challenges in
mobilising private investment for net zero is that "green stimulus could be followed
by green austerity” as happened after the global financial crisis and argued that it was
“imperative that early positive signs of green recovery measures (such as the Plan for
Jobs) are deepened and sustained.”*>*

The CCC suggested in its sixth carbon budget that the required increase in investment
could and should be delivered largely by the private sector and could "be financed

at low cost if policies are constructed to give long-term clarity to consumers and
confidence to investors”. It suggested that the use of policy to ‘de-risk’ private sector
investment, as had been done for renewable energy, "is likely to be more important
than direct public investment in most areas”.*>> Options could include sector transition
pathways, carbon pricing, contracts for difference, and tax changes.**®

31 BUILDING A GREEN RECOVERY



Conclusion

The communique issued by G7 leaders after the Carbis Bay summit in June said

a "green and resilient recovery” was needed to "boost income, innovation, jobs,
productivity and growth while also accelerating action to tackle the existential threat
of climate change”. It called this "the greatest economic opportunity of our time".*’

Some countries have already committed to investing more in green recovery measures
than they did after the 2008-09 global financial crisis. Meaningful international
comparisons are difficult given differing timeframes and the difficulty of separating
out genuinely new spending. However, the UK government has been less ambitious in
its approach than other comparable countries.

Research suggests that some green recovery measures could be highly effective in
terms of creating jobs, boosting GDP and furthering the transition to net zero. But a
lot of this evidence is general. The government will need to carefully examine which
specific policies are most appropriate in the UK context, taking account of local labour
markets, skills, and supply chain development.

Designing effective measures will not be easy, as the failure of the Green Homes
Grant showed. The government should evaluate why that policy failed, looking
particularly at its timeframes and the limited role of local authorities in the design and
implementation of the scheme.

The next few months will be crucial. As the UK exits lockdown restrictions once more,
focus will turn back to how to support the recovery. The Treasury appears likely to hold
a multiyear spending review in the autumn. The chancellor has a budget to deliver as
well as the Treasury’s net zero review. The UK will host COP26 in November.

Building on the G7 meeting, the UK has the chance to show global leadership. To do
that it needs to set out a compelling vision for how it will recover from the Covid
recession while transitioning to net zero.
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