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Preface

What do the citizens of the world need to do to overcome the 
most important problems they all share? This book presents 
innovative solutions to global challenges such as migration, 
food security, or the circular economy. The solutions were de-
veloped for the eighth Global Economic Symposium (GES), 
which took place in Kiel, Germany in October 2015. Around 

-
tional organizations and civil society gathered for the two-day 
symposium hosted by the Kiel Institute for the World Economy 
in cooperation with its numerous partners.
Some of the most important challenges currently faced by 
policy-makers around the world are those brought about by 
refugees and migrants. The e-book at hand contains a number 
of avenues for solving these challenges. Christine Langenfeld, 
Chairwoman of the Expert Council of German Foundation on 
Integration and Migration, argues for a 7-point plan to achieve 
a greater Europeanization of refugee protection, while declar-

-
lenges (p. 76). Similarly, Matthias Lücke, Senior Researcher 
at the Kiel Institute for the World Economy, argues that quotas 
for allocating refugees across EU member states is unlikely 

and administrative responsibility for the asylum system (p. 80). 
William Swing, Director General of the International Organisa-

tion for Migration, considers that a paradigm shift for the gover-
nance of migration is needed: global mobility is a fact in current 
times and our policies and mindsets urgently need to accept 
that reality (p. 81). Finally, Philippe Legrain, Writer, Commen-
tator and Political Entrepreneur, offers a narrative for such a 
paradigm shift, pointing out how urgently European economies  
(and other senescent economies) need immigration and how 

The GES stands for open-minded, innovative thinking that 
is research-based and solution-oriented, bringing together 
decision-makers across nations, cultures and professions. 
Members of the GES community come up with solutions prior 
and during the GES and put them up for discussion with the 
audience. This ensures strictly solution-oriented formats, the 
results of which you can witness in this book. To encourage 
implementation of the solutions they will be communicated to 
international communities of leading decision-makers in poli-
tics, business, and research. 
We encourage you to share the Global Economic Solutions 
with your networks and welcome your feedback.

The next GES will be held in Istanbul, Turkey, from  
October 25 to 27, 2016. The GES-Team looks forward to  
seeing you there.
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The overarching theme of the GES 2015 is “Values to 
Guide Economies.”
Moral values are principles that induce people to cooper-
ate. The world desperately needs more cooperation. For 
the more interconnected we become, economically and 
technologically, the more interconnected our problems 
become as well. Some of our most intractable problems 
are global in reach and unprecedented in form:

 Natural upheavals: Climate change, biodiversity loss 
and depletion of critical resources threaten to make 
the world inhospitable.

 Technological upheavals: Big Data and Smart Ma-
chines may replace much of the currently unskilled, 
blue-collar and routine white-collar work, and our 
technological capabilities may outrun our psychologi-
cal adaptability. 

Let us widen our Circle of Care

Opening Address to the GES 2015

1 I am deeply indebted to Sean Cleary and David Snower for profound insights. My special 

thanks also go to Johanna Scholz and Christoph Schütt for their superb research assistance.
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 Demographic and social upheavals: The massive in-
crease in the world’s human population—especially 
in poor and politically unstable countries—together 
with weapons proliferation and climate change, is 
beginning to create extraordinary waves of migration 
and social disruption. 

These may all be called “problems without borders.” 
They can be addressed only by trans-national and trans-
cultural cooperation.
However we live in a world of national, cultural and re-
ligious borders, many of which are being drawn more 

are on the increase. Rising inequality within and across 
countries is creating new borders of identity.

 
many borders? 

 Can such universal values deliver the cooperation re-
quired by our problems without borders?

The Quest for Common Values
Among experts in relevant disciplines, there is broad 
agreement on the answers to these two questions.

most of the world’s people feel bound. These values rec-
ognize the importance of love for our neighbor, care for 
the vulnerable, fairness in dealing with our equals, loy-
alty to the social groups offering us support, exercising 
power responsibly, resisting domination and preserving 
our liberty, promoting achievement and personal growth, 
and seeking mental, physical and spiritual health. Such 
values are the universals that appear among people 
around the world.
Regarding the second question - Can our universal val-
ues by themselves induce us to cooperate across bor-
ders? - the answer however appears to be No. The rea-

another, and there is no agreement on which values are 
to be applied to which situations.
This becomes clear when we consider the sources of 
morality, meant to give legitimacy to our moral judg-
ments and specify their application.

1. Do what God or some moral authority enjoins you to 
do. This is the approach of some religions. 

2. Be a good person. This approach, virtue ethics, al-
lows for multiple virtues, such as Christianity’s Prin-

cipal Seven Virtues or Buddhism’s Eightfold Noble 
Path. 

3. Do what is right. This approach, such as Kant’s cat-
egorical imperative, generates all our conceptions 
human rights, animal rights and environmental rights. 

4. Do what leads to the best consequences. For exam-
ple, Bentham’s utilitarianism enjoins us to maximize 

of all individuals’ expected utilities. This approach 
dominates the discipline of economics and the policy 

However, these sources have not been successful in 
creating uniformity in the application of our values. None 
of these approaches tells everyone unambiguously what 
to do in all circumstances. In the course of our daily lives, 

-
rections: sometime we follow religious precepts, some-
times virtues; sometimes we do what we think is right, 
sometimes what will lead to good consequences. The 

moral anguish, are a common human experience.

Dissonant Application Principles
Different people apply common moral values differently 
to different situations. It is easy to see why this is so. 
The function of morality is to regulate our social rela-
tionships. Different social relationships are regulated by 
different moral values. The relationship between mother 
and infant is often governed by the value of Care. The 
relationship among business partners tends to shaped 
by the value of Fairness. Soldiers to their commander by 
Loyalty. Bosses to their employees by Authority. Congre-

tyrants by Liberty.
Since the same broad types of social relationships are 
found in most societies—parent-child, buyer-seller, lead-
er-follower, competitor-competitor, and so on—it is not 

for people worldwide. But different people are embedded 
in different social relationships, and consequently they 
apply their moral values differently.

apply different values to their community members than 
to strangers and enemies. The inhabitants of warring 
countries are all benevolent to their own families; war 
occurs because they are not benevolent to one another. 
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The revenge killer deals with his victim by applying the 
value of Reciprocal Fairness; while the victim’s family 
pursues the value of Care.
This is why appeals to our conscience, our virtues, our 
sense of justice, and our understanding of consequenc-

Breaking Down Our Social Boundaries
The implication of this argument is clear. To tackle our 
global problems, we must seek not universal values—
which we already have—but the dismantling of our so-

order to harmonize the application of our values.
Our social in-groups have something important in com-
mon: Within each group, we take each other’s perspec-
tives into account alongside our own and, in the process, 
we are automatically induced to cooperate with them. 
The values of the group are appropriate to the group’s 
social relations, and these values are applied to people 
within, but not outside, the group.
Different social relationships lead to different inter-
changeabilities of perspective. Mothers take account of 
all their infants’ physical and psychological needs. Sell-
ers consider their buyer’s relevant wants. Doctors attend 
to the health needs of their patients.
Of all the moral values available to us, there is one that 
entails the greatest interchangeability of perspectives 
and thus promotes the most encompassing, profound 

the value of Care, since it involves promoting the well-
being of others and alleviating their suffering—wellbeing 
and suffering in all respects, not just those limited to a 
particular aspect of social exchange.
Other moral values can be blunt instruments for achiev-
ing cooperation. For example, Fairness can lead to re-
taliation of hurt, Loyalty can lead to cooperation within 
socially dysfunctional groups, and so on. But these oth-
er moral values become a more reliable servant of the 
public interest once they are combined with the value of 
Care.
Atrocities become possible when there is no interchange-
ability of perspectives and, in particular, when there is no 
presumption of Care. To kill, soldiers are taught to dehu-
manize their enemies, enabling them to disconnect from 
their enemies’ perspectives and withhold Care. A similar 
disconnection took place between the Serbs and Cro-
ats when Yugoslavia dissolved, between the Hutus and 

the Tutsis during the Rwandan genocide, and so on. The 
Nazis did not lack moral values; they just did not apply 
them to the Jews, since they saw no aspect of the world 
through Jewish eyes.
In institutionalized contexts, no one actually kills people. 
Soldiers have killed Nips, Huns, terrs; gangs have killed 
kikes, wops, spics, honkies; Klansmen have killed nig-
gers—but not people. In order for brutality to occur along 
sustained, systematic lines, perspectival disconnection 
appears essential. This is generally driven through dis-
connection narratives, such as Mein Kampf or war pro-
paganda.
The broader and greater the interchangeability of per-
spectives, particularly through Care, the more willing we 
become to cooperate with one another.

Our Fateful Dilemma 
-

lutionary past has not adequately prepared us for this 
challenge. According to the philosopher and neurosci-
entist Joshua Greene, the experience in hunter-gather-
er and early agricultural societies prepared humans to 
deal with the “Me-Us” Problem, that is, the problem of 
controlling our self-interest in favor of our social groups. 
Accordingly, our moral values can be viewed as psycho-

for, Greene argues, is the “Us-Them Problem,” which 
involves cooperation with social groups that have now 
come into contact with one another through globalization 
and ICT technologies, but were separate from one an-
other in our evolutionary past. Thus our evolved moral-
ity is suited for cooperation within social groups, but not 
across these groups.
Consequently we now face what may be called our “Fate-
ful Dilemma.” In response to the widening chaos in the 
Middle East, particularly Syria, millions of innocent civil-

the relatively fortunate ones arrive within our borders, we 
have a fateful decision to make: to expel them as threat-
ening aliens or welcome them as one of us. One cannot 
fail to be struck by the dramatic divergence of responses 
across EU member states.
The European Union arose from the postwar aspiration 
that Europe’s political and cultural rivalries must never 
again be allowed to drag the world into war; and that free 
trade, open borders, and support for all in need would 
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create a haven of peace and prosperity. But the waves 
of refugees from outside Europe are testing the sustain-
ability of this vision. There can be no doubt that the des-
tiny of Europe is at stake. Europe’s Fateful Dilemma re-
garding its refugees will be revisited in many other forms 
as other people are called to deal with today’s natural, 
technological and demographic upheavals.

Is It Possible to Widen Our Circle of Care?
Is it possible for us to broaden the interchangeability of 
our perspectives and, in particular, extend our Circle of 

-
lems?
We know that humans have the potential to perform 
such this feat. A major reason why the human species 
has been so successful in surviving and reproducing on 
our planet lies in our ability to cooperate with one an-
other beyond the bounds of kinship. The ability to use 
language was necessary for this purpose but, by itself, 
explains only a fraction of our cooperative capabilities. 
Language enhances our ability to acquire reputations for 
being cooperative, inducing others to cooperate with us. 
But the maximum size of a group that relies on word 
of mouth to create trust is about 150 individuals. To es-
tablish larger groups, such as those cohering in large 
multi-national companies, nations, religions, and trading 
networks—communities that may comprise millions—we 
were required to create something that no other animal 
appears to have managed: collective narratives. With-
out collective narratives—intersubjective realities—there 
could be no broad-based identities; in fact, there could 
be no “companies,” “nations,” “religion,” and the many 
social constructs required by trading networks, such as 
“money,” “contracts,” “prices,” and so on.
We now require a new narrative that generates a com-
mon identity across current borders. Various attempts to 

the Universal Declaration of Human Rights, the Earth 
Charter, and so on. Contributions to the creation of mo-
tives, norms and attitudes favorable to a common hu-
man identity—through art, law, education, politics, insti-
tutional settings, personal transformation—are of greater 
importance than is generally appreciated.
Obviously it is neither feasible nor desirable to disas-
semble our existing identities for this purpose. All that 
is required is that we nourish a global identity, alongside 

global problems through interchangeable perspectives 
and the beginnings of Care. Then this could set in motion 
a virtuous cycle of values—including Care, Reciprocal 
Fairness, Authority and Loyalty—that shapes individual 
identities complementary to our global one.
Of course, not all aspects of our individual identities will 
survive the interplay with our global identity. All the di-

to fall by the wayside. Such active shaping of individual 

with our individual liberties. But people around the world 
are already familiar with the desirability of such social 
interventions in dealing with our “Me-Us problems.” Now 
we just need to extend them to our “Us-Them problems.”
Humanity has already managed feats of comprehensive 
Care before, as when it transformed slavery from an ac-
ceptable form of international business into a globally 
acknowledged evil. A major force driving this transforma-
tion was perspective-taking. Through books like Uncle 
Tom’s Cabin, political activism, and media reports, peo-
ple around the world gradually came to regard slaves 
as beings of ultimate intrinsic worth, eventually leading 
to the criminalization of slavery in country after country.
Over the past few decades we have witnessed an analo-
gous revaluation of womanhood and, more recently, of 
homosexuality in many countries. Europe’s refugee cri-
sis should be viewed as a golden opportunity to initiate 
the educational, legal and cultural initiatives required for 
perspective-taking beyond our current national, cultural 
and religious borders.

Not Only Humans Need Care
Extending our Circle of Care—through encompassing 
narratives, social norms, education, laws and institu-
tions—a is now our central challenge as human beings, 
made salient through the proliferation of our “problems 
without borders.” Rising to this challenge will be arduous 
since our moral instincts are more suited to addressing 
the “Me-Us problems” than the “Us-Them problems”. De-
spite international condemnation of slavery, the UN esti-
mates that 27 to 30 million people are still caught in the 
slave trade industry today. Given our capacities for per-
spectival disconnection and for attributing people’s situ-
ational constraints to their dispositions, many people still 
do not consider the comprehensive extension of Care 
to be obviously desirable. Furthermore, caring relation-
ships—particularly in the absence of fairness, reciprocity 
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and means-end rationality—are notoriously vulnerable 
to free riding and exploitation, such as when computer 
hackers gain access to people’s email accounts and 

-

tribe, tribal Care hurts the nation, or national Care hurts 
the global public interest. Our aim as humans must be 
adjusting our social, economic and political relationships 
to bring our levels of Care into harmony with one another 
and then to seek an encompassing Circle of Care.
In closing, it is essential to emphasize that our circle of 
Care must be extended not merely to humanity, but to all 
living things. We must wake up to the terrifying misery 
we have imposed on most non-human animals. We do 

not recognize most of our domesticated animals as liv-
ing beings with psychological and social needs, but use 
them instead as raw material resources, which can be 
mass-produced, with bodies engineered to suit our eco-
nomic objectives. Wild animals are in decline around the 
world; many are victims of the well-documented, man-
made, sixth mass extinction in our planet’s history. This 
monstrous injustice arises not from animosity towards 
animals, much as the slave trade involved little animos-
ity towards slaves. It is generated by our indifference. 
Only our capacity for compassion, driven an extension 
of our Circle of Care, can induce us to change our ways.
It is high time for the value of Care to guide our econo-
mies. May the GES 2015 contribute to this goal.
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The Challenge

Five years after the Great Recession the economic re-
covery in the euro area remains remarkably subdued. 
Labor markets have started to improve, but only very 
gradually. Above all, investment spending has barely 
reached the levels recorded ten years ago despite his-
torically low interest rates across the euro area. Uncer-
tainty surrounding the future direction of policies, even 
surrounding the composition of the currency area as a 
whole, has apparently led to a wait-and-see attitude of 
businesses when it comes to investing into future mar-

crisis left the economy with a debt overhang and severe 
mismatches in the production structures (i.e., a huge 
capital stock distortion) that makes the diagnosis of ag-

obstacles and creating a business-friendly institutional 
environment, thereby unleashing investment to build up 
a productive capital stock, is of utmost importance to put 
the European economies back on a sustainable growth 
path and to bring people back to work.

A New Deal for Europe?—The 
Role of Investment for  
Prosperity in the Euro Area
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What can economic policy-makers in the euro area do 
to bring back investment? What are the key institutional 
impediments that currently hold investors back? Is the 
call for higher investment spending more than a cover 

the EU Commission’s 300 billion euro Investment Plan in 

and the track record of EU Structural Funds for cohesion 
and structural policy? In the face of high public indebted-
ness, should private funds be raised to build up public 
infrastructure? What European governance structure 

is best suited to support investment into a productive 
capital stock? What are truly European collective goods 
that call for public funding? Is the principle of subsidiar-
ity still the major pillar in the overall EU architecture? Is 
diversity in terms of national economic policies weaken-
ing or strengthening the euro area? The European Com-
mission (EC), the European Investment Bank (EIB), the 
European Bank for Reconstruction and Development 
(EBRD), national governments or commercial banks—
who are the key players for promoting sustainable capi-
tal accumulation in the euro area?

In a context of budgetary constraints 
and economic uncertainty, the 
newly-elected President of the Eu-
ropean Commission Jean-Claude 
Juncker announced last November 
the launch of an “Investment Plan 
for Europe” to revive the European 
economy, boost investment and fos-
ter growth and jobs creation. The 
plan (that soon became known as 
the “Juncker plan”) targets invest-
ment in infrastructure and SMEs/
midcaps; its backbone is the cre-
ation of the European Fund for Stra-
tegic Investment (EFSI) which will 
provide risk-bearing capacity for 
economically and technically viable 
projects, mobilizing up to €315 bn. 
investment in the next three years. It 
is based on the analysis that, under 
the current economic conditions, the 
€21 bn. EU guarantee will mobilize 
private investment with an estimated 

leverage factor bringing to life proj-
ects that lack a certain risk coverage 

This major initiative marks a leap 
forward in EU support to infrastruc-
ture: it largely builds on the expertise 
of the European Investment Bank 
(EIB), and complements existing 
programs such as, for example, the 
Connecting Europe Facility (CEF), 
and activities under European struc-

-
nancial instruments. The expected 
leverage effect is expected to act as 
a strong catalyzer, targeting key EU 
priorities. The recently adopted EFSI 
Regulation provides a comprehen-
sive set of governance structures 
for project assessment, selection 
and support. The deployment of the 
EFSI appears to be in line with suc-
cessful experiences and provides 

The “Juncker plan”: Involving stakeholders

end-to-end procedures encompass-
ing the lifecycle of project funding.
The Juncker plan’s promise is to 
activate a credible project pipeline 
across Europe—it will however face 
very different investment environ-
ments. In our view, a critical factor 

and promising projects that effec-
tively support European strategic 
goals and have a certain size. The 
set-up of the EFSI allows for sig-

and prioritization. It is, however, a 
demand-based mechanism, which 
could affect its ability to reach full 
capacity in a limited timeframe.
The existence of a perfectly suit-
able project pipeline for this initiative 
will be key to success. This can be 
achieved by market mechanisms 
only or be supported by additional 
measures.

Olaf Buske

Partner Audit, KPMG AG

The Solutions
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It requires a dialogue with all sides 
of infrastructure projects to address 
investment gaps in line with donors’ 
strategy and identify or trigger fea-
sible projects. In our view, a good 
proposition would be the creation of 
mechanisms for active stakeholder 
involvement to promote and accel-

-
tion, in each country and across in-
dustries, linked to EU priority areas 
and to the most important invest-

ment gaps. Relevant stakeholders 
should be government experts, in-

-
stitutions like promotional banks and 
SMEs or associations representing 
these.
The dialogue between sector- and 

the necessary conditions for iden-
tifying synergies between potential 
investors and support mechanisms, 
and limit risks in the further appli-

cation process. This dialogue can 
take place in various forms. It can 
be through national or regional im-
pact assessments on relevant proj-
ect portfolios or ideas. It can also be 
achieved by building regular stake-
holder panels or platforms. Good 
examples are already existing with 
Joint Undertakings by EU and in-
dustry partners as for instance Shift-
4Rail, SESAR and others.

