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The economy needs to be jump started while maintaining a flat infec-
tion curve and concurrently bending the global temperature increase to
stay within the 1.5 degrees warming limit. A global alliance of cross-
party political decision-makers, business and financial leaders, NGOs,
scientists and think tankers alike, have been emphasizing the necessity
to use the opportunities of the economic recovery from COVID-19 as an
accelerator for the transition to a net-zero emissions! society.

The COVID-19 pandemic represents a historic window of opportunity to
accelerate the global transition to a net zero emission society. Fiscal
measures providing immediate pandemic relief have surpassed USD 7 tril-
lion in total. But only a fraction of the current programs addresses energy
transition infrastructure or other ‘greening’ activities. Instead of encouraging
companies to return to their pre-crisis paths, economic recovery programs
should rather incentivize companies to account for externalities by measur-
ing and managing associated effects.

Public funds are not without limit. Overstressing public budgets will sup-
press long-run growth. Providing appropriate conditions for the potential
crowd in of private sector green finance will significantly accelerate the re-
covery. It will thus unburden public entities by inducing a substantial lever-
age on the available financial resources. In addition, it will provide essential
signals to the financial system and thus direct capital towards ‘green’ and
‘greening’ activities. It will align the allocation of investments with policy tar-
gets and will allow for the system-wide application of metrics to measure
progress against environmental targets.

Beneficiaries of fiscal pandemic relief and recovery measures should be
in line with these principles if they have 1) a commitment to a net zero
by 2050 emission pathway, 2) a mitigation strategy including intermedi-
ary targets and details on how to achieve this plan, and 3) metrics that
allow to verify progress and contribution of new investments to achiev-
ing the emissions’ reduction trajectory. The immediate COVID-19 recov-
ery measures are different in their nature from policy measures originally
intended to mitigate climate change. Additional approaches are needed to
close the gaps in available policy frameworks and utilize the COVID-19
measures to develop their fullest potential, i.e. ensuring economic recovery
while simultaneously building the foundations for achieving climate targets.
Incentivizing the implementation and the disclosure of net-zero transition
strategies could close this gap. In addition, it is important to prioritize a pref-
erential set of fiscal recovery policy types which offer high economic multi-
pliers and substantially positive climate impact.
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A long run strategy for sustainability and resilience attracts investors
and customers. Sustainability and resilience are continuously gaining
attention. Integrating sustainability and managing greenhouse gas (GHG)
emissions in line with net-zero pathways is key to the resilience of business
models as well as a corner stone for building trust towards investors and
customers. Furthermore, companies pursuing net-zero pathways can gener-
ate positive spillovers by incentivizing public entities to substantiate their
long-term strategies (LTS) and Nationally Determined Contributions (NDCs).

Avoiding sustainability pitfalls will be key. It is imperative to avoid con-
tinually increasing disparities resulting from lock-ins in brown technologies
and therefore potentially stranded regions. Only sustainable and inclusive
growth promotes convergence by empowering society to participate in the
benefits of green growth and ensuring that no one is left behind.

Scope

Only 4% of the current and immediate COVID-19 relief measures can actu-
ally be considered ‘green’ according to a recent study (Hepburn et al.,2020).
In strong contrast to this, policy makers broadly expressed the intention to
integrate climate and sustainability targets when designing post-pandemic
economic recovery programs. How is a ‘greening’ of these programs possi-
ble? And how can further measures support existing policies in limiting cli-
mate change and meeting the UN Sustainable Development Goals? Devel-
oping and disclosing net-zero transition strategies would be a solution that
should be considered when designing criteria for companies receiving finan-
cial incentives. This would subsequently result in crowding in additional pri-
vate sector green finance, thereby leveraging fiscal support considerably.
The view presented here is applicable to currently discussed recovery pro-
grams. It opens an additional perspective for programs focused on investing
in green infrastructure. It addresses areas that are particularly well-suited in
supporting the recovery as well as the transition to a net-zero society. Be-
yond the scope of this contribution is the comprehensive discussion of
‘green’ recovery funds and complementary carbon pricing policies. Never-
theless, both are issues which must not be neglected

04 June 2020
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AT HAND

The current debate provides profound
suggestions for the pandemic relief
measures to concurrently satisfy a
‘green’ objective, but this perspective is
often missing when concrete policies
are being formulated. The ‘green’ in the
context of these debates predomi-
nantly refers to climate change. For
progressing further and greening the
recovery path, it is thus urgent to tran-
slate the climate objective into actual
and applicable conditions or criteria
that can be linked to commitments for
receiving financial support. In principal,
those conditions and commitments
need to reflect our societies’ imperative
of pursuing a resilient, sustainable and
inclusive growth path. Acknowledging
the available regulatory frameworks to
date, at least the climate objective
should be addressed appropriately.
Current policy frameworks, like the EU
Taxonomy, to date are intended to as-
sess and promote activities that are
specifically focused on climate change
mitigation and adaptation. However,
the Taxonomy is not suitable for desi-
gning fiscal measures focusing on a
broader recovery perspective in its cur-
rent stage of development. Given that
the taxonomy focuses on economic
activities and not entire companies, it
proves to be challenging to apply this
assessing COVID-19
support measures that will be targeted

framework for

at company level. Yet, the taxonomy

does neither address activities that are
not particularly harmful to the climate
(e.g. student loan) nor activities that are
particularly harmful to the climate (as
they would fall under ‘do no significant
harm’ rule), thereby excluding compa-
nies as a whole from benefits which are
pursuing such activities. In order to ad-
dress these challenges, a constructive
approach would be to specify require-
ments on a company level. Acknowled-
ging the commitment to a net-zero
transition strategy as an eligibility crite-
rium for these measures or certain
benefits could be a viable way forward:

Fiscal measures should be designed in
a way that — as a result - they support
and accelerate amongst beneficiaries
the disclosure of:

1. a commitment to a net zero by
2050 emission pathway,

2. a mitigation strategy including in-
termediary targets and details on
how to achieve this plan, and

3.  metrics that allow to verify the pro-
gress and the contribution of new
investments for achieving the emis-
sions reduction trajectory.

As sustainability and resilience are con-
tinuously gaining attention by investors
and customers, the advantages for
companies in pursuing such a strategy
will be far-reaching. Only companies
that are credibly able to prove their

sustainability and resilience will be able
to keep investors and customers from
turning away. Furthermore, companies
pursuing net-zero pathways can gene-
rate positive spillovers by incentivizing
public entities to substantiate their long
-term strategies (LTS) and Nationally
(NDCs).
Greenhouse gas emissions are cur-

Determined  Contributions
rently the center of attention, but
further issues like biodiversity and circu-
lar economy are already lining up.

Figure 1 positions the proposal for a
net-zero disclosure within the larger
policy agenda and time-frame of the
recovery. In the first stage during the
lockdown, the measures for immediate
relief and support were distributed wi-
thout a ‘green’ objective. It is desirable
to evolve from the lockdown stage of
‘blank relief’ and liquidity provision to
the national deconfinement stage and
a ‘smart relief with a climate co-
objective. The illustration focuses on
fiscal policy measures for companies
but monetary policy and support for
households at the bottom of the figure
are important complementary areas
for policy measures. While current poli-
cy frameworks like the EU Taxonomy
provide guidelines for assessing the
‘greenness’ of specific well-defined acti-
vities, investments or processes, they
are not (yet) well suited for assessing a
company as a whole.



Acknowledging the commitment to a
net-zero transition strategy could fill
this gap and not only crowd in further
private sector green finance but also
be a useful extension of the Taxonomy
for allocating specific green activities of
a company within its transition path
and allow for future measures suppor-
ting the transition process as a whole.

As public budgets are constrained and
already stretched, it is important to
prioritize a preferential set of activities
which offer high economic multipliers
and positive climate impact and, for
instance, will be supported by a recove-
ry fund. These activities include, among
others, investments into renewable
energy, energy storage (including cli-
mate compatible hydrogen), grid mo-
dernisation, CCS technology, building &
industrial energy efficiency, education
and training, natural capital investment

and clean R&D investment.

It is imperative to learn and collabo-

Figure 1: Generating opportunities through net-zero recovery strategies
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Sources: Allianz Research

rate, internationally and locally. Inter-
national coordination of green recove-
ry measures need to be based on cre-
dible and widely accepted guidance or
frameworks. Domestic policy develop-
ment should involve collaborating and
coordinating with international ap-
proaches. COVID-19 has disrupted the
global political order and severely im-
pacted multilateral institutions like the
WHO. The pandemic has exposed
weaknesses in international and multi-
lateral partnerships. It revealed a lack
of global leadership as governments
that are supposed to lead are occupied
by managing their national crisis. Colla-
boration and the strengthening of mul-
tilateral institutions has been jeopardi-
zed by blame-gaming and personal
political ambitions. These challenges to
international institutions immediately
impact the climate crisis as climate
change negotiations have been
affected and the COP26 postponed.
On the other hand, the COVID-crisis
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offers an opportunity to collaborate
and share knowledge on green econo-
mic recovery packages. Hepburn et al.
(2020) point out that acceptance and
desirability of policies will increase with
the generation of co-benefits that
reach beyond climate or even econo-
mic attributes. For instance, electric
vehicle promotion can reduce local air
pollution in densely populated urban
areas or supporting energy efficiency
retrofits could be directed towards lo-
wer income households to decrease
social and health inequality while up-
grading the social status of neighbor-
hoods. Ensuring the uptake of digital
solutions, the potential arising from
applying artificial intelligence technolo-
gies for instance in building operations,
sector coupling are further examples.
Identification of co-benefits needs to be
an essential component of the policy
design stage and need to be adapted
to local needs.