1. If very low growth and very low 
-

other 5 to 10 years, the euro area 
would likely fall apart since the 
time it would take to resolve the 
competitiveness, debt and bank-
ing troubles in the euro area un-
der these circumstances would 
likely exceed by far what would 
appear to be politically bearable.

2. The ECB is making full use of 
the instruments at its disposal to 
tackle the problem. In view of the 
somewhat uncertain effective-
ness and the problematic side 
effects of unconventional mon-

do more despite the heavy debt 
burden in some member states.

3. In view of the heavy debt burden 
in certain member states, the 
pervasive use of public-private 
partnerships with contracts with 

implications is often recom-

mended. In view of the rather 

schemes should be treated with 
great caution.

4. In fact, the heavy reliance on 
leverage via funds not counted 
towards public debt would ap-
pear to be one of the major 
shortcomings of EFSI. Instead, 
EFSI should receive more public 
funding and at the same time a 
more targeted mandate to fos-
ter investment at the zero lower 
bound since, in normal periods 
with decent growth rates and a 

investment projects ought to be 
funded via the European budget 
which needs to become more fu-
ture oriented anyway.

5. Productivity enhancing reforms 
should complement such a much 
larger European plan along 
the lines proposed already by  
Mateusz Szczurek, the Polish 

Elements of a new deal for Europe

year ago.
6. Such a targeted European plan 

needs to be supplemented by 
more investment oriented poli-

states which are currently able to 
borrow at extremely low real in-
terest rates even in a twenty year 
time horizon.

Jakob von Weizsäcker

Member, European Parliament 

(S&D)
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The Challenge

The basic idea of a capital market union is simple: Capi-

In South European economies there is a general lack 

banks and from the capital market. On the other hand, 
investors in Germany and other parts of Northern Eu-
rope suffer from low yields and a lack of investment alter-
natives. It looks as if there is a straight forward solution 
to this problem: Let those people from northern Europe 

southern Europe, which are seeking capital and which 
are willing to offer higher rates than their peers in the 
north. These investments should be done through the 
capital market and/or the banking market. It would be 
win- win situation as investors would get higher yields 

-
ital would be enabled to do more business. The result 
would be more real investment and higher growth rates 
throughout Europe.

Capital Market Union—How 
Should it be Designed to Solve 
the European Growth Problem?
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As simple as this idea sounds, as complex are the insti-
tutional requirements to realize this concept. What role 
does the insolvency law as well as tax regimes have in 
the context of a capital market union and how should 
they be reformed? Will banks be substituted by capital 

markets or are banks and capital markets complementa-

market be increased? Are the proposals of the European 
Commission pointing in the right direction? What can we 
learn from the US capital market union?.

in Europe is far from being complete 

capital is granted. Instead, the frag-

to so-called safe havens instead of 
-

tal was lacking. This has impeded 
the recovery of the euro area. Thus, 
to foster economic growth sustain-

deepened. In this respect optimal al-

are the main channels to improve 
growth conditions in Europe.

Allocation of capital
The optimal allocation of capital 

companies which use capital in the 
most productive way. For example, 
if a Portuguese company has found 
a way to desalinate seawater with 
less energy costs than its competi-

which is ailing in the textile sector or 

-
grated Europe this money can and 
should come not only from domestic 
sources but also from other Euro-
pean investors.
The optimal allocation of capital can, 
however, only happen, if investors 
are enabled to concentrate mostly 

alternative investment projects. Dur-
-

acteristics were completely masked 
by systemic factors like the convert-
ibility risk, the crisis of the domestic 
banking sector and the sovereign 
risk. An optimal allocation of capital 
has not been possible. Instead, cap-

haven aspects, meaning that inves-
tors in the core countries remained 
in their local sphere while investors 
of the so called peripheral states 
withdrew their money mainly to 
the core countries (Coeuré, 2015). 
Some solutions to these problems 
are underway. Especially, the nexus 
between banks and the sovereign is 
in the process of being diminished 
with the bank resolution mechanism 

Financial regulation and stabilization

in place since the start of 2015. In 
addition, the rescue packages for 
overindebted sovereigns as well as 
the ECB’s monetary measures pro-
vided for less convertibility risk.
Nonetheless, even without these 
factors (which have not been abol-
ished completely and could resur-
face) there are other issues which 

the forefront of this are the very het-
erogeneous insolvency laws as well 
as different tax laws in the national 
jurisdictions. An example may illus-
trate this: if a German bank is will-

Munich, but not in Madrid due to le-
gal uncertainty about the chance to 
realize the corresponding mortgage, 
the allocation of capital is certainly 
not optimal.
In the past, divergent interpreta-
tions of regulatory rules have also 
contributed to sub-optimal alloca-
tion of capital, as the bubble in the 
Irish banking sector has shown. The 
newly established single supervi-
sory mechanism for banks is an im-

Cyrus de la Rubia

Chief Economist,  

HSH Nordbank
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portant factor to provide for a level 

Diversi cation

also be advantageous for investors 
and for the stability of the economy.

that a broader range of assets, be it 
capital market products, real estate, 
bank products, etc. are available to 
investors enabling them to diversify 
their portfolios in a much better way 
than as they concentrated mainly 
on their home turf, as it is mostly 
the case, currently. The reasons for 
the strong home bias are not com-
pletely clear. Yet, it looks as if dif-
ferent tax laws as well as different 
transactions play an important role 
(Philips et al, 2012). With respect to 
bank products the lack of having a 
cross-border depositor insurance 
institution let people shy away from 
putting their money on current ac-
counts of banks abroad, even if the 
interest rate is much higher than in 
local banks.

this would also lead to higher shock 
absorbing capacity in the single euro 
member countries (European Com-
mission, 2015a). If, for example, the 
German stock market was hit by a 
dramatic fall in the demand for Ger-
man cars, investors who had a well-

would experience less income loss-
es and wealth losses than investors 
fully concentrated on the German 
stock market. Swings in consumer 
demand would be less volatile, sta-
bilizing the internal demand and the 
GDP growth rate. Having in mind 
that shocks will not be absorbed by 

Union in the near future due to politi-
-

fect is especially important.

Connection between capital 
markets union and banking 
union
Many steps have been taken since 

towards a European capital markets 
union have been announced by EU-
Commissioner Jonathan Hill. At the 
same time, another project is under-
way, the European banking union. In 
the public discussion both projects 
are often discussed as separate is-
sues. However, the capital markets 
union and banking union are inter-
dependent. The one does not work 
without the other and both projects 
are impacted by common factors. 
For example, in the case of securi-
tization of loans (a project which is 
top on the agenda of the EU com-
mission (European Commission, 
2015b)) banks structure loans in 
the form of securitization to then 
sell these structures on the capital 
market and make room in the bal-
ance sheet for new loans. Against 
this backdrop, many measures pro-
posed for a better integration of cap-
ital markets cannot and should not 
be isolated from the issue of deep-
ening the integration of the banking 
market.

Solutions
The focus is laid on some of the 
most pressing issues with respect 
to the capital market project as well 
as some new ideas which are under-
represented in the public discussion.

Reforming the insolvency laws in 
the European Union
Developing markets literature about 

identify mostly ill-designed insol-
vency laws and/or complicated and 
time consuming enforcement pro-
ceedings (Freedman, Reid, 2006). 
Given that, for example, in Italy re-
solving insolvency takes 1.8 years 
on average, while in Belgium it 
takes half the time, according to the 
World Bank doing business indica-
tor (World Bank Group, 2015), it is 
little wonder that an Italian compa-

from a non-domestic bank which is 
less familiar with the insolvency law 
than the local institutions. This, in 
addition to the higher costs which 
are to be considered in the calcula-
tion of the loan conditions, leads to 
higher interest rates for Italian com-
panies, in comparison to peer com-
panies from other European Union 
countries with a better designed 
insolvency law. This impediment to 

for example, private placements as 
well as securitizations (especially if 
the latter bundle loans from different 
jurisdictions).
The most ambitious approach to 
tackle the above described prob-
lem would be to harmonize the in-
solvency law and the proceedings 
to resolve the insolvency. Such a 
project will certainly be confronted 

-
ties given the complexity of the in-
solvency law and the heterogeneity 
of the insolvency laws in different 
countries.

14

GESolutions
GES 2015 | Values to Guide Economies

Finding Solutions. Together.

FINANCIAL REGULATION AND STABILITY
Capital Market Union—How Should it be Designed  

to Solve the European Growth Problem?



Having said that and given the fact 
that the appropriate design of the 
insolvency law are of such a great 
importance for cross border loans 
as well as cross border bond issues 
and the like, politics should aim for 
this ambitious approach, without los-
ing time.
In the meantime, second best solu-
tions are desirable, with a comple-
mentary character to a comprehen-
sive approach.
One second best solution could be 
to implement a so called 29th re-
gime, as proposed by Brühl et al. 
(2015). This would be a special Eu-
ropean regime for the restructuring 
of corporate bonds outside an in-
solvency proceeding. It would have 
to be a European legislation and 
it would have the advantage of re-
solving repayment problems much 
quicker than in a formal insolvency 
procedure.
Another complementary second 
best solution could be to require 
legislators of the EU member coun-
tries to modify their insolvency laws 
and their proceedings guarantee-
ing that a determined time cap is 
not surpassed with respect to the 
time needed to resolve an insol-
vency. Such a requirement would 
lead to a certain harmonization with-

to change the whole law structure 
(which would most probably be nec-
essary in the case of the harmoniza-
tion of the insolvency law).

Secondary market for non-per-
forming loans
Banks are playing and will play a 
key role in both, the lending and the 
capital markets. The burden of non-
performing loans in countries like 
Italy, Portugal and Spain implies that 

as lender and as arranger of capi-
tal market deals. That is given that 
a bank usually provides part of its 
balance sheet for such deals. Clean 
balance sheets are the best starting 
position to build up a fully integrated 

-

banks in this position.
In the context of the building up of 
a capital markets union it looks rea-
sonable to build up a secondary 
market for non-performing loans 
(Jassaud, Kang, 2015). This could 
be fostered by different measures, 
amongst them:

 Adapt the regulation to enable the 
securitization of non-performing 
loans. The current action plan of 
the European Commission plans 
to foster the market for securiti-
zation focusing on SME-loans. 
This paper proposes to add a 
securitization scheme for non-
performing loans, which could 
have a huge potential given that 
the sum of all of these loans in 
the euro area amount to approxi-
mately 1 trillion Euros.

 Setting up NPL asset manage-
ment companies to foster liquidity 
in the market for non-performing 
loans, partly through securitiza-
tion structures.

 Tax reform: Allow provisions and 
write offs to be fully deductible to 
incentivize the selling of bad loan 
portfolios.

A capital markets union for banks
If a regional bank in a peripheral 
country has a sound balance sheet 
and good knowledge of the local 
market the bank should be able 
to get the funding also outside the 
country to extend loans to local 

companies. The funding could come 
from other banks and/or the capital 
markets. The basic idea is that in 
this way banks from abroad must 
only look into the management ca-
pacities and the balance sheet of the 
corresponding bank instead of trying 
to evaluate various SME’s of a far 
distant market.
Prior to the crisis this concept 
seemed to work. However, the de-
sign was not sustainable. While 
banks where indeed able to get fund-
ing from abroad, they used these 

SME’s but mostly to buy other capi-
tal market instruments from other 

-
terbank market stopped being avail-

collapsed. However, the reason for 
-

gration as some market participants 
claim, but an ill-regulated integra-
tion.
To get the above described concept 
going, regulations must be adjusted. 
Partly, this has happened, partly not.
The banking union must be com-
pleted in the sense that banks are 
supervised by the same standards, 
whatever the banks home country 
is. This includes also a single resolu-

-
ress has been made in this respect, 
but we must not stop here.

-
cial crisis, which spread around the 
world due to a freeze of the interbank 
market, some new regulations have 
been introduced, of which one of the 
most important is that the maturity 

the maturity structure of the assets 
in some way. Basel III attempts to 
go this way through the requirement 
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of a certain liquidity ratio as well as 
new monitoring tools.
In addition—and this measure is not 
part of the current regulation proj-
ects—banks should be required to 

-
tio should be in the area of 50 to 60 
percent of the balance sheet instead 
of 20 to 30% as it is currently the 
case in many banks. This would limit 
the interconnectedness between 
banks and avoid the misuse of the 
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The Challenge

One of Karl Popper’s key insights about human predic-
tive capacity was that “Quite apart from the fact that we 

The future is open: objectively open.” But most macro-
-

ly the opposite. They have increasingly come to rely on 
internally consistent models that fully specify in advance 
how market participants might alter the ways in which 
they make decisions and how aggregate outcomes un-
fold over time. Models in this spirit, such as so called “ra-
tional expectations” (RE) models have not been highly 
effective in predicting macroeconomic outcomes. They 
also do poorly at accounting for the behavior of asset 
prices. 
What can explain these failures? Can one attribute the 
empirical failures to irrationality and psychological biases 

on the part of market participants or do they stem from 
economists futile efforts to make exact predictions about 
the consequences of rational, self-interested behavior? 
What if in fact market participants do not have access 
to rational decision-making in real-world markets, where 
no one can fully foresee how the economy’s structure 
will change? Is it possible to open macroeconomics and 

possible that understanding the inherent limits to what 
economists and market participants can know about 
change is the key to understanding market outcomes 
and the consequences of alternative economic policies? 
Should there be a shift away from more mechanistic 
models of human behavior to those that allow for the 
importance of individual creativity and unforeseeable 
sociopolitical change? Policy-makers and practical de-

Dealing with Radical Uncertainty

FINANCIAL REGULATION AND STABILITY



Solutions
In response to our models hav-
ing failed to account for important 

we need be more not fewer models. 
But at the same time:

 move away from the concept of a 
perfect model and use instead a 
suite of alternative models;

 understand that models are 
complements not substitutes 
to judgement in policy-making. 
There will always be need for  
talent at the “driver seat.”

Models and judgement about what 
models tell us will help us prepare 
for the known unknowns.
However,

 The past is not always a good 
predictor of the future. Immea-
surable uncertainty is an integral 
component of any policy environ-
ment.

 Preparing for the unknown un-
knowns requires moving away 
from optimal responses to good 
enough responses, as only they 
can provide resilience and ro-
bustness to a wider and uncer-
tain set of circumstances.

Three steps to robust policy-mak-
ing:
1. use models and judgment to form 

a best guess in terms of how the 
economy operates; 

2. then decide which circumstances 
policy needs to be prepared for; 

3. last, choose those policies that 
produce good enough out-
comes for the widest possible 
set of circumstances.

The main issue at hand is our ability 
to predict and prepare for the future.

 In the quest for getting the future 
right, we need to address two 
questions:
1. do we have the right tools to 

understand the past, but also 
2. is having the right understand-

ing of the past  to 
prepare us adequately for the 
future?

3. There is no doubt that knowl-
edge and understanding of 
what has happened is impor-
tant and useful. But we need 
also to acknowledge that the 
past will not always be a good 
predictor of the future. Typi-
cally, it is at these moments 
that our tools fail us, and they 
fail us quite dramatically. Pol-

icy response needs to both 
target the known unknowns 
and prepare for the unknown 
unknowns (radical uncertain-
ty if you will).

1. How good are our tools?
Do we need models?
Yes we do. Models are tools that 
help us build an argument in ways 
that are internally consistent and 
structured. Above all, models en-
force discipline to remain on one 
line of argument and importantly be 
very clear whether and how to devi-
ate from it.

past 20 to 30 years become increas-
ingly mathematical and complicat-
ed. This is good because quantitative 
tools provide a consistent approach 
to argue a case. However, this has 
also pushed us to the comfort of 
believing that just because models 
produce numbers, these numbers 
are correct! The tendency has been 
for models to become bigger and 
deeper pushing us into a certainty 
that we now know was false. By los-
ing tractability we compromised the 
most important contribution of mod-
els which is to guide in small steps.

Robust policy-making under radical uncertainty

Maria Demertzis

National Expert at DG Econom-

ics and Finance, European 
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Do we have the right models?
The questions that the organizers 
raised are suggestive of the fact that 
the models we used prior to the cri-
sis were wrong. I will not disagree 
with that but I would like to express 
a rather more subtle view. Any given 
model is a thought experiment that 
cannot replicate the complexity of 
the economic system. If you believe 
that, then no model is really wrong; 
it is just more or less appropriate for 
the question at hand. So more than 
models being wrong, it was mostly 
the way that we used them that was 
wrong. We forgot their limitations 
and the real notion of model “errors.”
But I agree those models that we did 
use and relied upon failed us in a 
number of ways. 

Where have our models gone 
wrong?
Models are linear when the world 
is typically not. New generations 
of models need, therefore, to allow 
for the possibility of non-linearities: 
for example, herding behavior that 
may lead to bubbles in the upturn, 
in markets like housing which is of 
huge macroeconomic relevance. At 
the same time, they need to allow 
for the possibility of sudden stops 
in the downturn, generated by sus-

positions.
Agents have common or different 
beliefs but they do not interact. 
This makes aggregation of agents 
trivial. New models will need to ac-
count more and more for heteroge-
neous interacting agents, in which 
aggregate behavior is more than just 
“the sum of its parts.”
The irrelevance of banks in the 
macroeconomy. If one looks at the 

-

nance evolved in the past 20 years, 
they could be excused for thinking 
that they are parts of two parallel 

other. Banks did not affect the mac-
ro environment and macro policy 
(taxes, interest rates…) did not af-
fect bank decisions. I may be exag-
gerating a little but only just a little. 
The profession is now attempting to 
change that and explicitly acknowl-
edge that banks can affect the mac-
roeconomy, and macro policy can 
affect the behavior of banks. 

 Expectations are rational and, 
therefore, we cannot be per-
sistently wrong. But this was 
more convenience than intellec-
tual necessity. The concept of 
bounded rationality is gathering 
momentum as we understand 
the systems to be complicated 
and uncertainty to prevail. But 
how does one tame the “wilder-
ness” of bounded rationality? 
When agents are different, is 
there a limit on how different they 
can be? A number of approaches 
have been used previously and 
are now coming to the fore.

 The literature on learning has 
allowed for the “postponement” 
of rational expectations. Agents 
are eventually rational (in that ex-
pectations converge to the “right” 
outcome) but they are making 
mistakes in the short-term, which 
they only correct every period as 
they slowly learn about shocks 
that occur.

 Others have abandoned the idea 
of rational expectations alto-
gether. The literature on “heu-
ristics,” i.e., the application of 
simple rules or “rules of thumb,” 
is gathering momentum as a way 
of dealing with uncertainty. Sim-

ple rules, rules that are clear and 
transparent to relevant agents, 
can be effective as they do not 
add “policy uncertainty” to the 
overall level of underlying uncer-
tainty. 

 The importance of simplicity 
notwithstanding, there is, on the 
other hand, also a tendency to 
acknowledge the complexity of 
economic phenomena. The lit-
erature on networks and experi-
mental (behavioral) economics 
has attempted to understand 
the way agents interact and are, 
therefore, interconnected. Im-
portant in all this is treating the 
economy as complex adaptive, 
nonlinear, evolutionary sys-
tems. This is an attempt to both 
acknowledge that on the one 
hand, non-linear relations govern 
economic phenomena but also 
that agents are faced with lim-
ited capacity to process, on the 
other. Simple rules, again, allow 
agents to learn in small steps the 
degree of underlying complexity, 
and thus depart from the rational 
expectations’ “straight jacket.”

of modelling?
Quite the contrary. We need more 
models not less: models that vary in 
breadth, depth, objectives and data 
congruency and are as varied as we 
can realistically afford. Small mod-
els for implementing thought experi-
ments, big models for attempting to 
proxy the concept of general equilib-
rium, data congruent models to un-
derstand history, theoretical models 
to understand mechanisms and any 
combination of the above to address 

19

GESolutions
GES 2015 | Values to Guide Economies

Finding Solutions. Together.