- —
National deconfinement International reopening and new normal
st smart et Racoveryprograms
_____.-—-—"" Future TAXONOMY
Current TAXONOMY
Proposed framework:
Applying
net-zero
Legend:
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GREENING THE COVID-19 RECOVERY

The Carbon Budget compatible with a
1.5°C temperature increase is rapidly
depleting. The decline in economic acti-
vity due to the COVID-19 pandemic is
hardly sufficient for taking a breath in
addressing the threats of climate
change. Without government interven-
tion, emissions will rebound as the lock-
downs are gradually phased out and
Col-

lapsed oil prices pose a particularly

the crisis recovery progresses.
tempting peril to greening the recovery
and are threatening the profitability of
On the
other hand, current price levels in fossil

investments in renewables?.

fuels offer a historic window of oppor-
tunity for structural change3. Massive
investments are needed for the energy
transition, the realization of efficiency
improvements, as well as a range of
further activities*. And they are needed
soon to achieve the necessary annual
emission reductions of 7-8% between
2020-2030 (UNEP, 2019).

The benefits outweigh the effort. Fiscal
measures addressing immediate relief
connected to COVID-19 have surpas-
sed USD 7 trillion by now. Figure 2 re-
lates the scale of COVID-19 recovery
measures to the scale of investments
needed for the transition of the energy
system necessary to limit the tempera-
ture increase to 1.5°C. The COVID-19
recovery measures can be broadly re-
lated to categories like transfers and
guarantees or public investment®. Ac-
cording to IRENA, 2019, the additional
total investments until 2050 required to

transition from current policy commit-
ments to a 1.5 pathway are estimated
to be USD 15 trillion or about 17% of
current annual global GDP¢78, Including
further maintenance and operation
costs would increase the system costs
to USD 21 trillion, including renewable
subsidies to USD 26 trillion or 30% of
current annual global GDP. However,
the pure economic benefits in value
added and employment very likely
outweigh the investment needs. Hep-
burn et al,, 2020 derive the pure econo-
mic ‘super-multiplier’ from a literature
review and ballpark it a range of USD
2.5-3.0 per dollar invested?. Including
further monetarized positive externali-
ties such as savings from avoided subsi-
dies for fossil fuels, reduced environ-
mental and health damages as well as
less stranded assets results in benefits
of about USD 2.5-6.0 per dollar spend
(IRENA, 2019)011 The benefits resulting
from the additional system costs and
policy support measures until 2050
(needed for moving from current poli-
cies to a 1.5°C path) are thus in the
range of 75%-180% of current annual
global GDP, with net benefits of 45%—
150%. Unfortunately, the beneficiaries
of the investments are typically not the
same entities that have to bear the in-
vestment costs and the desired market
for compensation and realization of
the economic gains cannot work wi-
thout multilateral cooperation and in-
tervention of governments. It should be
very clear that this comparison is pri-
marily useful to develop an idea for

relating the financial scope of addres-
sing the COVID-19 crises to investment
estimates of what is needed to address
the climate crisis.

These numbers illustrate that coupling
the COVID 19 response to committing
to a transition to net-zero emission
could be an important step in realizing
both, the net benefits of a global
economic recovery as well as the as
well as limiting temperature increase to
al5°C.

Use the most effective direct green
investments. Hepburn et al. (2020)
specify a preferential set of fiscal reco-
very policy types which offer high
economic multipliers and positive cli-
mate impact. They combined the res-
ponses from a global survey of 231
leading economists and experts with
evidence from the literature to define
five areas were politicians need to ac-
celerate investments that stand apart
from the rest:

e clean physical infrastructure in-
vestment in the form of renewable
energy assets, storage (including
climate compatible hydrogen), grid
modernisation and CCS/CCU tech-

nology,

e building efficiency spending for
renovations and retrofits, including
improved insulation, heating, and
domestic energy storage systems,



e investment in education and trai-
immediate
from COVID-19
and structural shifts to decarboni-

ning to address

unemployment

sation,

e natural capital investment for eco-
system resilience and regeneration
including restoration of carbon-rich
habitats and climate-friendly agri-
culture, and

e clean R&D investment.

Green investments are ideal for recov-
ery. Green investments are typically
capital intensive, while having low op-
erating costs. As such, they benefit from
the lasting downward pressure on inter-
est rates that the crisis is expected to
bring about. Concurrently, green invest-

ments induce high demand in products
and services of the construction sector,
the electrical equipment sector, the
wholesale sector, and for sector cou-
pling-related products in the infor-
mation technology sector. All these sec-
tors cause particularly high spillovers
over the value chains to the rest of the
economy, and these spillovers, or
‘Keynesian multipliers’, are particularly
high when the economy doesn’t oper-
ate at full. Renewable energy invest-
ment is attractive in both the short and
the long run as it generates more jobs
in the short run and thus in times of re-
cession, causing an additional boost on
spending and increasing short-run GDP
multipliers. Renewable energy conven-
iently requires less labor for operation
and maintenance, freeing labor re-
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sources as the economy returns to full
capacity (Blyth et al,, 2014). But finan-
cial stimulus isn't the sole solution. As,
for instance, energy efficiency
measures typically have a positive pay-
off already, their implementation or
effectiveness is often prevented by oth-
er obstacles, which need to be ad-
dressed as well. They include rebound
effects on energy demand, misinfor-
mation, distrust or the lack of qualified
workers who are able to implement the
measure. The results can be discourag-
ing odysseys as well as negative senti-
ments and fake campaigns against
these measures.

Figure 1: Generating opportunities through net-zero recovery strategies
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The very upper bound of substitu-
tion costs for fossil fuels in avia-
tion and sea transport are deter-
mined through electricity-based
synthetic  fuels
methane. For the production faci-
lities currently under construction,
the cost premium for electricity
based synthetic fuels or methane

and  synthetic

over fossil fuels is estimated to be
around USD 0.17 per kWh (for a
price of USD 0.05 per kWh of ke-

rosene before tax and levies,

(AGORA, 2018)). In abatement
costs, this translates to a carbon
price of USD 640 per ton of CO2
(assuming 0.266kg CO2/kWh),
which seems rather high compa-
red to alternative abatement op-
tions. The premium is estimated to
fall below USD 0.05 per kWh in
the long run and thus below USD
190 per ton of CO2, which lies
within long run carbon price ex-
pectations (typically USD 275 per
ton of CO2 in 2050 (Volckaert,

2020)). In practical terms, the sold
kerosene will need to be compo-
sed of a mixture of fossil and
synthetic in which the share of the
synthetic component is increasing
by about 3% per year. It is should
be mentioned that it is ambitious
to increase production capacities
that quickly. Adding 3% of synthe-
tic fuel would limit the cost in-
crease in the final product to USD
0.05 per year and liter of kero-
sene (assuming 9.8 kWh/liter).

Fossil energy cannot be replaced in all
processes, or can it? The challenge re-
mains how to address applications and
processes in which fossil fuels are hard
to replace or where process-related
emissions need to be avoided. For coal,
additional capacities are hardly concei-
vable following scientific assessments.
Moreover, a full phase-out of coal
needs to be implemented as quickly as
possible (around 2040 globally) in or-
der to have a change to stay within the
1.5°C limit. For aviation and shipping
the substitution of oil products is parti-
cularly challenging and substituting
heavy oil with natural gas for shipping

Gucklhorn on'Unsplash

is merely an intermediate solution.

Fortunately, with electricity-based
synthetic fuels, suitable substitutes for
aviation and shipping are technically
available!2 The question — as with most
energy transition related issues - is
'how much does it cost to switch the
whole value chain’ rather than ‘when

does someone come up with a solution’.

There is no R&D gap. It seems an esta-
blished misperception that the problem
of climate change prevention is a R&D
gap, while the true problem is an imple-
mentation gap (Kavlaoka et al,2018;
Knitter et al,2017; Anadon et al.,2017).

Available technologies suffer mainly
from lacking the cost savings through
economies of scale and not from those
of deficient research. Research can be
a main driver in further reducing the
costs of the energy transition but it can-
not be an excuse for delaying the full-
scale implementation. Moreover, the
potential cost savings will never be
achieved without starting the large-
scale employment of the available
technologies®®. What stands in the way
of many renewable products becoming
mass products is not yet being able to
benefit from the cost advantages of
being a mass product.
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APPLICABILITY OF PROPOSED MEASURES

We are still lacking the necessary risk
literacy. It has been broadly expres-
sed, that the economic recovery pro-
grams should not focus on boosting the
revenues of companies in order to re-
sume pre-crisis structures while re-
turning back to their pre-crisis paths.
Rather companies should ideally be
incentivized to account for externalities
via a holistic approach for measuring
and managing associated effects and
risks. To do so, the corresponding ma-
croeconomic growth measures should
incorporate the impacts on natural as
well as on human capital, rather than
focusing solely on GDP. Unfortunately,
a consensus on such measures is not in
sight (and probably needs to be ad-
dressed with a higher priority). While
rapidly progressing on assessing the
risks associated with the climate or the
biodiversity crisis, we (the society inclu-
ding the institutions and the financial
sector) are currently still lacking the
necessary risk literacy for an adequate
evaluation. An appropriate inclusion of
the climate crisis, for instance, would
expose and quantify its property as a
threat multiplier for future economic
shocks and reveal its imminent threat to
sustainable growth. However, a com-
prehensive and adequate risk as-
sessment requires the provision of an
adequate context:

e Comprehensive and globally con-
sistent sectorial pathways and sce-
narios in line with the 1.5 target of
the Paris Agreement that are
necessary for climate risk manage-

ment and supervision are under
development, but are not yet avai-
lable. However, following the re-
commendations of the TCFD or the
anticipated development of the
related regulatory frameworks in
the European Union will result in
the provision of adequate scena-
rios for risk management in the
near future

e Given the urgency, recovery pro-
grams need to start while some
deficits in the available analytical
frameworks still exist. Conditioning
benefits from such programs to the
consistent provision of a compre-
hensive scenario-driven climate risk
assessment by the beneficiary is
not applied practice yet. Such sce-
nario-based risk assessments could
and need to be taken into conside-
ration as additional evaluation

criterium once they become avai-

lable.