FINANCIAL REGULATION AND STABILITY
Dealing with Radical Uncertainty



-
ture. But there are important trade-
offs to be reckoned with: as we gain 
in forecasting power we may lose in 
story telling; if we want more vari-
ables we may lose in sophistication 
of the relationships. And if we want 
both more variables and more so-
phisticated variables we may lose in 
tractability.
Importantly, we need to move away 
from the “certainty” of one model. In 
fact using one model is even more 
dangerous than using none, as one 
can get easily trapped in the false 
sense of security that “uniqueness” 
provides. 
Equally important is to keep mod-
els tractable. This is the only way, in 
my view, in which models are use-
ful. As soon as they become black 
boxes they lose their ability to tell an 
internally consistency story. I remind 
you: not a perfect story; not neces-
sarily a story that corresponds to the 
truth that we observe. But a story 
that can help inform and understand 
mechanisms at work.
Last, let us not forget that models 
are crucial tools to establish best 
practice and to help keep policy-
makers accountable for their deci-
sions. Losing them would risk mak-
ing the policy decisions subject to 
political expediency. That said, mod-
els cannot and should not pass val-
ue judgments. Policy-makers need 
to do that and that is why models 
only complement, never substitute 
judgement. Therefore, there will al-
ways be a need for having talent at 
the “driver seat.”

2. Immeasurableuncertainty
But in forming policy, that is only part 
of the story. This is the easy part that 

can help us prepare for the things 
we can measure and assess. 

How do we prepare for things 
that we cannot measure, the un-
anticipated change?
Models cannot capture unantici-

It is the analysis around the models, 
typically what we call risk analysis 
that attempts to shed light into unan-
ticipated change. And this analysis 
is a direct response to the fact that 
our models are imperfect. 
Next to that, it is also true that the 
past is not always a good predictor 
of the future and that irrespective of 
how perfectly our models describe 
the past, they will not necessar-
ily predict the future as accurately. 
But this implies that the probabilities 
based on which we typically rely to 
derive policies can be uninformative. 
And it is precisely at these moments, 
that our models fail us and fail us 
spectacularly. But if we cannot ex 
ante tell when these probabilities 
are informative and when they are 
not, can we base policy-making on 
underlying probability distributions 
at all?
My view here that we need to de-
emphasize the relevance of prob-
abilities, how likely events are, and 
put more emphasis on preparing 
for a number of events, the impact 
of which we know to be big. Dutch 
engineers do not build dikes based 
on likely rainfall; they distinctively 
build dikes for very unlikely rainfall, 
but one that could have catastroph-

measure these probabilities in any 
other way than just frequencies, 
(i.e., historical occurrences), policy 
effort that aims to identify the impact 

of certain events instead, is put to 
better use.
To this end, there are two steps to 
policy decisions under radical uncer-
tainty:

 Identify the circumstances for 
which policies should be pre-
pared for and by implication, 
what types of circumstances poli-
cies will not be prepared for!

 Then understand that policies 
that will prepare us for these 
chosen events, are subject to a 
very important underlying trade-
off; that between performance 
and robustness. Imagine you 
would want to build a car. If the 
fastest car is the only thing that 
you are interested in building, 
then this car will only fair well 
in a set of very restricted con-
ditions: namely good weather, 
good roads, no turns, etc. If you 
are interested in slightly more ro-
bust cars, that can do well in a 
wider set of circumstances, then 
you need to compromise in per-
formance. Q: Then, of the differ-
ent types of cars we could build 
which one should we choose? A: 
That car that will deliver the best 
performance for the widest set of 
relevant (weather, road…) condi-
tions (given budget constraints). 
That performance will be good 
enough but it will not the fastest 
car you could build.

-
chitecture. We want banks to inter-
mediate, take risks, invest, and con-
tribute to growth. When economic 
circumstances are favorable, banks 

to perform their tasks. Moreover, it is 
possible to design regulation that will 
allow banks to perform their tasks 

20

GESolutions
GES 2015 | Values to Guide Economies

Finding Solutions. Together.

FINANCIAL REGULATION AND STABILITY
Dealing with Radical Uncertainty



optimally. But we also want banks 
to be able to operate in unfavor-
able circumstances that are hard to 
predict. This is why we put in place 
regulation that aims to increase 
bank resilience. When preparing for 
uncertainty our architectural choices 

-
mance and robustness. If regulation 
(in the form of high capital ratios, 
low leverage ratios, etc.) aims for 
banks to withstand very unfavor-
able circumstances, banks will also 

and perform their tasks in favorable 
circumstances. And the greater the 
range of circumstances that we want 
banks to be able to withstand, the 
less banks will be able to intermedi-
ate in normal time. 

On the monetary side, I see the dis-

target also in the context of manag-
ing uncertainty. It is true that if price 
stability is our objective, a higher in-

(typically around 2% in this part of 
the world) will not deliver that. It will 
not cause rampant price increases 
but it will move us away from price 
stability. But what it will deliver at the 
same time is a better buffer from the 

-

avoid the zero lower bound better. 
This in itself has value and ought to 
be considered. So such policy would 
deliver less good performance in 
good times but would do also satis-
factorily (not optimally) in bad times.

Three steps to robust policy-
making under radical uncer-
tainty
Going forward, and with the aim of 
using consistent frameworks while 
managing uncertainty, policy needs 
to proceed in three steps:
1. use models and judgment to form 

a best guess in terms of how the 
economy operates; 

2. then decide which circumstances 
policy needs to be prepared for; 

3. last, choose those policies that 
produce good enough out-
comes for the widest possible 
set of circumstances.

The solution proposal for the issue 
put forth on “Radical Uncertainty in 
Financial Markets” involves discard-
ing models based on the Rational 
Expectations Hypothesis (REH) and 
other approaches that characterize 
the future with an overarching prob-
ability distribution. What do we re-
place them with? Can we still write 
down models that generate testable 
implications? In terms of analytical 
models, Imperfect Knowledge Eco-
nomics (IKE) offers a way forward.
The key is to connect Knightian Un-
certainty to structural change in pro-

-

ket outcomes, such as asset price 

or unforeseeable structural change, 
stems from events driving change 
in asset price-relationships which 
are too novel to be captured ex ante 
with an overarching probabilistic 
rule (Frydman et al., 2015). How-
ever, to derive testable implications 
researchers must say something 
about how change within a model 
occurs over time. Models based on 
IKE constrain this change enough 
to generate contingent predictions 
about the future. IKE argues that 
there may be sub-periods of time 

where structural change is moder-
ate enough to be constrained quali-
tatively.
This approach recognizes a role for 

markets by allowing for myriad prob-
ability distributions underpinning 
asset price-relationships at every 
point in time. Once we replace mod-
els based on probabilistic rules with 
partly open ones based on IKE we 
can resolve many of the longstand-

-
damentals matter during different 
time periods.

Radical Uncertainty in Financial Markets
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Partly open models of change un-
der IKE also provide implications for 

-
kets. The conventional adherence 
to probabilistic rules representing 

-
nance models has led to a dualism 
regarding asset market regulation: 
traditional REH accounts imply un-
fettered markets with limited inter-
vention, while bubble accounts of 

expeditious state intervention. IKE 
proposes an intermediate view.
Financial markets serve an indis-
pensable role aggregating the diver-
sity of views across individuals. Be-

cause knowledge about the future is 
inherently imperfect and grows over 

-
tors) too are imperfect assessors 
of future investment prospects and 
risk. Therefore, IKE suggests that 
asset price swings be allowed to un-
fold naturally within a range beyond 

to be excessive. Several actionable 
policies, in addition to guidance 
ranges, have been proposed under 
this framework, including bull versus 
bear capital requirements and regu-
latory or Central Bank scenario anal-
ysis (Frydman and Goldberg, 2011).
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The background
Economics is essentially a theory 

-
cally how agents choose between 
alternatives. Its core theory is that 
of rational choice. Agents gather 
information—which might not be 
complete—on the attributes of alter-
natives and compare them to their 
preferences. A key dimension of 
“attributes” is price. This model un-
derpins a great deal of policy in the 
West, e.g., pricing the unemployed 

The model is not wrong. But the ar-
eas of social and economic activity 
to which it is relevant are shrinking 
rapidly. When the theory was formal-

ized in the late 19th century, it was 
a reasonable description of much of 
the world—agents could gather in-
formation on alternatives.
Cyber society alters this dramati-
cally. Simon (1955) was already 
concerned that humans lacked the 
processing capacity to behave “ra-
tionally.”
Dirk Helbing estimates that the 
volume of data which humans pro-
duced in our entire history up to the 
mid-2000s is now produced every 
single day. Beinhocker estimates 
that a typical consumer in New York 
City faces in principle 10 billion alter-
natives each day.

Uncertainty is simply a special 
case of this more general problem. 
We lack the processing capacity to 
make “rational” choices in many ar-
eas of activity in the 21st century.

The implications
Cyber society—technology—is forc-
ing agents to use a different type 
of rule in making choices. The at-
tributes of alternatives are becom-
ing much less relevant. Essentially, 
agents use some form of copying 
heuristic. This was suggested by 
Keynes (1937), Alchian (1950), Si-
mon (op.cit.), for example. “Copy-
ing” models have a strong tendency 

Technology is forcing agents to abandon  

rational choice behavior

Paul Ormerod

Visiting Professor, Centre for the 

Study of Decision-Making Uncer-

tainty, University College London
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to be self-reinforcing. A classic illus-
tration of this is the work of Brian Ar-
thur on path dependency and lock-
in (for example, Arthur (1989)). They 
tend to lead to monopolistic/oligopo-
listic outcomes—e.g., many markets 
shares on the web.

The solution
Copying models based on evolu-
tionary principles are highly con-
gruent with empirical evidence of 
outcomes. These models are based 
essentially on copying, but allow for 
a (small) probability of “innovation,” 
of choosing something no-one has 
chosen before. The larger is the in-
novation weight, the less likely con-
centrated outcomes become, and 
the greater is effective competition. 
So the solution requires the rate of 
innovation to be raised.
The problem of declining innova-
tion is such that only the public sec-
tor can kick start the process which 
leads to a solution. Moving averages 
of 20 year growth rates of real GDP 

in the main EU economies has been 
falling continuously since 1970.
But this requires a completely differ-
ent attitude on the part of both the 
European Commission and national 
governments within the EU. Rather 
than subsidize declining industries, 
as the Italians are currently doing 
with the major steel plant in South-
ern Italy, or support research which 
offers only marginal increases in the 
stock of knowledge, the state itself 
needs to operate much more like 
American venture capitalists. Po-
tentially disruptive technologies and 
applications need to be supported, 
with a full understanding of the fact 
that most of them will fail (Ormerod 
2005).

Values
“Creative destruction” is undoubt-
edly disruptive and imposes costs 
on those who bear its immediate im-
pact. But as Mokyr et al. (2015) state 
“Nineteenth-century political econo-
mists lacked an ability to predict 

new job categories like the personal 
fashion consultants, cyber security 
experts, and online-reputation man-
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1. Popper’s remarks in the session 
-

tions.
 There are inherent cognitive 

limitations to human knowl-
edge.

 The future is made by humans 
working together. It cannot be 

-
cause action is the outcome 
of voluntaristic or subjective 

just can’t know when and how 
existing trends and patterns 
will change or how people will 

respond. The world is com-
plex.

2. Humans have embodied brains 
that have been designed to deal 
with uncertainty and complexity, 
based on using experience to al-
low rapid and automatic recogni-
tion of situations and their future 

We deal with uncertainty by abolishing it. But in what  

state of mind and with what consequences?

David Tuckett

Professor and Director, Centre 

for the Study of Decision-Making, 

University College London
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implications for us, based on an-
ticipations of threats to survival 
or opportunities for pleasure. Es-
sentially we manage uncertainty 

-
tions to an existing explanatory 
system and removing surprise. 
The theories we build about the 
world are part of that process—
they are subjectively developed 
narratives that “feel true” (convic-
tion narratives).

 Popper pointed out that most 
theories are false.  For him 
the issue became verisimili-
tude—which theories seem 
truer than others.

 Bruner pointed out we have 
two modes of knowledge in 
the situation—paradigmatic 
and narrative. They are do-

3. Model selection at every mo-
ment is Conviction Narrative 
Selection—i.e., a selection af-
ter  construction of a narrative 
that subjectively makes sense 
of the data, supposes the future 
and allows a preferred action to 
emerge. Selection depends on 
an embodied  process of cog-
nitive and emotional appraisal 
within social interaction.

4. 
so ambivalence (simultaneous 
feelings for and against) are 
omnipresent contexts for action, 
moreover feedback is noisy and 
revision is based on experience 

5. We can deal with uncertainty in 
a Divided State (DS) or in an In-
tegrated State (IS)—which is ul-
timately a way of saying that we 
do it according to how far we can 
manage the anxiety that derives 
from imagining if our actions will 

go wrong and yet keep thinking 
and acting.

 Main danger is omniscience 
and arrogance (anti-curiosity, 
-K).

 Economic theory is danger-
ous. Removes the problem of 
uncertainty in a DS by treating 
conviction narratives as facts. 
(Asset prices, debts, liquidity 
are based on shared narra-
tives)

Solutions:
1. Take on board the limitations of 

the way we think about rationality 
and emotion.

 Understand most people are 
means-end rational. But what 
is rational for me may not 
be for others. (Simon—also 
Snower on “them”). Mental-
ization and Empathy versus 
arrogance (-K).

 Understand the brain is em-
bodied. The outside world is 
constructed via the responses 
of the “internal body” (intero-
ception), i.e., via rapid plea-
sure/unpleasure responses in 
the upper brain stem, based 
hard wiring and learned pat-
terns. Thought and emotion 
are inherently interlinked. 
Cognitive solutions are emo-
tional solutions.

2. Recognize the severe limits of 
optimization when the initial con-
ditions for optimization rest on an 
implied narrative of the future. 
(Stuff happens).

3. Recognize the ubiquity of Con-

-
text of uncertainty and learn to 
recognize and distrust narratives 
supported by idealization, omni-

science states, DS and Group-
feel.

4. Use and further develop tech-
niques developed at UCL to 
measure these states in orga-
nizations, economies, etc. (See 
references.)

Further Reading:

1. Uncertainty, Decision Science, and Policy Mak-

ing: A Manifesto for a Research Agenda. David 

Tuckett , Antoine Mandel , Diana Mangalagiu , 

Allen Abramson, Jochen Hinkel , Konstantinos 

Katsikopoulos , Alan Kirman , Thierry Malleret , 

Igor Mozetic , Paul Ormerod , Robert Elliot Smith , 

Tommaso Venturini, and Angela Wilkinson.  Critical 

Review. Vol. 27, Iss. 2, 2015. http://www.tandfon-

line.com/action/showCitFormats?doi=10.1080%

2F08913811.2015.1037078

exploiting big data for systemic risk assessment. 

Presented at ECB Workshop on Big Data for 

Forecasting and statistics (Frankfurt) and the Of-

conference in Washington DC. (With Nyman, R; 

Gregory, D; Kapdia,S., Ormerod, P and Smith, R.) 

In press for the Bank of England Working papers 

Nyman_et_al_paper.pdf

3. Tuckett, D.A and Nikolic, M., (2015) The Role 

of Conviction in Decision-Making  Under Deep 

Uncertainty. https://www.researchgate.net/publica-

tion/276376031_The_Role_of_Conviction_in_De-

cision-Making_Under_Deep_Uncertainty (under 

review)

4. Tuckett, D (2011) Minding the Markets: An Emo-

tional Finance View of Financial Instability. London 

and New York: Palgrave Macmillan. (Translated as 

Die verborgenen psychologischen Dimensionen 

der Finanzmärkte: Eine Einführung in die Theorie 

der emotionalen Finanzwirtschaft. Frankfurt: 

Psychosozial-Verlag.)
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-
tries have seen a wave of new regulatory initiatives 

However, the implementation of reforms is still in prog-

The implementation of Basel III, for instance, leads to 
a gradual increase in capital requirements for banks, 
though many economists still consider these require-

ments as too low. Another envisioned goal, the partial 
separation of “traditional” and “hedge” banking, has not 
yet been achieved. We are also far away from a global 
harmonization of standards, best practices, and super-
vision. Moreover, there might even be the temptation 
to misjudge the partial implementation of regulatory re-

-

Financial Regulatory Frame-
works: Current Reforms and  
Future Challenges

FINANCIAL REGULATION AND STABILITY



The Global Financial System is 
currently governed by an evolving 
system of technocratic rules and 
institutions that are founded on four 
illusions. Not even Harry Houdini 
could sustain his magic spell over 

has, with its aura of complexity 
and power.  To look merely at the 
rules on the table in the regulatory 
process of the BIS, Central Banks 
and FSB and ranking or deciding 
amongst them, or examining their 
evolution over time with an eye to-
ward progress entirely misses the 
point. We need to fundamentally re-
think our framework in light of one 
simple fact. We cannot see the fu-
ture. Radical Uncertainty and the fal-
libility of expectations which are not 
anchored in a known future lead to a 
system of behavior that is markedly 
different than that used in orthodox 

and regulatory conversations. The 

about legitimacy of this entire en-
deavor. To pretend that this system 
is under control serves the vested 

of society. I perceive three core illu-
-

day, and a fourth that pervades the 
whole context. The fourth is that the 

is independent of politics. Techno-
crats rarely act technically. They are 
not free to choose. Their very ap-
pointment in the modern capitalist 
economy depends upon their com-
patibility with private interests who 
they govern.

-
nance have a real stake in convinc-
ing society that this sector is under 
control. And, ironically,  society may 
have a stake in acting “as if” it is true 

rocket science, is in fact control-
lable. The alternative is too frighten-
ing to consider. Belief in a paternal-
istic system of management (private 
sector) and governance calms the 

nerves, at least until it is revealed 
to be unwarranted. Thereafter, for 
a while, the impetus to reform is 
quite intense. But after a time, as 
has been the case in recent years, 
the pressures to reform subside, 

to thwart meaningful reforms of the 
sector.

-

presumption that regulations intro-

accompanied by the assertion that 
-

man to understand. The pervasive-
ness of misaligned incentives, (the 
Heads I win and tails someone else 
(the taxpayer) loses) makes mock-
ery of these bold assertions. Said 

understand what it does for society 
to justify our bearing of this burden 
of a safety net for them. The scope 

Overcoming four illusions to foster healthy design  

of a nancial system

Robert A. Johnson

President, The Institute for  

New Economic Thinking

The Solution
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How promising are current reforms and reform propos-
als, and which are the most pressing issues that still 
must be addressed? What should a simple, coherent, 
and transparent regulatory framework look like? What 

-

ty? How can reform projects be protected against vested 
interests, and what role can NGOs play in this regard? 
How can we promote coordination among governments 
and international organizations, in order to harmonize 
regulations at a global level?