e Even without such inclusive growth
measures or adequate risk literacy,
existing frameworks, like the EU
Taxonomy, provide a starting point
for assessing the sustainability of
COVID-19 recovery programs.

The EU Taxonomy is not the answer,
yet. The EU Taxonomy in its available
status addresses climate change miti-
gation and adaption for the most im-
pactful economic activities but still lacks
a broad range of further activities that
substantially contribute to sustainability
(like biodiversity and circular economy).

Still, in the process of fleshing out stimu-
lus programs over the coming weeks or
months, governments could integrate
the existing and expedite the prospec-
tive analytical basis of the taxonomy. In
establishing thresholds for taxonomy
screening criteria, the taxonomy states
climate change mitigation objectives to
meet net-zero emissions by 2050 and a
50-55% reduction by 2030 (against
1990 levels). The current processes in
the refinement and further develop-
ment of the taxonomy provide the pers-
pective for considering the sustainable
COVID-19 measures and finance pro-
ducts as ‘green’ if they satisfy the re-
commendations for the disclosure of a
net-zero transition strategy. Improving
the taxonomy for application in stimu-
lus programs should thus focus on two
components. Firstly, the desired climate
mitigation  transition pathways for
economic activities need to be made
explicit Secondly,
achieving or outperforming the desired

and  available.
transitions pathways needs to be ack-
nowledged as a substantial contribu-
tion to climate change mitigation. Ac-
cording to the current taxonomy time-
line, the European Commission will by 1
June, 2021, adopt a delegated act
specifying how the corporate disclosure
obligations should be applied in prac-
tice. This opportunity could be seized
for adopting the proposed recommen-
dations.
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A practicable way forward would be to
apply the available criteria for the time
being and complement them with a list
of clearly defined exclusions related to
those environmental objectives where
the comprehensive and detailed analy-
sis is planned until 2021. A second as-
pect is how to link the taxonomy con-
cretely to stimulus programs. In case of
preferential loans, the interest rates or
repayment conditions, in case of trans-
fers the amount of transfers or the actu-
al eligibility for access, could be linked
to degrees of taxonomy compliance.
Thirdly, a way to practically apply this
could be contractual
“covenants”. These concrete questions
of application require thorough evalua-

through

tion to ensure the effects desired will
materialize.

A comprehensive net-zero emissions
strategy should include the following
aspects:

e Commitment to a transition path-
way to net-zero emissions by 2050
that specifies the dates for interim
targets including an orientation for
scope 3 emissions for sectors where
it is most material.

e Atransition strategy to achieve that
pathway which defines measures
to be implemented by when, with
appropriate being
aligned with or identified by a suit-

measures

able framework.

e The provision of short term metrics
that allow monitoring of the pro-
gress towards achieving the pro-
posed pathway. These metrics
should go beyond simple current
emissions footprint metrics. They

10

should include the contribution of
new investments for achieving the
emissions reduction trajectory and
provide transparency on how well
governance details of the transition
strategy, for instance conditioning
executive compensation to the pro-
gress, are enforced.

Additionally, the requirements for the
disclosure of the transition strategy
should be based on proportionality.
Especially for SMEs, the reporting re-
qguirements, for instance with regard to
the scope of emissions, can be linked to
company size and the relevance of their
emissions. The strategy could be filed
subsequently within a practicable time
frame. Ultimately, measuring and man-
aging environmental risk through dis-
closure is in the companies’ best inter-
ests as it helps to build up resilience and
sustain growth.

Consistent sectoral transition path-
ways are central to allow companies
to disclose credible and achievable
transition commitment and strategies
as proposed in this paper. Figure 3
illustrates such sectoral transition paths
as suggested by BDI (2018) for Germa-
ny. It is apparent that especially the
intermediate 2030 targets might vary
substantially between sectors. Since
national economies are interconnected,
further credible and realistic sectoral
pathways in line with net-zero ambi-
tions need to be developed (i.e. across
regions). These pathways need to be
easily applicable by actors in the real
economy and the financial system.