FINANCIAL REGULATION AND STABILITY
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and scale of the social contract be-

of balance, as Andy Haldane of the 
Bank of England has documented 

this entire system of support and 

-
related to the growth of the produc-
tivity and prosperity of society. That 

down with them” is ground for pre-
ventative medicine restricting their 
excesses to make sure they don’t 

is not a legitimate basis for massive 
guarantees and subsidies. The latter 
is akin to society being held hostage.
Surely misaligned incentives, a re-
search agenda that many have pur-
sued, led by Joseph Stiglitz, George 
Akerlof, and most powerfully in the 

role in the excesses we have experi-
enced. Misaligned incentives are not 
a coincidence. The structure of the 
rules and their enforcement is a very 
contentious arena, which violently 
challenges the illusion of the sepa-

-
tics. Vested interests swarm all over 
this realm and, as Mancur Olson 
described in his book entitled, “The 
Logic of Collective Action”, concen-

overwhelm the common good. Per-
haps this is why society has a stake 

-
cial control. It is a tragic outgrowth of 

sector from dominating the design 
of its own interface with society. Mi-
chael Hudson’s analogy from biol-
ogy of the parasite killing the host is 
only a mild exaggeration.

The second core illusion is the as-
sumption of control of money and 
credit by the authorities, particularly 
Central Banks. . Monetary control is 
presumed despite the deeper ques-
tions raised by thinkers from Knut 
Wicksell, to Adair Turner about the 
endogenous creation of credit that 
challenges that presupposition.  
These authors ask  “do authorities 
control what they assert they con-

game with society? If so, to what 
end?” It may, in the illusory sense, 
be of some value to calming of so-
cial nerves to pretend the Central 
Bank is in control of something it 
cannot control.
The third illusion is the technocratic 
assumption of structural stability and 

future. Particularly suspect is the 
elaborate ritual of statistical mea-

of the future.  Is this aura of high 
level research and subsequent con-

sophisticated technical inquiry? It 
fosters the belief in the ability of both 

-
lators, most notably Central Banks, 
to see into the future and guide the 
system toward stability.  To my mind 
this is the most dangerous anesthet-
ic that can be applied to our social 

in society. Can society really rest as-
sured that all of these people within 
the sector and their governors are 
measuring anything that gives us in-
sight into the future? Recent work by 
Roman Frydman, Michael Goldberg 
and their colleagues at the Universi-
ty of Copenhagen who examine the 
structure of the data casts real doubt 
upon the integrity of these meth-
ods. Hiding behind technique is not 

the same as providing insight and 
service to humanity. When these 
technical exercises are hard for the 
layman to interpret there, there is a 
huge market for snake oil salesmen 
right behind the door.
As Freidrich August von Hayek said 
in his Nobel Prize lecture in 1974 en-
titled “The Pretence of Knowledge”,
“It seems to me that this failure of 
the economists to guide policy more 
successfully is closely connected 
with their propensity to imitate as 
closely as possible the procedures 
of the brilliantly successful physical 
sciences - an attempt which in our 

an approach which has come to be 
described as the “scientistic” attitude 

some thirty years ago, “is decidedly 

word, since it involves a mechanical 
and uncritical application of habits of 

in which they have been formed.”1 
I want today to begin by explaining 
how some of the gravest errors of 
recent economic policy are a direct 
consequence of this scientistic er-
ror.”
I believe that some of the breast 
beating around these technocratic 
efforts to determine what the future 
looks like are akin to what writers like 
Herman Melville and Mark Twain, 
and more recently, Maria Konnikova 

To break from the mindset of this 
false precision and pretense of con-
trol would send us all back to the 

system that was a lot less free, a 
lot less capable of predation, and 
a lot less capable of endogenously 
creating manmade risk and the en-
suing calamities.  It is ironic that at 
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the times of greatest uncertainty and 
anxiety that the social yearning for 
stability in control is greatest. It is 
also dangerous to succumb to such 
demagoguery. As Voltaire once said,
“Uncertainty is an uncomfortable 
position. But certainty is an absurd 
one.”

Solution Proposals
1. 

in politics from the rule making 
for democratic governance of 

-
nance.

2. 

are clairvoyant.  They are looking 
into the fog just like us.

3. 
with the recognition that the cred-
it allocation system is a Pubic 
good, not merely a private play-
ground for enrichment of the few. 

4. 
statistical methods that presume 
we can see and forecast the fu-
ture. Even the Bank of England 
has shown that we are sailing in 
the fog (Fan Diagrams)

5. Recognize what Joseph Schum-
peter once said when asked 
what economics was about. He 
replied, “Three things: Politics, 
Politics and Politics.
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The Challenge

With the onset of the Financial Crisis 2008 many cen-
tral banks worldwide considerably eased their monetary 
policies. Some central banks, like the Federal Reserve, 
the European Central Bank, and the Bank of England, 
quickly reached the zero lower bound on nominal inter-
est rates; these central banks then started conducting 
extraordinary measures like quantitative easing and 
forward guidance. There is some consensus that this 

the crisis was largely appropriate, preventing a second 

Great Depression. However, since then, discussion has 
turned toward how long monetary policy should remain 
in an expansionary stance, because of doubts about 
the effectiveness of expansionary monetary policy in 
the aftermath of banking crises. Moreover, expansion-
ary monetary policy over a long period of time might be 

instability, asset price bubbles, slower structural adjust-

Monetary Policy—Lessons  
Learned from the Crisis and  
the Post-Crisis Period

FINANCIAL REGULATION AND STABILITY



Almost all Western nations are im-
plementing or have plans to imple-
ment policies aimed at reducing or at 
the very least stopping the increase 
of their national debts. The main 
argument for those policies is the 
fact that the national debt in many 
Western nations in dangerously 
near or even above the threshold 
of 90 percent of GDP. Unpopular-
ity of large enough cuts in govern-
ment spending and tax increases, 
in combination with low economic 
growth for a considerable period of 
time, has started to lead politicians 
in many Western nations to turn to 
“solutions” that we long ago decided 
were not very good policies. Many of 
those can be put together under the 

governments implement policies 
that aim to channel funds towards 
the government where those funds 

-
ernment policies were absent. For 

example, many governments have 
enacted laws and regulations that 

to invest more money in debt of the 
government of their domicile. Take, 
for example, the so-called Basel 

-
cial buffers at banks. Among other 
things, Basel III regulation stipulates 
that banks do not have to set cash 
aside against their investments in 
government bonds with ratings of 
AA– or higher. If they invest in gov-
ernment bond of their domicile coun-
tries, there is no need for buffers, 
even if the rating is lower.

is conducted by Western central 
banks by making sure the real inter-
est rates are negative. In the euro 
area, the ECB’s policy rate stands 
now at 0,05 percent, while the aver-

percent and only recently dropping 
but still positive. It is not only the 

short-term real rates that are nega-
tive. Because the Fed, the ECB and 
the BoE, among other central banks, 
have ventured or are to venture into 
capital markets as well, via quan-
titative easing or the ECB version 
thereof, the expanded asset pur-
chase programs, even the long-term 
real interest rates are negative.
All of this falls into the category “soft 

in this case are only nudged, not 
made to invest in government debt. 

-
nancial repression. Some govern-

-
nancial institutions in their countries 
to increase their holdings of govern-
ment debt or in any case not to lower 
their holdings.
For a long time, direct or indirect 

ranked among the most serious and 
damaging offences a central bank 
can do. Quantitative easing and 
ECB’s expanded asset purchase 

The age of nancial repression

Professor of Financial Econom-

ics, Tilburg University

The Solutions
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How effective is monetary policy during and after cri-
ses? How important are the potential risks which may 
result from extended periods of expansionary monetary 

-
lems that are beyond the scope of monetary policy? Or, 
do they represent cyclical downturns that can indeed be 
eased by monetary policy? If monetary policy can have 

risks more seriously? Should they, for instance, interpret 
their mandates less strictly by focusing greater attention 
on medium-run developments (i.e., beyond two years)? 
Should they allow for moderate deviations from their ex-

FINANCIAL REGULATION AND STABILITY
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programs are just fancy new names 
-

nancing. Long time ago, monetary 
scholars have determined, based on 

-

more harm than good in the medium 
and long term. There is absolutely 
no reason to expect that this time 
will be different. The fact that central 
banks in the West engage in mon-

real degree of their independence 

from their governments. Those poli-
cies in combination with Basel III 
regulations and the fact that all of 
them are of long-term nature, mean 

to get even worse and in any case 

for at least a decade.
-

cial repression is changing the Basel 
III regulations in such a way that the 
preferred treatment of government 
bonds will be diminished. The banks 

will then not be forced to invest in 
government debt and could play 

and other companies. Furthermore, 
central banks like the Fed, the ECB 
and BoE should be very careful with 

-

take away the incentives for govern-
ments to implement the necessary 
structural reforms in the labor and 
product markets..

In the past few years we have wit-
-
-

prisingly low despite ultra-loose 
monetary policy in many countries. 
Key central banks are struggling to 

even as their economies recover. 

reacting very sensitively to changes 

area, with the view prevailing that 
-

commodity prices actually serve as 
important economic stimuli tends to 
be ignored. Hence, every decrease 

of additional monetary easing on the 
part of the ECB.

From an ECB perspective tempo-
rary deviations from its price norm 
are acceptable as long as medium-
term developments stay in line with 
it. But for more than two years now 

-
tion of price stability and is forecast 

as well. This is why the ECB empha-
sizes again and again that its policy 
of monetary accommodation aims 

-
ket players and forecasters, how-
ever, adaptive elements are likely 
to play a role in shaping expecta-

in particular correlate with current 

At an opportune moment—once the 

risks has abated—the ECB should 
correct its price norm to gain more 

return to a target range which could 
be 1–2% (instead of 0–2% until May 
2003). Temporary deviations from 
this range should be tolerated in 

-
ity should be used to practice more 
“leaning against the wind.” The main 
arguments for this are (in addition to 
the adverse side effects of expan-
sionary monetary policy over a long 
period of time mentioned above): 

“too loose for too long” policy can 

exit is delayed, it will probably be 
less smooth than at an earlier point 

More e ible in ation targeting and greater emphasis  

on nancial stability

Michael Heise

Chief Economist, Allianz SE
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markets adjust to the low level of 
interest rates. The bigger the risks 
on the books are, the greater the 

setback potential. A boom-bust sce-
nario should be avoided. Monetary 

-
cial stability instead of focusing too 

-

against the wind is not easy, but it is 
worth trying.
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The Challenge

Great Recession, many countries are facing substantial 
-

va Report on the World Economy, the global debt-GDP 

low, raising concerns about the dangers posed by new 
crises. This situation spurs the need to consolidate public 

achieve this, policy-makers can generally choose from a 

session is to discuss how consolidation plans should be 
designed to bring debt-GDP ratios down, while minimiz-
ing short-run social and economic costs.
How can the short-run economic and social costs of con-

should national governments use in order to consoli-

to make consolidation plans more credible?

The Design of  
Fiscal Consolidation Plans

FINANCIAL REGULATION AND STABILITY



Fiscal consolidation, understood as 
a set of measures that are designed 
to either boost government revenue 
or to reduce public expenditure, or 

decisions both from a technical as 
well as from a political perspective. 
In almost all countries, the design of 

-
ment programs and the choice and 
reform of the tax system require sig-

and entail complex negotiations be-
tween the executive branch of gov-
ernment and congress. In federal 
democracies, these decisions often 
also involve negotiations between 
the federal and subnational (provin-
cial) governments.   
Therefore, given such complexity, 

solutions that apply uniformly to all 

consolidation in a number of coun-
tries are almost a permanent chal-
lenge, policy recommendations may 
vary depending on the nature of the 
circumstances that originate to the 

The challenge of this session refers 

plans in response to the high and 
growing debt-to-GDP ratios that 
several countries have reached in 

-

consolidation needs to be thought in 
conjunction with debt sustainability. 
In turn, debt sustainability is highly 
dependent on international capital 
market conditions affecting a par-
ticular economy.
The conventional “tax smoothing” 
framework implicitly assumes that 

intertemporal budget constraint and, 
hence, it assumes that the govern-

-
nancing at all times within that sol-
vency constraint (full credibility). The 
conventional framework provides 
little guidance as to debt sustainabil-
ity as long as, for instance, any path 
that stabilizes the debt-to-GDP ratio 

sense that is compatible with inter-
temporal solvency.
When imperfect credibility in intro-
duced into the picture in response 
to the capital market being unwill-

-
ably high debt levels, conclusions 
change quite dramatically. In a world 
of imperfect credibility liquidity con-
straints tend to appear and govern-
ments face limits on the size of their 
borrowing requirements that can be 

economies learned in the 1990s, and 
some advanced European econo-
mies learned in this decade, capital-
market access cannot be taken for 

granted. In such a context, a truly 

be designed taking into account not 
just intertemporal solvency but also 
liquidity considerations such as the 
size of the yearly borrowing require-
ment and the maturity structure of 
the public debt. Limits on the size of 
the borrowing requirement can be 
shown to translate into limits on the 
debt-to-GDP ratio that is sustainable 
(Guidotti, 2007). These limits can 
be quite low, often within a 25–40% 
range (Reinhart, Rogoff, and Savas-
tano, 2003; Mendoza and Oviedo, 
2004).
Moreover, when a government or 

of the capital market, it may face a 
dramatic reduction in the debt ratio 
that is regarded as sustainable. In 

is enough and debt restructuring or 

combined) become necessary.
Some governments that maintain 

debt ratios even though these may 
not be ultimately sustainable (e.g., 
Japan). These cases may fall into 
an “unsustainability trap” where the 
high debt-to-GDP ratios become a 
Damocles sword hanging over the 
economy, resulting in a protracted 
stagnation.

On the design of scal consolidation plans

Pablo Guidotti

Professor, School of Government 

and Member of the Board of Direc-

tors, Universidad Torcuato di Tella

The Solutions
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Proposed Solutions
Based on the above discussion, I 
put forward the following (partial) 

public debt sustainability:
1. The G20 and/or the IMF should 

develop a debt sustainability 
framework that explicitly intro-
duces debt limits into the picture. 
Debt limits should be related to 
capital market conditions, credit 
ratings, and liquidity consider-
ations such as the maturity struc-
ture of the public debt.  Debt lim-
its should differ across groups 
of countries depending on the 
perceived credibility they com-
mand in the international capi-
tal market. For instance, among 
advanced economies, debt limits 
should be tighter for countries 
such as Italy, Portugal and Spain, 
than for Germany, the US or 
France, under current conditions.   

2. Given the framework developed 

should develop institutions to 
deal with the transition of a coun-
try/government from the full cred-

ibility to the imperfect credibil-
ity equilibrium (Portugal, Spain, 
Italy) in which the reduction in 
the sustainable debt ratio may 
be potentially sudden and large. 
The ESM is an example of such 
institutional response.

3. When dealing with economies 
that exceed their sustainable 

-
cal consolidation plans should 
include the use of temporary 
extraordinary taxes on wealth.  
Temporary taxes of this sort (of no 
more than 5 years duration), may 
avoid or reduce the probability 
of a debt-restructuring scenario, 
and are progressive. It goes with-
out saying that, whenever pos-
sible, complementary measures 

-
ernment expenditure programs 
should be adopted. The adoption 
of temporary taxes that frontload 

result found in Calvo and Guidotti 
(1998). They show that, in the 
presence of time inconsistency 
or lack of credibility that results 

-
mium, the optimal plan displays 
“debt aversion” and, contrary to 
the conventional tax smoothing 
model, tax revenue is anticipated 
and optimality requires to reduce 
the debt-to-GDP ratio to zero in 
the long run.
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Reconcile scal consolidation with economic growth  

and social inclusion

Christian Kastrop

Director of the Policy Studies 

Branch, Economics Department, 

OECD

The proposed solution reconciles 

growth and social inclusion by set-
ting detailed priorities about where 
to reduce spending and increase 

taxes. The OECD has assessed 
economic and social effects of scal-
ing back spending and raising taxes 
across all areas of expenditure and 
revenue. This assessment provides 

a way of ranking revenue and ex-
penditure instruments according to 
their expected short- to medium-
term impact on growth and equity. 
Figure 11 of the report by Cournède, 
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Goujard, and Pina (2014) shows this 
ranking when giving equal weight to 
economic growth and income equal-
ity (see http://www.oecd.org/econo-

with-growth-and-equity.pdf, p. 26).
This solution gives priority to revenue 
increases from inheritance taxes (in-
cluded in other property taxes) and 
reductions in subsidies and pension 
spending. Adjustments along these 
dimensions imply limited adverse ef-
fects on growth or income distribu-
tion. By contrast, spending cuts in 
education, health or child care, as 
well as hikes in social security con-
tributions, generally harm growth or 
exacerbate income inequality.
The solution for growth- and equity-

effective when it adapts to country 
circumstances, evolves over time, 
and is built into a credible macro 
framework:

 Adapt to country circumstances: 
The weighting of objectives can 

country preferences. The OECD 
website includes a practical 

tool (see http://www.oecd.org/
eco/public-finance/Simulation-
ranking-web.xlsx) to do so. Fur-
thermore, countries can rely to 
different degrees on different 
instruments, depending on their 
leeway. For instance, even if a 
given tax (e.g., inheritance tax) 
is attractive from the points of 
view of growth and equity, there 
is limited scope to increase it in 
countries where it is already very 
high. The OECD has published 
quantitative examples illustrating 
how governments can implement 
this approach.

 Evolve over time: Reductions 
in public expenditure can hurt 
activity in the short term but be-
come more attractive when tak-
ing a long-term perspective. 

-
solidation strategies should shift 
away from tax increases, which 
are relatively easy to implement 
quickly, towards greater reliance 
on expenditure reduction, which 
requires more time.

 
framework. Prudent debt targets 
should be set and serve as refer-

rules should have two objectives: 
-

low stabilization. The OECD so-
lution recommends combining a 
budget balance rule and an ex-
penditure rule. A budget balance 
target encourages hitting the 
debt target. And, well-designed 
expenditure rules appear deci-
sive to ensure the effectiveness 
of a budget balance rule and can 
foster long-term growth. The de-

be tailored to country characteris-
tics such as their debt level, their 
exposure to shocks and their 
monetary regime. In addition, a 

-

especially if it is independent and 
allowed to participate actively to 
the public debate.

The answer to high debt is growth

Vicky Price

Chief Economic Advisor, Centre 

for Economics and Business 

Research

Surely for Europe the problem is how 
to stimulate growth to bring down 
debt-GDP ratios. Fiscal austerity is 
unlikely to achieve that. Even the 
much-vaunted UK recovery is barely 
progress when measured by GDP 
per head. In fact it can be argued, 

Budget Responsibility in effect did, 
that UK Conservative Chancellor of 
the Exchequer’s austerity in 2010 

consolidation which was occurring 
in the UK as a result of the stimulus 
which had been the previous Labor 
government’s response to the crisis. 

The UK saw the slowest recovery in 
a cycle since records began in 1838, 

of 5%, among the highest in Europe. 
Europe should not be tightening 
spending at this point, given such 
persistently high youth and general 
unemployment rates in a number of 
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countries, and especially with China 
slowing.
Public infrastructure investment, low 
interest rates, and redistribution to 
encourage less debt-dependent de-
mand is needed to get Europe going 
and to alleviate hardship.

Background: The fear of debt 
that begat more debt
Even seven years on from the cri-
sis, Europe is failing to recover in 

-
ing to tackle its big unemployment 
problem. A four-fold response to the 
2008 recession was required:
1. emergency measures to steady 

2. short-term demand-side mea-
sures to pump-prime economies 
out of recession,

3. medium-term policies to mend 
the revealed weaknesses in the 
banking sector,

4. and long-term structural reforms 
for growth. 

In reality policy was only effective on 
-

herent on the second point, even for 
the richer countries, and with intol-

placed on countries whose growth 
is too weak to carry that adjustment. 
Policy is still to be really tested on 
the third point, and so far policy has 
been impotent on the fourth point. 
The result has been years of near-
stagnation, and now our economic 
prospects are heading downwards. 
In the Eurozone slow growth of 

-
en to 0.3% in the second quarter, 
with just about every country fall-
ing short of expectations (http://
uk.businessinsider.com/eurozone-
gdp-q2-2015-2015-8). Even with fa-
vorable tailwinds from much cheap-

er oil, a cheaper Euro, bond buying 
by the ECB, and continuing world 
growth, the European Commission’s 
latest forecast has been for the EU 
economy to expand by 1.8% this 
year, only slightly faster than the 
1.4% achieved last year, and to ex-
pand by 2.1% in 2015. While this 
is some improvement, this follows 
years of near stagnation. And within 
the EU, the Eurozone is expected to 
grow even more modestly, by 1.5% 
this year after just 0.9% in 2014, and 
then by just 1.9% in 2016. And these 
projections were made before the 
Greek crisis in the summer. That cri-
sis sent shock waves across the Eu-
ropean countries, and that crisis has 
accompanied more recent turmoil in 
China. World growth which is meant 
to sustain the European forecasts 
may therefore be lower and any 
positives will have to look at oil and 
commodity prices remaining weak 
for longer and the long expected rise 
in interest rates to be postponed for 
a while. And in the meantime debts 
worldwide remain unsustainably 
high, including in China.
It was all meant to be so different. In 
Europe in particular, bringing down 
national debt was meant to revive 

-
newed spurt of private investment 
would spontaneously return us to 
growth. Instead, private EU invest-
ment has plunged by some €400 
billion, but in response to proposals 

-
ment gap and shore up demand, we 
were told that we couldn’t “spend 
our way out of debt.” We were told 
that unless we tightened our belts 
and suffered, high debt levels would 
forever drag us down. Some even 
told the fairy tale that it was public 
spending that had got us into this 

-
-

solidation, relying instead on experi-
ments in monetary expansion, as we 

The fatal error was to confuse the 

generally an outcome of the health 
of the economy and are not in them-
selves its health. Public debt natu-
rally goes up as the economy falls, 
by way of automatic stabilizers, so 
when the economy collapses as it 
did in a number of cases in Europe, 

-
matic debt response is a good thing, 
not a bad thing, since to get the debt 
back down the economy would have 
to grow. That often requires inject-
ing demand back into the economy 

EU as a whole reached 88.6% of 
GDP last year. And given in particu-
lar the way the various bailouts in the 
Eurozone worked, and the impact of 
these bailouts on the economy, it is 
hardly surprising that in the Euro-
zone the debt-GDP ratio is expected 
to have peaked at 94.2% last year 
(Spring 2015 Economic Forecast, 
European Commission).
Whether that will represent the peak 
remains to be seen. Much will de-
pend on the rate of GDP growth. In 
fact, history shows that GDP growth, 

and tested way of reducing debt 
to GDP ratios (see, for example: 
<https://static1.squarespace.com/
static/541ff5f5e4b02b7c37f31ed6/
t / 5 5 3 8 e d 0 d e 4 b 0 1 a 0 f 9 e 1 8 c 4
8d/1429794073737/The+Consequ
ences+of+Fiscal+Stimulus+on+Pu

consolidation through austerity is 
the proven way to prolong high debt 
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to GDP ratios, stretch-out reces-

pain on the masses. The recent UK 
experience gives a neat case study 
in this. As the strong stimulus from 
2008 worked through the economy, 
the UK’s public sector net borrowing 

Osborne’s 2010 austerity starved 
the recovery of demand. As it is 
now widely acknowledged, by 2012, 
the Chancellor lost his nerve as the 
elections were coming up on the ho-
rizon. He quietly backed-off on aus-
terity and this has allowed the ratio 
to begin to fall again (“Its the Econ-
omy, Stupid,” by Pryce, Ross, and 
Urwin, 2015, Biteback Publishing).

The Solution: Growth what-
ever it takes?

-
cal policy must be the “right” type 
of growth. Initiatives such as the 
European Fund for Strategic Invest-
ment Europe (EFSI), known as the 
“Juncker Plan,” at least recognize 
the problem as lack of demand. Of 
course it is only sensible to attempt 
to mobilize the vast reservoirs of 

still space, both economic and legal, 
for new ECB/EIB and other credit to 
expand public infrastructure invest-
ment. Furthermore, ECB “debt” is 
not really debt and is, hence, not a 
problem for Europe for the foresee-
able future. Indeed, as it is not real 
debt it most likely will never need to 
be called in. The real dangers today 

-

now could be a free gift forever.
We still need Quantitative Easing 
(QE) (which should have come much 
earlier in the Eurozone) and low in-

terest rates. But, in nations such as 

that the public sector, citizens, and 
businesses are facing high real in-

retrenchment has serious repercus-
sions on the economy. Further QE 
operations of course can help, espe-
cially as they vacuum up sovereign 
debt, allow countries to continue to 
have viable banking systems, and 

QE should continue for as long as 
possible and not be reversed for a 
long time, if ever. In addition, specif-
ic actions such as lengthening ma-
turities and lowering interest rates 
on legacy debt for countries with un-
sustainable debt levels reduce the 
costs of servicing those debts. This 
also lessens the need for austerity. 
There have been suggestions to 
introduce bonds with interest rates 
linked to achievable growth rates, or 
for so called “perpetuity” bonds that 
get constantly rolled over but never 
get repaid. There have also been 
calls for increased mutualization—in 
other words, risk sharing across na-
tions—by issuing collective “Euro-
bonds,” for example, up to a certain 
debt to GDP ratio for each country 
that may be considered “sustain-
able.”
But the main aim of all this is to set 
up the conditions to allow countries 
to achieve faster rates of economic 
growth. In the face of too little growth 
in many countries (not only Greece 
and Portugal but Italy and France, 
for example), we should be adding 

all be put to good use, not for cur-
rent spending but for public invest-
ment. That is, if projects are well-
chosen. Here, we may have more 
faith in the EIB and EBRD than the 

EC. Furthermore, public infrastruc-
ture has a good rate of return with 
respect to growth, and we should 
take advantage of historically low 

for SMEs to encourage them to sur-
vive, grow and innovate, is a must. 
So is encouraging surplus nations 
to spend more. To accomplish this, 
for the Eurozone itself, there should 
be proper transfers of funds to re-
balance economies and lead to the 
convergence.

spread across most socioeconomic 
groups and the region’s economy 
as a whole. The obstacles to im-
plementing the proposal are more 
ideological than practical, and these 
obstacles need to be overcome. 
The economics of this proposal is 
clear but the implementation needs 

-
pose. Otherwise, individual nations 
will waste the opportunity. In the 
European context it will require for 
technocrats in European institu-
tions to work together and in close 
and equal collaboration with locals, 

they will need to focus on reforms to 
increase growth, be those solutions 
regional (competition policies not up 
to scratch/ individual countries not 
prepared to look beyond their bor-
ders and rebalance their own poli-
cies) or local (too much bureaucra-

corruption). A focus also needs to be 
on the rebuilding of skills for people 
who have been out of the workforce 
for too long as a result of the crisis 
(the phenomenon of “hysteresis”).
The proposal is not new. There are 
no magical solutions as such. But 
what is new is the urgency with 
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which the proposal must be pur-
sued. The banking system which is 
only just being cleaned up, albeit too 
slowly for some, will not be able to 
withstand another shock, external 
or internal. Capital, which has been 
grossly misallocated through most of 
the Euro’s existence, needs to now 

be directed into productive uses. 

to support economic activity and as-
sist entrepreneurship, the Eurozone 
would risk being stuck in a limbo of 
low growth, high unemployment, 
low investment and innovation, and 
increasing inequality. All of these 

things will negatively affect eco-
nomic conditions for a long time to 
come. And without a return to faster 
growth, debt will remain a problem 
rather than being contained; in fact, 
debt will be truly rendered unsus-
tainable, which will put a constraint 
on growth.
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ENVIRONMENTAL SUSTAINABILITY

The Challenge

In order to secure the demand for food and biomass by 
a growing population, the production of biomass needs 
to double by 2050. Recent studies agree that better crop 
management on today’s cropland could increase biomass 
production by only about 60 percent (Bruinsma 2011,  
Tilman et al. 2011). This may be achieved by, for instance, 
expanding cropland, changing diets, adopting more ef-

areas more intensively. This choice involves trade-offs. For 
instance, expanding cropland into nonagricultural ecosys-
tems may reduce other ecosystem services such as biodi-
versity, and release greenhouse gases. Therefore, intensi-
fying the use of current cropland areas may be a preferred 

option. In fact, current studies are able to identify regions 
where there is a capacity to intensify agricultural produc-
tion (Zabel et al. 2014). Measures aimed at closing the gap 
between production possibilities and current production, 

What opportunities are there to increase crop production 
in different regions throughout the world? What are the ob-
stacles to improving agricultural productivity now and in the 
future? Which additional measures are needed to improve 
food security? How can a sustainable degree of crop in-

the role of international organizations, farmer associations, 
and extension (i.e., advisory) services in this regard?

Food Security through More  
Intense Crop Production
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Key principles for sustainability in food and agriculture 

—The “Save and Grow” approach—a model for sustainable 

intensi cation of smallholder crop production

Food and Agriculture  

Organization of the United  

Nations (FAO)

The Solutions

The world’s population is projected 
to grow from around 7.2 billion today 
to 9.3 billion in 2050 (United Nations, 
2013). That population increase and 
the expected dietary changes asso-
ciated with income growth indicate 
that by 2050, agriculture will need 
to produce 60% more food glob-
ally, and 100% more in developing 
countries, if it is to meet demand at 
current levels of consumption. In the 
past, technological innovation and 
improvements in institutions have 

production and productivity.
Using high-yielding varieties, irriga-
tion and high levels of chemical in-
puts, the Green Revolution boosted 
cereal yields in South Asia by more 
than 50% between 1975 and 2000 
(World Bank, 2007). Global agricul-
tural production increased as much 
as threefold in 50 years, with only 
12% growth in the farmed area. 

allowed farmers to feed the world 
but, by saving millions of hectares 
of forests from conversion to farm 

quantity of ecosystem services and 
avoided the release of an estimated 
590 billion tonnes of carbon dioxide 

into the atmosphere (Burney et al., 
2010).
However, the situation is far from 
being ideal, and past agricultural 
performance is no longer a guar-
antee of future returns. While sup-
plies have been growing, the current 
trajectory of growth in agricultural 
production and productivity is un-
sustainable. Food production on 
land and in aquatic systems already 
dominates much of the global terres-
trial surface, and has major negative 
impacts on the earth’s ecosystems. 
At the same time, rural areas of de-
veloping countries are still home to 
the majority of the world’s poor and 
vulnerable populations, who rely 
heavily on “natural capital” for their 
livelihoods, and lack secure access 
to these resources. Weak or absent 
governance for tenure of natural re-
sources results in their degradation, 
perpetuates inequalities, and exac-

Agricultural production systems, and 
the policies and institutions that un-
derpin global food security, are in-
creasingly inadequate. The world’s 
food systems are heading towards 

pressures over the next 40 years 
(Foresight UK, 2011) which, if the 

current trajectory is maintained, will 
seriously compromize our long-term 
global capacity to produce both food 

-
cant change of course, the following 
trends in food and agriculture will be 
exacerbated.
Current food production and distri-
bution systems are failing to feed 
the world. While agriculture produc-
es enough food for 12 to 14 billion 
people, some 800 million—or one 
in eight of the world population—
live with chronic hunger (FAO, IFAD 
and WFP, 2015). The vast majority 
of the hungry live in developing re-
gions, where the prevalence of un-
dernutrition is estimated at 14.3% 
(FAO, IFAD and WFP, 2015). The 
main cause of hunger and malnutri-
tion is not lack of food, but inability 
of the poor and hungry to buy it. Dis-
proportionately, 60% of the under-
nourished are women, who make up 
43% of the agricultural labor force 
and suffer deep discrimination in 
access to land and other resources 
and services (Asian Development 
Bank, 2013).
Inadequate diets lacking in protein, 
vitamins and minerals have left one-
third of the developing world’s popu-
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which, if severe, can lead to blind-
ness, mental retardation and early 
death, while 1.5 billion adults are 
overweight or obese and at greater 
risk of noncommunicable diseases, 
owing to overconsumption of low-
cost, high energy and nutrient-poor 
foods (FAO, 2012a). At the same 

-
vironmental resources are being 
spent to produce food that is lost or 
wasted, currently at the rate of some 
1.3 billion tonnes a year. Food loss-
es and waste which are indicative of 
poorly functioning food systems rep-
resent wasted resources and emis-
sions (FAO, 2012b).

Proposed solution—the “Save 
and Grow” paradigm

FAO’s vision towards sustainable 
-

eries and forestry
FAO’s vision for sustainable food 
and agriculture is that of “a world in 
which food is nutritious and acces-
sible for everyone and natural re-
sources are managed in a way that 
maintains ecosystem functions to 
support current as well as future hu-
man needs. In this vision, farmers, 

and other rural dwellers have the 
opportunity to actively participate in, 

-
ment, have decent employment con-
ditions and work in a fair price en-
vironment. Rural women, men, and 
communities live in security, and 
have control over their livelihoods 
and equitable access to resources 

(FAO, 2014).
In order for food and agricultural 
systems to be sustainable, they 

must equally and simultaneously ad-
dress social, economic and environ-
mental dimensions. Neglecting any 
one area jeopardizes the attainment 
of sustainability in others. The fol-

can collectively guide the process of 
transition to sustainable agriculture 
(FAO, 2014):
Principle 1: 

resources is crucial to sustainable 
agriculture.
Principle 2:
Sustainability requires direct action 
to conserve, protect and enhance 
natural resources.
Principle 3:
Agriculture that fails to protect and 
improve rural livelihoods and social 
well-being is unsustainable. 
Principle 4:
Enhanced resilience of people, com-
munities and ecosystem is key to 
sustainable agriculture.
Principle 5: 
Sustainable food and agriculture 
requires responsible and effective 
governance mechanisms.

The Save and Grow paradigm for 

production 
In the future, most of agriculture’s 
products and services will continue 
to come mainly from the crop sector: 
plant products will continue playing a 
large role in direct provision of food, 

and aquaculture. But farmers face 
unprecedented constraints and the 
present paradigm of intensive crop 
production, highly demanding in 
terms of natural resources and en-
ergy, cannot meet the challenges of 
the new millennium.

FAO launched the Save and Grow 
initiative as a new paradigm for sus-
tainable and intensive crop produc-
tion that would enhance both pro-
ductivity and sustainability (FAO, 
2011). Sustainable crop production 

more from the same area of land and 
other natural resources while con-
serving resources, reducing nega-
tive inputs on the environment and 
enhancing natural capital and the 

and Grow calls for a further greening 
of the Green Revolution through an 
ecosystem approach that draws on 
nature’s contribution to crop growth, 

regulation, pollination and biocontrol 
of insect pests and diseases.
It offers a rich toolkit of relevant, 
adoptable and adaptable ecosys-
tem-based practices, that encour-
ages use of improved technologies 
including labor saving technologies 
and equipments for land preparation 
to reduce drudgery and to make in-
terventions more timely, simple but 
precise, small equipment that sup-

chemical inputs, to produce more 
with less, enhance resilience to 
climate change and reduce green-
house gas emissions, thus allowing 

agricultural sustainability described 
above. It proposes farming systems 
based on conservation agriculture 
practices, the use of good seed of 
high-yielding adapted varieties, in-
tegrated pest management, plant 
nutrition based on healthy soils, ef-

integration of crops, pastures, trees 
and livestock. It advocates policies 
that build and strengthen institu-
tions, enhance capacity at all levels 
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through participatory approaches; 
remove incentives that encourage 
mechanical tillage and wasteful 
use of fertilizers, water and energy; 
provide incentives for often direly 
needed mechanization services that 
would be in line with sustainable 

-
riculture (such as small equipment 
for reduced and no-tillage, precision 
tools for seeding, and precise and 
timely input application) in order to 
increase availability and access to 
these small mechanization innova-
tions, provide farmers with seed of 
superior and adapted varieties on 
time; and make it easier and prof-
itable for smallholders to produce 
and market their products through 
improved infrastructure and appro-
priate pricing.
Implementing Save and Grow re-
quires action on six complementary 
components that are key to a new 
approach to more productive and 
more sustainable crop production:
Component 1: Farming systems 

be built on farming systems that of-
fer a range of productivity, socioeco-

to producers and to society at large. 
Farming systems for sustainable 

-
mize soil disturbance, enhance and 
maintain a protective organic cover 
on the soil, and cultivate a wider 
range of soil species. By partner-
ing with the Consultative Group on 
International Agricultural Research 
(CGIAR) and other resource part-
ners such as the European Union, 
FAO in collaboration with private 
sector is implementing programs 
that build on the paradigms of sus-

-
cation but also focus on upscaling 

these principles and implementing it 
by introducing and supporting small 
businesses and service providers 
that provide mechanization services 
in line with Conservation Agriculture 
(CA). Such projects are ongoing in 
countries such as Zambia (led by 
FAO) and Ethiopia, Kenya, the Unit-
ed Republic of Tanzania and Zimba-
bwe (led by CGIAR/the International 
Maize and Wheat Improvement 
Center [CIMMYT]). 
Component 2: Soil health 
Agriculture must, literally, return to 
its roots by rediscovering the im-
portance of healthy soil, drawing on 
natural sources of plant nutrition, 
and using mineral fertilizer wisely. 
Massive use of mineral fertilizers 
allowed for huge gains in crops 
productivity, yet carrying important 
costs to the environment. Now that 
the natural resources’ production 
potential is threatened, govern-
ments, development partners and 
farmers need to come back to good 
soil health management practices. 
Promoting good soil health manage-
ment practices at farm level is done 
through, for example, the develop-
ment and dissemination of appro-
priate crop rotation patterns, or the 

trees into cropping systems that are 
complemented with critical chemical 
fertilizers applied at most appropri-
ate crop stages and in a manner that 

-
zation by crops. Support to mecha-
nization service providers to obtain 
and offer tools and services for land 
preparation with minimal soil dis-
turbance, cover crop management, 
weed management and harvesting 
technologies that are recognizing 
the need for healthy soils will have 
to be encouraged with smart incen-

tives that recognize the substantial 
role that a healthy soil has for sus-

Component 3: Crops and varieties
Farmers will need a genetically di-
verse portfolio of improved crop va-
rieties that are suited to a range of 
agro-ecosystems and farming prac-
tices, and are resilient to climate 
change. They must also contribute 
to nutritional diversity and security. 
To move towards that direction, on 
farm, in situ and ex situ conserva-
tion initiatives are promoted, capac-
ity to develop and improve varieties 
enhanced, and farmers supported 
to strengthen the community-based 
seed production. National and re-
gional seed systems are strength-
ened, through the development of 
seed policies and regulatory frame-
works. Research and extension also 
play a central role to develop and 
disseminate adapted varieties. 
Component 4: Water management 

smarter, precision technologies for 
irrigation and farming practices that 
use ecosystem approaches to con-
serve water. Improved water man-
agement can be promoted through 
improved husbandry and the adop-
tion of water saving technologies 
such as water harvesting and mi-
croirrigation. Farmers’ monitoring 
of crop and soil water status is also 
important. Government’s investment 
in appropriate irrigation infrastruc-
ture and in irrigation service per-
formance, as well as monitoring of 
groundwater tables and quality, and 
advisory to farmers is critical. 
Component 5: Plant protection
Pesticides kill pests, but also pests’ 
natural enemies and their overuse 
can harm farmers, consumers and 
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defence is a healthy agro-ecosys-
tem. Integrated Pest Management 
(IPM) is the world’s leading strategy 
for plant protection. Improvements 
in agro-ecosystem management, 
through IPM, help to control pests. 
Governmental programs that focus 
on technical assistance and exten-
sion support to farmers, targeted 
research, private sector regulation, 
and the removal of perverse incen-
tives help to further spread IPM.
Component 6: Policies and insti-
tutions
To encourage smallholders to adopt 
sustainable crop production inten-

are needed in agricultural develop-
ment policies and institutions. For 
example, incorporating the value of 
natural resources and ecosystem 
services into agricultural input and 
output price policies is a good strat-
egy to support the transition towards 
sustainable crop production inten-

over- or misuse of agricultural inputs 
and natural resources in production 
are also key to producing more food 
now while preserving and even en-
hancing the capacity of the future 
generations to do the same are 
essential pillars of Save and Grow 
paradigm of crop production inten-

strategies for sustainable mechani-
zation to be developed for countries 
or regions in a participatory way 
and in close collaboration between 
governments, private sector and re-
source partners and in line with the 
Save and Grow paradigm. Such a 
strategy would specify the role of 
government (providing the enabling 
environment and the incentives that 

-
tion and the accessibility of appro-

priate and needed services), and the 
role of the private sector who would 
have to assure that mechanization 
technologies are suitable, simple, 
precise, affordable and accessible 
by smallholders. 