Financing the transition of the economy
along such sectoral transition pathways
is of central concern and the crisis in-

duced reorientation of the strategies of
the majority of companies poses a win-
dow of opportunity to incorporate these
pathways. As shown in Figure 3, the
biggest chunks of the GHG reductions
are due to the renewable energy infra-
structure related to the ‘energy transi-
tion” and the measures reducing energy
demand related to ‘efficiency’. Given
that the use of synthetic fuels in aviation
and sea transport will in part also re-
duce emissions beyond the German
borders the total avoided emissions will
be larger than 97% of 2015 emissions.

Substantial capacity extension is re-
quired to quickly establish the analyt-
ical capacity in the EU, allowing for
efficient, consistent administration of
recovery programs while proving clear
and credible guidance to markets and
decision makers in the private sector.
Granting additional stimulus benefits
for clear progress and transparent re-
porting related to a performance as-
sessment could generate lasting incen-
tives. Given the expectation that such
programs will be developed for periods
of up to and beyond five years (with
potential impacts and lock-ins that
could determine economic activities for
centuries), annual performance assess-
ments seem reasonable, with initial re-
porting to be expected within 6-12
months.



Figure 1: Generating opportunities through net-zero recovery strategies
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PROPOSED POLICIES

Create the right conditions for crow-
ding in of private sector green fi-
nance. Providing liquidity, addressing
solvency issues and boosting guided
investment will involve a multitude of
measures, including provision of gua-
rantees and trade finance, direct len-
ding, capital injection and deferral of
utility and rent payments. In the light of
the ultimately limited availability of
public funds, it is of paramount impor-
tance to promote the crowding in of
private sector green finance with a sui-
table setting and thus potentially mul-
tiply the available financial resources.
IMF, 2020a; 2020b; 2020c and BMU,
2020 lay out several desirable condi-
tions for pandemic relief measures that,
if well applied, will stimulate and
enable a crowd in and broad provision
of private sector green finance as well.
These conditions are extended by the
proposals in this paper:

e To establish marked trust and ac-
ceptance, it is crucial to ensure the
firm-specific support is done trans-
parently and aimed at enforcing
good corporate governance.

should
make it possible to identify benefi-

e Government accounting

ciaries and the benefits should be
systematically disclosed.

e Measures need to be implemented
to prevent greenwashing, moral
hazard and fraud.

12

Implications of the support mea-
sures can be sizable for govern-
ment budgets and debts. There-
fore, the associated risks need to
be controlled and monitored, fi-
nancial support measures need to
be long-lasting in their effect, re-
liable and support provisions need
to be tracked.

Implemented measures need to be
periodically assessed and decisions
on exit strategies need to be clearly
communicated and sufficient lead
time needs to be provided.

Adverse selection of supported
firms and ‘zombification” of the
economy need to be avoided by
limiting guarantees and clearly
specifying the purposes for which
guaranteed loans can be ex-
tended.

Gatekeeper procedures, like the
approval by the minister of finance
or cabinet, need to be imple-
mented for major support activities
and consistency with the overall
policy goals should be ensured.

In addition, extended carbon pri-
cing policies can also facilitate the
transition. Adequate carbon prices
help firms in their efforts to follow
their net-zero strategy by setting
complementary incentives. Besides
increasing carbon prices, setting
carbon price floors and extending

emission trading to additional sec-
tors, a further policy to be consi-
dered are border carbon ad-
justment as they are particularly
suited to preserve the competi-
tiveness in selected sectors.

e Financial support should be condi-
tioned on disclosure of a net-zero-
emission strategy.

e long run compliance to the net-
zero strategy should be rewarded
with lasting public financial incen-
tives.

e Credibly proving sustainability
and resilience by informing about
their environmental and societal
impact is a key to attracting inves-
tors (and customers). Disclosure of
a net-zero strategy thus generates
additional benefits.

The recent weeks saw intense discus-
sion on which instruments should be
used to mobilize public finances. Given
the dynamic developments in the EU
with the endeavor to establish a reco-
very fund, care should be taken in ensu-
ring that the refinancing instruments
are established through mechanisms
that allow the maintenance of timeli-
ness as is required. Further, existing
budgetary frameworks such as the Mul-
tiannual Financial Framework (MFF) of
the EU should be taken into account,
given they already allocated resources.



PITFALLS

Don't get stuck on the brown path. It
is imperative to avoid continued increa-
sing disparities resulting from lock-ins in
brown technologies and therefore po-
tentially stranded regions. Lock-ins will
dampen the growth efforts in the long
run while sustainable and inclusive
growth promotes convergence. It em-
powers the society to participate in the
benefits of green growth and ensures
that no one is left behind. However,
some rescue policies will inevitable tar-
get emission-intensive firms. Some of
the largest or strategically important
firms confronted with insolvency risks
due to COVID 19 have been struggling
with initiating or delivering on their
transition from brown to green. This
holds particularly true for energy and
transport-related firms but can be ex-
tended to
intensive and long-lasting infrastructure

industries  with capital-

development needs.