Moving from sectoral to cross-
sectoral perspectives
To further strengthen this effort fo-
cused on crops, FAO encourages 
countries to take a cross-sectoral 
point of view, and expand the Save 
and Grow paradigm more widely 

-
ies and aquaculture. Rather than 
considering agricultural sectors as 
competitors, opportunities for creat-
ing synergies must be sought and 
negative externalities among them 
minimized.
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Considerable public and private re-
sources are spent to close the large 
global agricultural yield gaps, which 
are the difference between what is 
produced and what could ideally be 
produced. Past increases in agri-
cultural production, e.g., the green 
revolution, mainly resulted from crop 
management technologies and their 
diffusion into rural societies. In the 
future two interlinked developments 
will be central to raise productivity 
potentials in agriculture: the change 
of global agriculture into an informa-
tion business and the spread of glob-
al trade of agricultural commodities 
into regions, which currently hardly 
participate. Both factors expand the 
classical crop-management centric 
view on closing yield gaps. Together 
these developments also have the 
potential to reduce unsustainable 
environmental side-effects. It is im-
portant to prioritize activities and 
regions on the Globe for increase 
in biomass production by focusing 
on increasing human capital as well 
as physical capital endowments. 
The proposed solution therefore ad-
dresses public and private entities 
involved in securing future supply of 
agricultural commodities under con-
ditions of increasing demand.

We have studied globally, by combin-
ing a global biophysical crop model 
and a CGE model of global agricul-
tural trade, the regional distribution 
of agricultural potentials in three 
steps: 1) the potentials of improved 
crop management (seeding, fertil-
izers, irrigation, pest control, etc.), 
2) the potentials of improved farm 
management, e.g., through the utili-
zation of the full potential of multiple 
annual harvests and 3) the potential 

crops on today’s global farmland. 
The results show that production 
could be increased by 79 percent-
age points (pp) (1), 39 pp (2) and 30 
pp (3) respectively without expand-
ing today’s cropland which results in 
an overall increase of 148 pp. The 
regional differences are large rang-
ing from of 10 pp to 800 pp of overall 
potential production increase. The 
largest potential increase is related 
to crop management. Here we show 
how an integrated global information 
system combining satellite-based 
crop observations and advanced 
crop models can help farmers to 
sustainably maximize yields and 
minimize inputs. This is achieved by 
optimally applying water, fertilizers 
and pesticides in time and space 
individually for each location in the 

-
mizes environmental impact and in-
creases crop yield and quality. The 
local yet global agricultural informa-
tion system needed to provide the 
farmers with the necessary informa-

on information from EU Copernicus 
satellites and advances in environ-
mental modelling skills. It can serve 
the single farmer, the extension ser-
vices giving consultancy to farmers, 
the farming equipment and fertilizer 
industry and the regional, national 
and global governance institutions 
involved in food production, storage 
and distribution. The crop manage-
ment information can be deployed 

-
oping countries, by using existing 
communication networks and smart-
phones.
We assume that factors 2 (improved 
farm management) and 3 (increased 

along with a solution to (1) because 
once a farmer uses the proposed 
information technologies for crop 
management he will also use the 
same data streams for factors 2 
and 3. We show that integrating the 
three factors leads to a much more 
detailed global picture of regionally 
different yield potentials and leads 
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to interesting insights into regional 
and local mechanisms, which ex-
plain these potentials. In the study 
we propose as a solution for “food 
security through more intense crop 
production” to combine information 
technology, satellite-based monitor-
ing and advanced modelling in three 
areas: 1) improve crop management 

to reduce resource inputs and en-
vironmental impacts and increase 
yields, 2) improve farm manage-
ment to fully exploit the potential of 
multiple harvests, 3) analyze global 
distribution of production potentials 
to prioritize regions, where highest 
potentials exist for productivity gains 

and where engagement could be 

Originally, the concept of a biomass-
based economy has evolved with 
a view to peak oil and depleting 
natural resources. In recent years, 
the understanding of the biobased 
economy has changed fundamen-
tally. The knowledge-based bio-
economy is expected to contribute 
innovative solutions to meeting so-
ciety’s/humanity’s grand challenges. 
As its top priority bioeconomy devel-
opment needs to foster food security 
and a healthy nutrition for a growing 
world population. Considering fur-
ther climate change mitigation and 
the recently proposed decarboniza-
tion1 processes, experts project a 
steeply increasing global demand 
for biomass. Increasing resource 
productivity and the total production 
of biomass might appear as a valid 

the world and to provide low-carbon 
materials and processes.
Bioeconomy can contribute to food 
security in three ways. By sustain-

1 G7 (2015). Leader’s Declaration.

ably increasing the productivity 
rates in areas with high potential for 
improvement, by improving the in-
come and education situation2 and 
by optimizing value-chains from pro-
duction to consumption of biomass 
and especially food (minimizing 
loss/ waste. Only a well-balanced 
combination of all three approaches 
promises success.

I. Sustainable increase of 
productivity3

Increasing the overall production of 
agricultural crops can be achieved 
by the expansion of the arable acre-
age to include land not previously 
cultivated or a further increase in the 
yields from arable land farmed to 
date. However, this comes with sig-

additional acreage is linked to a fur-
ther increase in greenhouse gases, 

2 Global Forum for Food and Agriculture 
(2015). Final Communiqué.
3 Bioökonomierat (2015). Contribution of 
Crop Research to Covering the Bioeconomy’s 
Demand for Biomass.

the loss of ecosystems, restrictions 
to biodiversity and the threat to im-
portant genetic or other resources 
(water, soil) as well as the loss of liv-
ing space for people. Whereas agri-
cultural productivity can be consid-
ered high to nearly optimal in most 
industrialized countries, there is still 
considerable potential for improve-
ment in many countries suffering 
from food crises. Average productiv-
ity rates are often only one third or 
one fourth of the productivity rates 
achieved in more advanced coun-
tries. Especially in these areas, ef-
forts to increase productivity rates in 
a sustainable way seem very prom-
ising. Crop plants and their agricul-
tural cultivation systems need to be 
adapted and improved in terms of 
energy and water use and dual use 
through research and development. 
Breeding research and plant breed-
ing should aim at the production of 

stress-tolerant new varieties. Plant 
cultivation research should advance 

Food security: Contributions of a sustainable bioeconomy

Christine Lang

Managing Partner,  

ORGANOBALANCE
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rotation systems. These systems 
could alternate between crops used 
for industrial production and those 
used for food production to protect 
soil and contribute to biodiversity. 
Short-rotation plantations, particu-
larly when combined with agrofor-
estry systems, can be an interest-
ing solution at local level. Precision 
farming can provide further methods 
and tools to produce more with less 
input.
While increasing productivity, se-
curing the nutritional quality of food 
remains a vital issue. According to 
estimates, in 20154 about 0,8 bil-
lion people were undernourished; 
approximately 2 billion people were 

billion adults were obese. Therefore, 
technologies ensuring adequate lev-
els of micronutrients, such as zinc, 
iron, vitamins, and macronutrients, 
such as high quality protein, in food 
need to be promoted. Technology 
and innovation driven by the pri-
vate sector will be able to deliver 
solutions for these goals, funding 
programs and policy measures will 
be required to allow innovations to 
reach the market.

II. Improving the income and 
education situation of dis-
advantaged communities

It is widely accepted that not only 
the limited availability of food, but 

stable income are key reasons for 
hunger. The GFFA has stated in 

against hunger and malnutrition 

against poverty. Only resilient, di-

4 United Nations Food and Agricultural 
Organization FAO (2015). The State of Food 
Insecurity in the World 2015.

systems can provide the founda-
tion for achieving the human right 
to adequate food and for supplying 
people with adequate amount of 
nutritious food or enabling them to 
feed themselves.” By providing new 
income opportunities for small-scale 
producers and family farmers, bio-
economy can thus further contribute 
to food security. This requires the 
development of new value-chains, 
linking the agricultural, forest and 
marine communities with the in-
dustrial sector. Examples are the 
production of bioenergy from forest 
or agricultural residues in small lo-
cal grids or the cultivation of indus-
trial crops on marginal land. In order 
to enable developing countries to 
move-up the value-chain and gen-
erate higher income from their bio-
logical resources, capacity building 
and international collaboration are 
needed, particularly in biosciences 
and key enabling technologies (IT, 
biotechnology, nanotechnology). 
Furthermore, trade agreements 
need to provide rules for fair trade in 

and product labels can contribute to 
sustainable production methods and 
to improving market access. How-
ever, they have to be adapted to the 
institutional and infrastructure condi-
tions in the country.5

Knowledge in bioeconomy needs be 
taught in training programs, educa-
tion and academic studies. New in-
terdisciplinary study programs can 
be introduced through collaboration 
between countries that are active in 
bioeconomy. International sharing of 
teaching programs can strengthen 

5 Bioökonomierat (2015). Bioenergy policy 
in Germany and social challenges.

the worldwide implementation of 
bioeconomy.

III. Increasing ef ciency of 
biomass use

With a view to food security, inter-
national food value-chains still incur 

of 30% and more of total food pro-
duction. This applies to both, the 
production side, where high pre- and 
postharvest losses are reported, 

and to the demand side, where an 
incredible amount of “good” food is 
thrown away by retailers, restau-

-

Innovative integrated production 

production. The dual and cascaded 
use of residues should be organized 
so that it comprehensively reduces 
the losses. Optimal approaches 
and possible incentives for reducing 
losses and wastage should be ex-
plored more extensively, with regard 
to food production, distribution, con-
sumption and to recovering nutrients 
and energy.

-
gies could also target an increase in 
the nutritional value per unit of food, 
thus reducing the per capita amount 
of food needed to healthily feed a 
person. The composition of healthy 
and sustainable diets is an impor-
tant area for further research. Se-
curing and improving the nutrition of 
a growing world population is a key 
issue of the bioeconomy, to which 

can contribute. However, a carefully 
designed bioeconomy policy frame-
work is needed to promote green 
growth, food security and poverty 
alleviation while ensuring ecological 
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sustainability. In this respect, more 
intense cooperation with emerging 
and developing economies is rec-
ommended.6 This encompasses 
technological and institutional inno-
vations and appropriate investment 
in research in the areas mentioned  

6 Bioökonomierat (2014). Positions and 
Strategies oft he German Bioeconomy Council.

above. Finally, attention to rule 
based trade of biomass and related 
products is important to further the 

biomass globally.
The worldwide development of bio-
economy -
tween restricted re-sources, societal 
goals and stakeholder interests. Na-
tional and local policy-making need 

to acknowledge and appropriately 
address these issues. Environmen-
tal, economic and social exchanges 
are, however, not restricted to nation-
al borders; they operate on a global 
level. Therefore, bioeconomy devel-
opment should be mainstreamed in 
international policy frameworks and 
multilateral policy processes.

795 million people in the world are 
suffering from hunger. At least 70% 
of the food insecure population live 
in rural areas of developing coun-
tries and depend on agriculture. 
Most of them are smallholder farm-
ers or landless, laboring in agricul-
ture. Ironically, they produce 80% 
of the food consumed in develop-
ing countries and, at the same time, 
constitute two third of the world’s 
undernourished people. Women 
comprise an average of 43% of the 
agricultural labor force of developing 
countries up to almost 50% in East-
ern and Southeastern Asia and sub-
Saharan Africa.
Although the number of hungry peo-
ple in cities is increasing rapidly in 
many parts of the world as a result of 
urbanization, the majority of hungry 
people will still be living in rural areas 
by the middle of this century. The 
solution to the global food problem 
both today and in coming decades 

lies foremost in the hands of small-
scale farmers: 85% of 525 million 
farming units around the globe farm 
fewer than two hectares of land.
Agriculture in developing countries 
has been neglected for many years 
because it was assumed that glob-
al, deregulated markets would be a 

-
tural production. The emphasis was 
placed on macroeconomic develop-
ment rather than investments be-
ing made to improve the production 
conditions of small-scale farms. This 
was not only the failure of national 
governments. The international 
community (e.g., Development Aid, 
World Bank, IMF) has also paid too 
little attention to agriculture and ru-
ral development for many decades. 
The assessment of public develop-

-
sistance (ODA)) for agriculture in 
the last few years shows that a trend 
reversal towards more support for 

rural development and smallholder 
-

nancing is still lagging behind prom-
ises that have been made. Recently 
the UN agreed on Sustainable De-
velopment Goals (SDGs) which in-
clude a target explicitly committed 
to the promotion of small-scale food 
producers and in particular women. 
This underlines their relevance for 
the achievement of global food se-
curity.
Agriculture has many functions: it 
must provide food, create income 
and contribute to the conservation 
of natural resources. If cultivation 
methods are to be appropriate to the 
location, they must be adapted to lo-
cal environmental conditions, take 
cultural context into account and 
be based on existing knowledge. 
In developing countries, increasing 
and stabilizing yields and income 

an important driver of rural develop-

Implementing site-speci c agriculture to combat  

poverty and hunger

Rafaël Schneider

Deputy Director Policy  

and External Relations,  

Welthungerhilfe
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ment and poverty reduction. One of 
the most important factors in over-
coming hunger and poverty is the 
development of poor peasants to 
farmers whose production is eco-
nomically, ecologically and socially 
sustainable.
There are no global solutions to this 
issue and no blueprints for success. 
Environmental conditions, the level 
of development and the cultural 
background in the different locations 

-
tions. Above all, agricultural strat-
egies should secure sustainable 
and nutritious food supplies—even 
when the population is growing. At 
the same time, the local economy, 
in particular the creation of effective 
markets and processing structures 
of agricultural produce should be 
supported, including technologically 
appropriate processing and storage 
to reduce postharvest losses.

-
ture to combat poverty and hunger 
requires improved access to neces-
sary resources, including availability 

(irrigation, mechanization etc.), reli-
able access to land, seeds, to rel-
evant information (knowledge trans-
fer, weather forecasts, market data) 
and to education and research.
Food security and rural develop-
ment are usually assumed to mean 
diversifying production and increas-
ing productivity in agriculture. Both 
factors are indeed worthy of support, 
as long as they are carried out in a 
sustainable and appropriate man-
ner. Technological progress coupled 
with increasing labor productivity, 
however, also means that agricul-
tural working capacities are set free, 
hence, new jobs and income oppor-
tunities must be created. Support 

for businesses and services, in par-
ticular in respect to postharvest pro-
cessing of agricultural products, is 
essential for a socially and economi-
cally balanced development in rural 
areas. In this way new sources of 
income can be created for the rural 

is essential for additional value cre-
ation (propoor growth) that reduces 
poverty and promotes a sustain-
able and socially viable structural 
change.
The following example demonstrates 

-
proaches can contribute to envi-
ronmentally, socially and economi-
cally viable development: The chilli 
peppers of the “African Bird’s Eye” 
variety are among the hottest in the 
world. They are ideal for chilli sauce. 
For 519 farmers in Gokwe District in 
Zimbabwe who regularly have to live 
on just one US dollar a day, the hot 
peppers were the beginning of a bet-
ter future. They cultivated the chillies 

Another innovation also arrived in 
the countryside—mobile banking. 
As the transport of large sums of 
money is so insecure, the chilli farm-
ers were issued with a cash card. 
Many of the predominantly female 
farmers had a regular income for the 

-
cation of Market Based Agriculture,” 
or SIMBA, which means “power.” In 
simple terms, it is about using sus-
tainable growing methods to pro-
duce agricultural products for mar-
keting. With the chillies the company 
Better Agriculture produces a sauce 
for a South African restaurant chain. 

project that is being implemented 

by Welthungerhilfe and the Zimba-
bwean nongovernmental organiza-
tion Agricultural Partnership Trust. 
Vegetable cultivation is also part of 
the project. Without chemical fertil-
izers, with just manure and compost, 
many farmers are achieving good 
yields. In the Harare supermarkets 
there are no longer only carrots from 
South Africa, but more and more 
from local producers.
In the last years, an increasing num-
ber of private—but also state—in-
vestors from threshold and industrial 
countries have acquired farm land in 
developing countries. The aim is to 
achieve large-scale production for 
export. Our experiences show that 

from these investments, and are of-
ten driven off their land. The devel-
opment of small-scale farmers rath-
er depends largely on public funds 
than on private investments. At the 
World Summit for Food Security in 
2009, FAO presented estimates ac-
cording to which an ODA spending 

-
ture and rural infrastructure would 
be necessary to eradicate hunger by 
2025.
It should be highlighted that the FAO 
proceeds on the assumption that do-
nors stick to their promise of spend-
ing 0.7% of GNI on ODA, so that 

public investment. The achievement 
of the 0.7% goal has to be linked to 
a substantial increase in funds for in-
vestment in the agricultural sector. In 
international development coopera-
tion, hunger elimination should focus 
on agriculture and rural development. 
Long-term concepts (10 to 15 years) 

an important means of realizing the 
Human Right to adequate Food.
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In countries affected by hunger, 
national agricultural policies aimed 
at eliminating poverty and achiev-
ing food security should be given 
greater priority and implemented 
more energetically. This means se-
curing land rights, providing access 
to resources and advice, supporting 
extension services and marketing 
structures—cooperative as well as 
private.
To be able to cover the increasing 
demand for agricultural products, 
crop yields must be higher and more 
reliable. Agricultural research and 

extension is the key to poverty elimi-
nation if they incorporate local and 
indigenous knowledge and research 
focuses on smallholder and sustain-
able farming methods in developing 
countries. Only a locally self-deter-

serves for self-reliant regional food 
security.
A resume: Looking at the rather 
low level of productivity in Africa, 

of crop production, should from 
the technological point of view not 
be impossible—quite the contrary: 

Welthungerhilfe and other Devel-
opment Cooperation Organizations 
have a lot of examples that show 
that it is possible. However, it needs 
more than just technology to reach 
the goal to end hunger and ensure 
access by all people to nutritious 

whereby the realization of the Hu-
man Right to adequate Food is a 
shared challenge, involving actions 
that must be undertaken by govern-
ments, science, the private sector 
and civil society. It is everyone’s re-
sponsibility.
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Re-assessing Waste Management 
and the Circular Economy

The Challenge

Environmental degradation and resource depletion 
threaten the sustainability of economic growth in the de-
veloped world, and build enormous pressures in the de-
veloping world as it strives to match the West’s prodigal 
lifestyle. Both issues can be addressed by the Circular 
Economy (CE): if we stop generating waste, and reuse 
and recycle resources, we avoid environmental degra-

realities of (mostly) capitalist societies make so many re-
cycling initiatives unattractive.
The view from outer space tells a different story, of course. 
Spaceship Earth may be a hackneyed metaphor, but the 

some point cost will become irrelevant (what would you 
pay for water in the desert?). The challenge is in how 
to drive circular economies when everyday, short-term, 
parochial economics make it look unattractive.
Whose responsibility is it to drive circular economies? 
Will the EU’s push to a “more aggressive” CE policy 

of government be? How do we get industry to put its 
weight behind CE?