As transition strategies are exceptional-
ly demanding for brown firms, the risk
of non-compliance to a stated net-zero
transition strategy is high. Governments
and regulators therefore have an inte-

rest in employing additional enforce-
ment devices like convertible debt. At
the same time, provision of additional
debt is often no viable option for those
firms. An advantage of an equity injec-
tion is the immediate improvement of
the balance sheet and a reduction in
funding costs, enabling additional in-
vestments. As a shareholder, the go-
vernment will have a stronger influence
on the green orientation of the firm and
its compliance to the net-zero emission
strategy. As equity is junior to debt, it
should be considered that it may be
riskier for the government in case of a
prolonged crisis. Further, some transi-
tion pathways depend on available
and fully functioning infrastructure such
as grids, pipeline networks or other
components. These should be addres-
sed with particular concern and follo-
wing concerted and consistent Euro-
pean policy strategies such as the in-
crease in climate ambitions, e.g. the
2030 target adjustment.

Experiences from previous policy inter-

04 June 2020

ventions and the recovery from the fi-
nancial crisis tells us that it is imperative
for COVID-19 recovery programs to not
support companies whose business
model and long-term strategies are
inconsistent with achieving 1.5°C path-
ways. Inspired by a number of mea-
sures that The Climate Action Tracker
(2020) has identified as being counter-
productive, creating negative lock-ins
or disqualifying in a DNSH assessment,
the following list of DON'T'S should be
considered in any COVID-19 recovery
program:

Energy and electricity supply

e Don'trevive plans for ‘shovel-ready’
fossil fuel power plants

e Don't waive oil and gas industry
environmental regulations

e Don't bail out fossil fuel companies
net-zero-
(including

without conditions for
emission-strategies
Scope 3 emissions)

e No extension of fossil fuel based
capacities

“While political and other circumstances related to the national interest may render some climate-negative

policies unavoidable, even these policies can be designed to have long-term positive climate outcomes by

attaching appropriate conditions. For instance, conditional green bailouts for airlines could require

achievement of net-zero emissions by 2050 with intermediate targets set at 5- or 10-year intervals. If airlines

are unable to meet these targets, bailout funding would be converted to equity at today’s very low stock

market spot prices.” Cameron Hepburn, Brian O’Callaghan, Nicholas Stern, Joseph Stiglitz and Dimitri

13



Allianz Research
Land-based transport and mobility

e Don't roll back emission standards
or plans to tighten those for cars

e Don't support automobile compa-
nies without conditions for a severe
tightening of their emission re-
duction strategy and a production
phase-out date for combustion

engine vehicles (ideally in the early

2030s for two-wheelers and pas-

senger cars)

e Don't use policies stimulating de-

mand, in the form of vehicle-
scrapping and purchase subsidies,
which will initially lead to a re-
bound of sales of combustion en-

gine vehicles.
Aviation

e Don't support airline companies
without commitments for emissions
reduction strategies that are con-
sistent with science-based transfor-
mation pathways in line with the
1.5 Climit

e Don't roll back regulations and
taxes (e.g. ticket taxes)

e Don't recalibrate CORSIA baseline

without substantially improving

entire scheme!*
Industry

e Dont roll back climate measures
and regulation.

e Don't support industry without con-

ditions for zero-emission transition

Buildings / Infrastructure construc-
tion

e Dont employ stimulus programs
for new buildings without energy
efficiency criteria linked to zer car-
bono

e Dont employ stimulus programs
for individual refurbishment mea-
sures that are not tied to/ linked to
the overall building performance
improvements to zero heat energy

Land-use & environmental protection

e Don't roll back environmental re-
gulations

e Don't dismantle the enforcement of
state protection for natural habitat

Conclusion

It is evident how badly the global
economy was prepared for the systemic
risk of COVID 19, despite early, conti-
nuous, and relentless warnings from
scientists, NGOs and international or-
ganizations. It is hard to ignore the pa-
rallels to the climate crisis.

Climate change was linked to at least
15 extreme weather events in 2019
alone, each event causing losses bet-
ween US$ 1-10 billion (IPCC 2018). By
now scientific predictions are clear that
global warming will increase the fre-
guency of such extreme weather events
(Kramer and Ware, 2019). We don't

know exactly when climate change will
bring which catastrophic event, but we
most certainly know that these events
will eventually occur. What excuse can
there be for not being prepared and for
not taking preventive actions?

We have to seize the chance to le-
verage the massive economic stimu-
lus packages to enable the sustai-
nable and equitable economy of to-
morrow and avoid locking in the
past. Following the COVID-19 recove-
ry, societies’ financial resources will be
constrained for the years to come, limi-
ting the scope for climate policy action.
Most of the recovery measures will be
debt-financed, constraining the finan-
cial flexibility for subsidies and in-
vestments into the green economy.
Debt service will induce the desire for
higher taxes or levies, which conflict the
recovery of the private sector. The limi-
ted possibilities beyond these packages
makes it so essential to utilize the triple
dividend of economic recovery, striving
to a sustainable pathway and promo-
ting resilience, to the fullest potential.
Providing financial incentives within
the pandemic relief measures condi-
tional on disclosing and committing
to a net-zero strategy can support
this ambition. A smart policy setup
and suitable extensions of the EU
Taxonomy can crowd-in private sec-
tor green finance and distinctly acce-
lerate the recovery.

“There is little interest in reducing these risks because the costs of avoidance are being borne by few already
today while the benefits divide among many and will only become apparent in the future. This applies equal-

ly to pandemics and climate change. Warnings are ignored for years. It is only acted when the risks, even with

a lot of imagination, can no longer be denied or if massive damage has already occurred as is now the case
of the corona crisis. Nobody really likes avoidance. Those who have to bear the costs today are of great im-
portance in political negotiations, while the future generations are of little importance.” Ottmar Edenhofer
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I Net zero emissions are achieved when anthropogenic emissions of greenhouse gases to the atmosphere are balanced by
anthropogenic removals over a specified period. Where multiple greenhouse gases are involved, the quantification of net zero
emissions depends on the climate metric chosen to compare emissions of different gases (such as global warming potential,
global temperature change potential, and others, as well as the chosen time horizon) For Europe net zero would translate into
95% emissions reductions and 5% removals (e.qg. afforestation).

2 As they increase the relative additional costs of a green path vs. a brown path, see e.g. BDI, 2018.
3 As they expose vulnerabilities due to the dependence on fossil fuels.
4Check Figure 3 for the major levers.

> Only measures that were quantifiable and could be assigned to one of the categories were included. Most recent data can
be provided upon request as it is continuously updated.

S The IRENA assessment of the ‘energy system’ includes renewable energy (USD 27 trillion; include investments needed for de-
ployment of renewable technologies for power generation as well as direct end-use applications (eg. solar thermal, geother-
mal)), electrification and infrastructure (USD 26 trillion, including power grids, energy flexibility, electrification of heat and
transport applications as well as renewable hydrogen), efficiency measures (USD 37 trillion; includes efficiency measures de-
ployed in end-use sectors (industry, buildings and transport) and investments needed for buildings renovations and structural
changes (excluding modal shift in transport)) and fossil fuel related and other investments (USD 20 trillion; includes nuclear,
carbon capture and storage (CCS)).

7Global GDP 2018 according to the world bank USD 86 trillion, https.//data.worldbank.org/indicator/NY.GDP.MKTP.CD.

8 The total investments for the global transition of the energy system until 2050 are estimated by IRENA to be around USD 110
trillion (USD 96 trillion due to current policies and an additional USD 15 trillion for achieving 1.5°C) of the current annual glo-
bal GDP. This assessment follows the recent trend of considerable reductions of the projected investment needs relative to
previous estimates, the reason being unexpectedly high cost reductions for renewable energy investments. Other studies consi-
der the investment-gap for the EU to be around USD 300 billion annually (compared to the USD 50 billion annual average of
the IRENA case) and thus much higher (Volckaert, 2020) It should be remarked that the focus of the USD 300 billion annually is
on the next 10 years and that the sizable transport sector investments are included which puts the figures a bit more in pers-
pective.

?See also IMF, 2014, Abiad, 2015; Mourougane, 2016. This presumes that the post COVID-19 economy is not running at full
capacity as Keynesian multipliers are not effective in economies at full capacities since government spending would then
crowd out other economic activities. Hepburn et al. also only claim validity of the super-multipliers for their recommended poli-
cies outlined in the ‘Use the most effective direct green investments’ section below.

10 Apparently, losses due to stranded assets are lower in the more ambitious scenarios as less ‘brown’ investments take place
within the early years of the ambitious scenario.

1 The IRENA report is inconsistent here as it does count the avoided fossil fuel subsidies but not the additional renewable sub-
sidies for the ‘payoff calculation’ and thus states net benefits of about USD 3.0 — USD 7.5 per dollar spend. For the energy sys-
tem costs including the renewable subsidies it would be more consistent to use USD 26 trillion instead of USD 21 trillion and
relate it to USD 65 trillion for the low benefit estimate and USD 157 trillion for the high benefit estimate.

2UBA, 2020 and BDI, 2018, for instance, emphasizes the further exploitation of electricity-based synthetic fuels for aviation
and shipping.

BKittner et al, 2017 provide a decomposition of scale effects and R&D contribution to cost decreases.

|t is expected that intercontinental flights will ultimately fall under the Carbon Offsetting and Reduction Scheme for Interna-
tional Aviation (CORSIA) developed by the International Civil Aviation Organization with the purpose of stabilising CO2 emis-
sions at 2020 levels through a progressively evolving cap-and-trade system.
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward-
looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for
any information required to be disclosed by law.
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