52

GESolutions
GES 2015 | Values to Guide Economies

Finding Solutions. Together.

ENVIRONMENTAL SUSTAINABILITY
Re-assessing Waste Management  

and the Circular Economy

Circular Economy: Moving from why to how

Hermann Erdmann

CEO, REDISA NPC

The Solutions

The debate on the Circular Econ-
omy has moved on from Why to 
How. The basic facts of dwindling 
natural resources and growing de-
mand are inescapable: it is only 
a matter of time—in some cases 
measured in just decades—before 
certain resources will no longer be 
available as virgin commodities. If 
we dither too long, we will be forced 
into a messy and inordinately ex-
pensive process of trying literally to 

dispersed discarded materials. Al-
ready, Veolia in Britain is recovering 
platinum group metals from Britain’s 
road dust: at present it is only viable 

in time it may well be a necessity.
Circular Economy thinking aims to 
move away from waste: prevent it 
rather than manage it, breaking the 
still prevalent linear make-use-dis-
pose paradigm that still dominates 
our economies. The Ellen Macarthur 
Foundation/SUN/McKinsey report 
submitted to the EU in June 2015, 
“Growth Within: A Circular Economy 
Vision for a Competitive Europe,” 
estimated that in 2012 the average 
European used 16 tonnes of materi-
als; that 60% of materials discarded 

value terms, 95% of the material and 
energy value was lost.
Now, then, it is time to turn to ad-
dressing how to implement a wide-

spread movement to Circular Econ-
omy principles.
Appealing to the better nature and 
common sense of people and orga-

-
nizations) can at best have limited 

limited support and create competi-
tive imbalances: companies that do 
not participate, the free-riders, gain 
a competitive advantage. Further, 
partial support leads to partial solu-
tions that address the lower-hanging 
fruit, gathering the more readily ac-
cessible material but leaving a sub-
stantial percentage of “leakage.”
The skeleton of the model we pro-
pose is as follows: an indepen-
dent entity, funded by a regulation-
backed fee charged to all producers 
of a designated class of products, 
is established. The entity, gener-
ally known as an Extended Pro-
ducer Responsibility Organization 
(EPRO), takes on the responsibility 
of managing the end-of-life of the 
products, indemnifying the producer 
from further responsibility. This mod-

through export credits can also pro-
tect international competitiveness), 
and addresses 100% of the end-
of-life materials. The fee charged 
is calculated based on assessing 
all the social costs or externalities 
arising from the end-of-life product 
phase, and, thus, providing incen-

tives from the earliest stages (selec-
tion of materials, product design) for 
producers to take the full life cycle 
into consideration, thereby, reduc-
ing the fees they pay. Consumer be-

prices that take into account exter-
nalities—a far more positive and ap-
propriately targeted driver of change 
than awareness campaigns.

bones of this skeleton.
The biggest obstacle to achieving 
circularity in the economy is fund-
ing: if it were readily possible to re-

then business would be doing so. 
It is our contention that at a macro 
level, it is not only a necessity, but 

-
count all the externalities that effec-
tively subsidize widespread linear 
economy thinking. When we pack-
age water in plastic bottles that be-
come waste, which “someone” has 
to pick up and manage, the utility of 
the plastic bottle is being subsidized 
by organizations—typically local or 
regional governments—which deal 
with waste collection. Worse still are 
the costs of dealing with uncollected 
waste that becomes environmental 
pollution with adverse health, aes-
thetic and amenity costs.
In the very long-term, we must also 
consider the costs of reckless con-
sumption of nonrenewable resourc-
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es: we are using resources that will 
in time approach exhaustion, be-
coming increasingly precious and 
arbitrarily expensive. Given this, 
we assert that the scheme should 
aim for nothing less than 100% re-
covery. Typical EPR schemes show 
a rapid initial increase in recovery 
as the low-hanging fruit (the mate-
rial being discarded in high-density 
areas well served by collection and 
transport infrastructure) is captured, 
then struggle to progress. This im-
provement plateau varies by product 
class, but is seldom better than 70% 
and often much lower. The fact is 
that even a 75% recovery rate is, in 
terms of absolute volumes of waste, 
wiped out by 40 years of 3% growth 
in volumes.
Our model proposes that the cost of 
all the externalities be incorporated 
into the cost of production through a 
fee (typically mass-based) which is 
added to production costs and paid 
to the EPRO. Assessing all of these 

controversial, but the estimation can 
-

culating what it costs to institute a 
reverse logistic network to gather all 
discarded material and to establish 
and support effective recycling and 
recovery. The inevitable exhaus-
tion of nonrenewable resources in 

costs are incurred in achieving circu-
larity, just as when reclaiming water 
in the International Space Station 
cost is not a factor. The complexity 
of putting numbers to the avoided 
environmental, health and amenity 
costs can be dispensed with. How-
ever, there is strong evidence that 
even without invoking the spectre 
of resource exhaustion, achieving 
circularity in the economy gener-

ates economic activity, creates jobs, 
avoids negative externalities and is 
net positive to GDP.
Producers in this model are de-

goods. This puts the onus of pay-
ing the EPRO fee on the smallest 
number of participants consistent 
with levying end-of-life manage-
ment fees on the parties most able 
to control the characteristics of their 
products. Charging at retail level 
vastly complicates the process and 
introduces myriad opportunities for 
fraud. Charging suppliers of raw ma-
terials (e.g., resin manufacturers in 
the plastics industry) an EPRO fee 
is illogical as they are not the ones 
who determine the composition and 
weight of the products made with 
their raw material: it would be like 
charging oil companies CO2 emis-
sions taxes instead of charging the 
motor manufacturers and industry 
generally, when it is the latter who 
are the ones able to design to mini-
mize emissions.
An important aspect of the EPRO 
fee is that it should be related to the 
full lifetime cost of the products on 
the basis that the products need to 
be recycled or recovered, and to this 
end an independent body should be 
established to assess those costs 
and to revise them periodically as 
evolving technology changes the 
economics. In the early stages of 
a new EPRO, a simple scheme 
could be adopted, putting products 
into broad categories: for example, 
in packaging, the categories could 
start out as glass, plastics, metal, 
wood, paper and composite. Com-
posite materials would be materials 
comprising multiple different compo-
nents in a manner that renders them 

not readily separable, and would at-
tract a higher fee. In this context it 
is interesting to note that India has 

we would advocate that rather than 
banning them, they should simply 
carry a fee commensurate with the 

economics would then dictate that 
they would be used where they are 

high cost of recycling would then be 
available.
The structuring of the EPRO fees for 
differentiation within categories and 
to cater for varying forms of com-
binations would evolve over time 
and be adapted to new techniques, 
and would provide a steadily more 
sophisticated impetus to producers 
towards making their products sim-
pler and cheaper to recycle. Produc-
ers adopting environmentally benign 
materials and methods would re-

of reduced fees.
The scope of operations of the 
EPRO should be national or supra-
national:

 A key feature is that all producers 
must pay equally (in proportion to 
production) so that the introduc-
tion of the EPRO fee does not 
create competitive unfairness. 
This requires regulations that 
cover all producers in a region 
with controlled boundaries.

 Implementation on smaller 
scales, for example, municipal, 
invites arbitrage across the mu-
nicipal boundaries, where cus-
tomers could buy and sell across 
boundaries to avoid the EPRO 
fee.

 On a national or supranational 
basis, credits for EPRO fees are 
paid for products exported. In 
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South Africa, for example, mo-
tor manufacturers locally source 
tires on which a waste manage-
ment fee has been paid by the 
producer. When these tires are 

manufacturer claims a refund of 
the fees since the tires will not 
become waste in the country. 
This avoids prejudicing exporters 
by making them pay unfairly for 
a future service (end-of-life treat-
ment) that their products will not 
require.

 An independent, impartial facility 
for assessing fair waste manage-
ment fees for products, and for 
driving R&D to help improve re-
cyclability and assist producers 
in reducing their fees, should be 
established and enabled to set 
uniform fee scales for national or 
supranational application.

There are potential unwanted side 

costs in all products. For example, 
increasing the costs of certain pack-
aged foods to account for the end-
of-life costs of their packaging could 
negatively affect the very poor; or for 
another example, making technolo-
gies such as mobile phones, which 
are providing amenities and oppor-
tunities for development in impov-
erished economies, could be seen 
as counterproductive. We would ar-
gue that this may well be true, but if 
subsidies in areas such as this are 
indeed desirable, they should be 

-
den subsidies are by their nature 
arbitrary, since the quantum is un-
determined. It is surely better to un-
derstand the full cost of everything 
that is produced, and where subsi-
dies are deemed desirable for aiding 
the very poor or fostering develop-
ment, those subsidies can be made 
explicit. Funding of explicit subsidies 
can come from the cost savings to 
society and government arising from 
obviating the externalities that the 
hidden subsidies comprise.
It is also instructive to examine the 
numbers on the basis of securing 
100% participation through regula-
tion. Getting all producers to contrib-
ute greatly reduces the burden on 
a per-product or per-kg basis. For 
example, research conducted by the 
Ocean Conservancy (lead analysts 
McKinsey & Company) estimates 
the cost of reducing waste plastic 
leakage into the oceans by 45% at 

-
ey, yet it would be funded by a fee of 

production.
Implementing the model we propose 
can be seen as simple or complex. 
In principle it is simple, the complexi-
ties arise in the detail and in the po-
litical sphere.
The simple statement is: apply a fee 
to a product class that fairly repre-
sents its full cost when you build a 
system to ensure that the products 
or the materials they comprise are 

fully recovered, reused or recycled, 
and set up an independent body 
(EPRO) to manage the process.
The complexities in the detail arise 
from, amongst others:

 The regulatory framework for the 
EPRO to ensure independence, 
good governance and effective-
ness.

 Pricing models to apply fairly to 

end-of-life costs.
 IT systems for fee collection and 

logistics management.
In the political sphere, the challeng-
es are in overcoming resistance to 
regulation, managing vested inter-
ests (many sectors of industry are 
perfectly happy for externalities to 
remain external), and dealing with 
borders. The EU has particular chal-
lenges given the free movement of 
goods within the EU, so a regional, 
EU-wide solution would be needed. 
There is no doubt that a solution 
can be found, but getting agreement 
between the member states will re-
quire work.

can be found, in part because we 
have experience on the ground with 
a working system in South Africa, 
and in part because in the long-run, 
it is not negotiable. As we stated in 
our opening paragraphs, achieving 
circularity is absolutely necessary, 
our only choices are in the route we 
follow to get there.
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From mass production to mass customization:  

Rethinking waste management

Background to the solution
The start of the Information and 
Communications Technologies (ICT) 
revolution in the late 1970s was a pe-
riod when multinational corporations 
were actively seeking to increase 
their empires internationally. By the 
late 1980s and early 1990s, ICTs 
had revolutionized globalization, fa-
cilitating easier communications and 
logistics planning involved in the in-
ternational transportation of goods 
and services, and improved global 
communications. Globalization be-
came an accelerated process, hav-
ing already received a boost with the 
invention of the shipping container in 
the decade prior. As markets grew 

to cater to new markets—e.g., dif-

same device—product customiza-
tion made it easier to attract new, 
or in some cases to retain existing, 
customers. This dawn marked the 
transformation of the manufacturing 
process from one of mass produc-
tion to mass customization. Record 

making it desirable to create life-
long partnerships with consumers, a 
strategy that has been widely adapt-
ed to present day as seen with the 
diverse production areas of major 
global corporations. It became nor-
mal for one multinational to produce 
cellular phones, computer acces-

sories, and appliances all under the 
same name brand. Essentially, the 
scale of mass-producing goods was 
complemented by mass custom-
izing those same goods. This was 
accomplished through simple prod-

in order to catch up with a growing 
global middle class demand that 
had a large appetite. However, the 
resulting changes to and from pro-
duction had an aggressively distrac-
tive effect on multinationals. They 
seemed to not be concerned about 
the implications of their production 
methods for consumers and their 
environments as well.
Multinationals vigorously responded 
to rising disposable income of global 
consumers, as production in facto-
ries increased with each passing de-
cade. Fluctuations in spending pow-
er had little impact on production 
which seemed more dependent on 
consumer habits, i.e., desire of hav-
ing the newest edition of a device 
or product, something that was in 
large part shaped by multinationals. 
The critical voice of nonmarket ac-
tors on the excess in production was 
no match for the market competition 

And where new products were per-
haps not sensible, upgrades served 
a backdrop for keeping production 
active. Thus, the detrimental phe-
nomenon of overconsumption took 

hold and burrowed deep into the 
habits of consumers globally. These 
factors blended to create a problem 
of having too much of one thing, 
but also having too many to choose 
between of that same thing as well. 
Although a problem for manufactur-
ing in general, the issue is most per-
vasive within the technology sector 
and with electronic products in par-
ticular. The institutionalized process 
of creative destruction that has been 
engraved into the design process 
has only been met with arguably in-
effective accountability regimes for 
what becomes of the old production 
methods and inputs. Products have 
an average lifespan of two years 
while their predecessors, which of-
ten only slightly differ in design, be-
come waste that we do not know 
what to do with and often how to dis-
pose of properly.
The buildup of electronic waste (e-
waste) some of which is highly toxic, 
also adds to the strain on the earth’s 
resources as a second blow on top 

the production process. Disposing 
of this waste is sometimes equated 
to dumping it in poor or developing 
countries, which are paid to accept 
waste that they do not have the re-
sources, or in some cases know-
how, to dispose of safely. Globally, 
we are set on a direction that high-
lights the unsustainable consump-

Kebba-Omar Jagne

Sustainable Development 

Consultant (Remote Assistance), 

Dakar Media Association
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tion and production patterns of both 
producers and consumers, and it re-
quires solutions that are also global 
in nature. While multinationals have 
begun to invest more in Corporate 
Social Responsibility (CSR) as a re-
sponse, action has also been taken 
on the level of individuals, starting 
with more conscious and informed 
buyers, and secondly, passionate 
entrepreneurs leading innovative 
startups with social causes.

Proposed solution: Trans-
forming e-waste collection by 
promoting hardware innova-
tions through industrial policy
A new mold of entrepreneurs and en-
tities are directly or indirectly tackling 
the problem of e-waste by rethinking 
the lifecycle of products. They are 
transforming the way we manage 
e-waste by creating out of necessity 
rather than capacity and for impact 

-
lution to better waste management 
needs to start from the design pro-
cess and not after a products lifes-
pan. An example of a product that 
successfully meets such guidelines 
can be found in the Phoneblocs proj-
ect. Phoneblocs sets out to create a 
mobile phone that is, well, made up 

blocks of legos. Thus, they are more 
durable and rather than replacing 
the entire phone when faulty, us-
ers only need repair or replace one 
block. Moreover, the entrepreneurs 
behind it aim to make it resistant to 
creative destruction. When efforts 
like the Phoneblocs project achieve 
success, they can build pressure on 
powerful multinationals to follow suit. 
Doing so would imply that the latter 
are only continuing to adapt to the 
preferences of consumers, as this 

would also be an additional prefer-
ence to acknowledge—one that de-
sires sustainability. Due to the rela-
tively small number of global market 
driven innovations like Phoneblocs 
the overall capacity of such innova-
tions to make contributions toward 

-

Therefore, we must dig even deeper 
to solve this challenge.
Before these kinds of hardware in-
novations are ready for market, in-
novation capabilities play a central 
role to making their production pos-
sible. Therefore, entrepreneurialism 
itself must be nurtured because it 
is possible to build a preference for 
products with social relevance into 
innovative new products. Ultimately, 
the best way to cohesively execute 
the proposed change is through re-
sponsible industrial policy-making 
because effectively, it has the great-
est potential to tackle the obstacles 
to implementing the desired change.
The obstacles to transforming e-
waste collection through industrial 

 Corporate retaliation from multi-
nationals, and 

 Behavioral inertia from consumers.
With overwhelming resources to 
resist the type of change proposed 
such as lobbying and legal power, 
multinationals have what seems an 
easy task to repel social cause driv-
en innovations, which is further aided 
by their anticipation of an inability or 
unwillingness to change consump-
tion habits on the side of consum-
ers. This behavioral inertia within the 
global consumer body is resistant 
to changes in any one country and 
is also the more complex of the two 
challenges because ultimately con-

Implementing the solution 
proposal
While one set of domestic poli-
cies would not address the global 
challenges presented by the ac-
cumulation and improper disposal 
of e-waste, generally there are a 
few things we can tackle under an 
international effort. To implement 
the solution proposed at this level, 
we must put an end to the sale of 
e-waste to poorer countries, encour-
aging greater waste recycling, and 
supporting production that involves 
nontoxic elements. Such action 
should be applied and monitored by 
supranational bodies like the Afri-
can Union and the European Union 
or trading blocs where applicable. 
Domestically across countries, the 

ways to reassess their roles within 
the circular economy as well and it 
begins with the consumers and in-
novators themselves. They would 

policies implemented by govern-
ments and, thereby, help to set a fu-
ture industry standard which would 
also incentivize large multinationals 
wishing to enter the same market. 
Such incentives must translate into 
the type of innovation seem with the 
Phoneblocs project, but applied to 
other larger appliances if it is to have 
wider level impact on the production 
of electronics generally. 
Critiques of using industrial policy 
to prevent government interference 
with consumer preferences might 
arise to these recommendations. 
Weighing the possible arguments 
against the record spending on ad-
vertisement by multinationals may 
expose what could be deemed in-
fant industry protection to be the 
lesser evil. Therefore, industrial 
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policy should be used as a tool to 
support the maturity of local mar-
kets while continuing to embed stan-
dards, which must eventually also 
be applied to imports. Its effects can 
impact the development of young 
entrepreneurs who may have better 
and more eco-friendly ideas, there-
by, helping in the nurturing process 
of entrepreneurship mentioned ear-
lier. While using industrial policy is 

however be used in new ways such 
as the ones proposed.
The uptake of products like the 
Phonebloc may be slow because 
consumers are simply not ready 
to accept an entirely new product 
design for something as important 
to our daily lives as our cellular 
phones. Secondly, similar projects 

-
ments due to lack of credibility and 
the scale of operations. However, by 

same industry, it could lead to an 
entirely different outcome for young 
innovations. Such is the case involv-
ing Phoneblocs and Motorola as it 
too introduced a similar design to 
cellular phone production. Despite 
what seemed like an unmatched 
competition, neither has really been 
able to succeed on the international 
market with their devices. This does 
not mean that it will not be possible 
for either to accomplish, but it is a 
signal to Phoneblocs that their inno-
vation has the potential to achieve 
its aims.
It is equally arguable either way 
that globalization and mass pro-
duction facilitated each other, but 
what is certain is that they fed the 
process of mass customization that 
has led to overconsumption; which 
has naturally produced both nega-
tive and positive implications. How-

ever, given the global nature of the 
implications, the challenges associ-
ated with the negative aspects have 
risen to levels that are dangerous if 
not countered effectively and imme-
diately with greater accountability. 

encouraging potential resource to 
creating the desired change for the 
challenges imposed by waste as a 
result of unsustainable production 
and consumption habits. Equally im-
portant is their surrounding environ-
ments which have to be conducive 
for their success and with policy, we 

development of those ecosystems. 
We have one habitable planet (for 
the time being) and must be able to 
live comfortably and sustainably on 
it at the same time, for our future de-
pends on it.

Accelerating the circular economy with drivers  

of the linear economy

As with most things circular it doesn’t 
work when you consider the propo-
sition in a one dimensional perspec-
tive. There is unlikely to be a silver 
bullet for all. Far more likely is the 
requirement to address the oppor-
tunity of circularity from all angles, 
legislation, innovation, enterprise 
and education. The question needs 
to be: how can we build the environ-
ment to accelerate and mobilize the 

circular economy by utilizing the cur-
rent drivers of the linear economy?
To start with, the conditions for 
adoption must be improved most 
particularly and urgently in terms of 
eradicating the subsidies to the lin-
ear economy and its cost of pollu-
tion. The more the true cost of a lin-
ear economy—resource supply and 

to polluting and exploiting indus-

tries—is part of the equation both for 
business and critically for the citizen 
the clearer the opportunity for circu-
larity is going to be and the higher 
the risk of not being “circular.”
What is also required is the promo-
tion of disruptive opportunities so 
that we can create an environment 
in which residual value can be uti-
lized and monetized in a way that 
mobilizes the circular economy. 

Andy Ridley

Managing Director, Circle 

Economy
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Often circular opportunities such 
as shared economy solutions are 
blocked by outdated legislation and 
linear economy vested interests.
However, what is often overlooked 
is the role of the consumer. Part of 
the vested interests comes from the 
intrinsic model of how a product is 
sold. The main incentives, bonuses, 
salaries for organizations are often 
based on sales and how many units 
are going out of the door. Interest-
ingly, if you look at the vanguard of 
this model, the advertising industry, 
whose historical purpose has been 
to sell as much to as many as often 
as possible, they are also an indus-
try under pressure. In the last de-
cade they have undergone multiple 

driven targeted advertising, followed 

the consumers’ drive for authentic-
ity. This has resulted in a shift away 
from traditional sales towards con-
sumer-oriented services.
As a result, I suspect that we are 
going to see a wealth of disruptive 
circularity services burst into our 
lives. When you think about compa-
nies like Uber and AirBnB, neither of 
these two services were designed 
with circularity in mind, instead they 
are logical uses of “sleeping” value—
turning underutilized resources into 
value for the individual owner. It is 
the connectivity of multiple services 
within our daily lives and the ability 
for them to connect with each other 
that will revolutionize the way we live 

More than legislation, more than 
technological innovation, the biggest 
engine of the linear system is con-
sumerism. In this context, circularity 
is above all else an incredible op-

portunity to re-think how we get the 
services rather than just products 
we want. In an age where we are 

digital eco-systems that can service 
the circular economy and build the 
aspirational future that we all desire, 
at last the practical implementation 
of a circularity is possible.
There is a huge opportunity to utilize 
the power and creativity of consum-
er-focused marketing and advertis-
ing to drive circular economies and 
get industry to put its weight behind 
CE. Its relationship with its clients 
could well become one of helping 
those clients reinvent their products 
as services, of selling circularity as 
a premium experience for the con-
sumer. Beyond this, these eco-sys-
tems should prove to be modular by 
nature. In other words, if you invent 
a service that increases the circu-
larity of the system, it should quite 
naturally blend in.
And this brings me to the greatest 
and most interesting challenge of all 
in communicating and marketing cir-
cularity—understanding the oppor-
tunity within a circular economy and 
measuring the outcome. What is the 
new unit for measuring the value of 
circularity?
The issue with the term “value” is 
that it is very loose—it can mean 

values. What is needed is a collec-
tive unit of value that captures, in 
a measurable and reportable way, 
circularity for not only politicians and 
businesses, but also—importantly—
the consumer. The better you can 
measure the loss to the city, the 
business, and the citizen from a tra-
ditional linear model and the value 
gained from a more circular model, 

the easier the decision to implement 
the circular economy becomes.
To take an ethos like circularity for-
ward we need to be able to mea-
sure it. How does a mayor under-
stand success or failure and sell it 
to her voters if she can’t measure it 
in a way that is understandable and 
logical. The CEO, CFO, board mem-
bers, the staff and shareholders 
must be able to speedily understand 
the value captured, retained and 
created by implementing systemic 
circularity through an organization. It 
is key to incentivizing creativity and 
implementation.
Right now the danger is that the 
circular economy is seen as an ex-

recycling, while it is, in fact, so much 
more. In its most compelling form it 
is, as Bill McDonough elegantly put 
it, “enough for everyone forever.” 
Being able to quantify circularity 
as a unit of value could be a game 
changer. When we talk about retain-
ing or even creating value, instead 
of traditional terms such as “waste,” 
“recycling” or “secondary energy,” 
we change the perception to one of 
available resources, available value 
or wasted value. If you can measure 
circular value you can move the 
conversation from a topic for a small 
minority of experts into a way of life 
understood at the kitchen table.
In summary, circularity is restricted 
only by the availability of unused 
“value” and the implementation of 
business models that enable posi-
tive exploitation of that value. The 
greatest breakthroughs in circular-
ity have surfaced because there is 
a clear opportunity to retain or cre-
ate value out of a something where 
the value is currently sleeping. In the 
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case of AirBnB, this is driven by an 
understanding that there is a value 
waiting to be tapped from a resource 
that is currently wasted.
The drivers for change are already 
there and are by the day becoming 

-
es that spur new innovations, a digi-
tal revolution capable of connecting 

and empowering services that just 
ten years ago we could only have 
imagined, and the giant signpost to-
wards a low carbon future now being 

plan—the course is set.
Ensuring that the circular economy 
is accessible to all in practical and 
scalable form from the creative in-

dustries to the entrepreneur will take 
our circular thinking far beyond the 
boundaries of the present. In paral-

circularity for companies, sharehold-
ers, investors, cities and govern-
ments will enable its exponential 
growth and the transformation from 
a linear economy to a circular one.

Pay all the costs, get all the bene ts: Why industry  

should own their products for good

A recent report “Growth within” has 
made it clear: we are at the cross-
roads. Not only are we overusing 
planetary resources, we are also 
neglecting resource productivity as 
a powerful lever to generate wealth 
and growth. We are hugely waste-
ful operating systems: we are using 
cars less than 92% of the time, we 
are wasting 40% of our food, and 

-
ing day time—less than 45% of the 
time. The structural waste is indica-
tive of a system that has lost sight 
of resources as a means of wealth 
creation. Changing the dynamic 
might be easier than we think. Tak-
ing end-to-end responsibility builds 
on well-established legal practice. 
What if any producer had to take 
the full responsibility of the second 
and third order effects that a prod-
uct has? A very easy entry into such 
a paradigm would be to require any 
producer to take back their product. 
Take-back provisions are part of 

any purchase contract for durable 
as well as consumable products. 
And no compensations are permit-
ted. Producers would be allowed to 
contract third party aggregators (for 
old cars, mobile phones, tires, build-
ing materials, food waste) to run the 
return systems, but liabilities remain 
with producers. This system is able 
to accelerate the transition towards 
a circular economy in several ways:
The system will create the right 
incentives to pull all ReSOLVE 
levers. Each of these levers, pre-
sented in our latest report “Growth 
within: a circular economy vision for 
a competitive Europe,” represents a 
major circular business opportunity.
Regenerate: Shift to renewable en-
ergy and materials; reclaim, retain, 
and regenerate health of ecosys-
tems; and return recovered biologi-
cal resources to the biosphere.
Share: Keep product loop speed low 
and maximize utilization of products 
by sharing them among users, reus-

ing them throughout their technical 
lifetime (second-hand), and prolong-
ing their life through maintenance, 
repair, and design for durability.
Optimize: Increase performance/ef-

in production and the supply chain 
(from sourcing and logistics to pro-
duction, use, and end-of-use collec-
tion) without changing the product or 
technology
Loop. Keep components and ma-
terials in closed loops and prioritize 

means remanufacturing products 
or components and as a last resort 
recycling materials. For renewable 
materials, this means anaerobic 
digestion and extracting bio-chemi-
cals from organic waste.
Virtualize: Deliver utility virtually: 
e.g., books or music, online shop-

Exchange: Replace old materials 
with advanced materials; apply new 

Martin Stuchtey

Director, McKinsey Center for 

Business and Environment
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technologies or choose new prod-
ucts and services. 
In different ways they all increase 
the utilization of physical assets, 
prolong their life and shift resources 

A take-back system fully internalizes 
all the costs linked to the products 
life time, including the cost of end-

of-use treatment and environmen-
tal impact (e.g., CO2 cost)—again 
creating incentives to incorporate all 
these elements in product design, 
production, and use.
A take-back system would help ag-
gregate material volumes to create 

-
culate these materials at the highest 

utility at all times. Where the take-
back does not work physically (e.g., 
CO2 emitted is hard to bring back), 
it can be bought from society against 
an agreed price (e.g., carbon price) 
during a transition phase until waste 

-
nologies become available.

Strengthen circular economy package with  

economic incentives

Background
The current regulatory framework 
overall favors business-as-usual 
over circular products and services. 
Accelerating and mainstreaming the 
circular economy to generate more 
prosperity and new jobs, therefore, 
requires an improved regulatory 
framework including economic in-
centives for circular business mod-
els.

Solution
The proposed solution consists of 
3 pillars that are outlined in greater 
detail in a business manifesto jointly 
prepared with a large coalition of 
business associations throughout 
the EU representing thousands of 
forward-looking companies (see link 
below):
1. Strong government policies:
The manifesto calls for the EU and 
member states to act as launching 
customers by widespread imple-
mentation of green public procure-

ment. In order to do so, it needs to 
set binding targets for maintenance, 
repair, reuse, refurbishment and 
cascading next to the existing ones 

foundation of a European Institute 
for Circular Economy. In order to mo-
tivate businesses to move forward 
with zero waste and circular econo-
my policies, these strong measures 
will have to include new approaches 
to enforce existing waste regulations 

EU. Also, we ask the EU to launch 
three programs. One for Circular 
Frontrunners to remove the generic 
obstacles they encounter and invest 
in new infrastructure enabling clos-
ing value chains, such as a volun-
tary “facebook”-like materials infor-
mation system. These measures 
will also speed up fast followers. 
Second, a program for sectoral ap-

issues. Third, a cross-sectoral pro-

one sector to another for repurpose, 
reuse and recycling.
2. Economic incentives: 
The manifesto calls for the EU to in-
troduce economic incentives to cre-
ate framework conditions for compa-
nies to implement circular business 
models. First, we ask the EU to 
adjust European VAT regulations 
in order to allow member states to 
choose for VAT rate differentiation 
on the basis of circularity. This is 
important to stimulate consumers to 
buy circular products and services. 
Second, the manifesto calls for the 
introduction of a tax shift from labor 
to resources following the proposal 
of the Dutch Ex’tax Foundation. The 
report of Ex’Tax and the “Big Four” 

EY and KPMG and presented in 
December 2015 (http://ex-tax.com/
files/4314/1693/7138/The_Extax_
Project_New_Era_New_Plan_re-
port.pdf). Third, the manifesto calls 

Arthur ten Wolde

Manager, Public Affairs Circular 

Economy, De Groene Zaak  

Sustainable Business Association
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for improvement and extension of 
Extended Producer Responsibil-
ity (EPR) schemes. This will reward 
producers of circular products with 
lower costs, while at the same time 
providing considerable funds for in-
vesting in improved waste manage-
ment. It should apply “Golden Rules” 
and guiding principles for EPR as 
proposed by a business coalition 
led by Unilever (2012) (http://blogs.
ec.europa.eu/orep/extended-pro-
ducer-responsibility-10-proposed-
eu-golden-rules/) and an European 
Commission report “Development 
of Guidance on Extended Produc-
er Responsibility” (2014) (http://
ec.europa.eu/environment/archives/
waste/eu_guidance/pdf/Guidance 
on EPR - Final Report.pdf) to im-
prove and harmonize the dozens 
of existing schemes. The rules and 
principles proposed include a robust 

and impact assessment, an explicit 
national legal framework and strong 
public control by Member States, 

and the roles of actors. The mani-
festo also calls for further research 
and pilots to develop the concept of 
“precycling” as a direction for the de-
velopment of EPR 2.0 in the coming 
years. Precycling is a concept de-
veloped by the UK based Blind Spot 
Think Tank (http://blindspot.org.uk/
making-circular-economy-scale/). It 
replaces the basis of the EPR levy 
from the waste management costs 
to a mandatory insurance premium 

for the risk that a product leads to 
waste in the environment. Also, it 
creates the obligation for EPR funds 
to be invested in circular economy 
measures.
3. Expand existing measures:
The Manifesto calls for expansion of 
the Ecodesign Directive to include 

economy requirements besides the 
current regulations. While the notion 

the Directive, the current focus has 

It is time to broaden the focus now 
that the importance of resource ef-

-
cular economy in Horizon 2020 and 
the Eco-Innovation Program, includ-
ing calls for economic mechanism 
design to develop new measures.
For green tax reform and other is-
sues for which unanimity may not 
yet be found, we ask the EU to take 
the lead with forward-looking mem-
ber states and businesses, e.g., 
by creating a “Green Deal.” This is 
a new instrument to be worked out 
further, based on the experience 
with over 200 Green Deals from the 
Dutch government with businesses 
and partner organizations to remove 
obstacles for introducing green 
products and services.
These proposals will be effective be-
cause companies respond strongly 
to demand backed by general gov-
ernment legislation while everyone 
responds to price incentives. They 
will avoid red tape for companies 

from top-down over-detailed legisla-
tion. As the main challenge we see 
organizing political leadership at the 
level of the EU Council and mem-
ber states to implement these mea-
sures. The measures proposed will 
change the system in which all com-
panies operate. Other main chal-

to assist municipalities and regional 
authorities to really implement green 
public procurement, to set the right 
price incentives and to create a cir-
cular design directive that will be ef-
fective while avoiding red tape.
Targets, economic incentives, a di-
rective and innovation subsidies are 
proven instruments. It is the circular 
implementation that is entirely novel.
The circular economy holds the 
promise of 2 million new jobs, esti-
mated net savings EU-wide for busi-
nesses up to 600 billions of euros, 
and hundreds of millions of tonnes 
of avoided waste. The proposed 
measures will increase the market 
pull for circular products and servic-
es and, thereby, speed up the intro-
duction for circular business models. 
They will save governments con-
siderable cost-of-use for their pro-
curement. As long as government 
procurement and the price incen-
tives throughout our economy are 
favoring linear solutions, the market 
cannot do its proper job to create a 
circular economy. That is why a re-
design of the system is needed to 



62

GESolutions
GES 2015 | Values to Guide Economies

Finding Solutions. Together.

ENVIRONMENTAL SUSTAINABILITY

The Challenge

Over 80% of global coal reserves cannot be burned if 
the world is serious about limiting global warming to a 
maximum of 2°C above pre-industrial levels and, thus, 
prevent dangerous climate change impacts. Coal min-
ing is connected to serious human rights violations and 
environmental disasters while coal power plants are pol-
luting air and water, causing negative health impacts and 
often death. Coal is the main energy resource for many 
countries across the world and often considered the 
only option for cheap energy access for the poor. Many 
governments are heavily subsidizing coal projects, tech-

-
ment assistance budgets. However, the dusk of the age 

institutions, investors and shareholders alike are realiz-
ing that investing in a sunset technology of “unburnable 

carbon” puts them at high risk while fossil fuel compa-
nies are facing emerging litigation risks for the climate 
change impacts their products are causing and also for 
their role in actively preventing the implementation of ef-
fective climate policies.
What are the economic, social, environmental and eco-
logical implications of our heavy reliance on coal? Can 
we hold coal companies accountable for the climate 
change impacts their products are causing? If yes, how? 
And how can we implement the “Polluter Pays” princi-
ple? What is the risk for investors when investing in coal 

crisis based on a “carbon bubble?” How can we ensure 
clean, sustainable, affordable energy access for all while 
phasing out coal? How does that look like concretely for 
a country like Germany?

The End of the Age of „King Coal“
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88% of proven coal reserves (plus 
one third of the oil and half of the nat-
ural gas) cannot be burned if we’re 
serious about preventing a global 
climate catastrophe. But instead of 
implementing policies to realize that 
objective, our governments are not 
only continuing to subsidize the fos-
sil fuel sector but are even using 

reserves. The G20 governments 

year in exploration subsidies for new 
fossil fuels! The IMF calculated that 
post-tax subsidies for coal alone 
(including environmental damage) 
reached 3.9% of global GDP in 
2015!
Between 2007 and 2014 more 

-

-
-

commercial funding for the coal sec-
tor is also substantial: Ninety-two 
leading banks provided at least €66 
billion in 2013—a more than fourfold 

when compared to 2005.
A ground-breaking report by Richard 
Heede released in 2013 revealed 

A four-step approach to dethrone King Coal and embrace a  

renewable future: Phase out fossil fuels, stop funding them, 

hold the polluters accountable, and scale-up renewable energies!

Barbara Unmüßig

President, Heinrich Böll  

Foundation

that two-thirds of global carbon 
emissions can be traced back to 90 
Big Oil, Coal and Gas Producers 
(the Carbon Majors report). The 35 
coal producers of the Carbon Majors 
alone account for one third of global 
emissions since 1988—when the 
IPCC was founded and companies 
could no longer deny knowledge of 
the harm their product was caus-
ing. But instead of acting upon that 
knowledge by changing their busi-
ness model, the coal industry (along 
with Big Oil) has actively worked to-
wards preventing effective climate 
policies both at the national and 
international level by funding cli-
mate skeptics, sawing doubt about 
climate science and by lobbying 
against renewable energy targets 
and successful instruments like the 
feed-in tariff.
1.2 billion people worldwide have 
no access to electricity. More than 
300 million Indians in over 80 mil-
lion households are affected, two 
thirds of them in villages which 
are connected to the grid. “Energy 
poverty”—i.e., the lack of access 
to modern, non-polluting forms of 
power, i.e., primarily electricity—
harms lives in numerous ways: long 
and daily shutdowns of power (“load 

shedding”) increase the work load 

and farms that depend on irrigation 
by pumped water; indoor pollution 

dung and kerosene make women 
suffer from respiratory diseases; 
schoolchildren lose learning oppor-
tunities due to poor lighting in the 
night.
Even if strong mitigation and adap-
tation actions were taken, the re-
sidual cost of climate change may 

-
tween 2000 and 2200 for all coun-
tries. For Africa alone loss and dam-

per year by 2050 for below 2oC and 

for above 4oC. In 2013, Typhoon 
Yolanda (Haiyan) displaced 4 mil-
lion people, destroyed or damaged 
1 million houses, killed at least 6,300 
people, and caused approximately 

-
pines. It is time to hold the polluters 
accountable!
Leaving “coal in the hole, oil in the 
soil and gas in the grass” is not only 

to tackle the climate crisis but the 
one facing the strongest opposition 
since those controlling our energy 

The Solution
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system today (the big coal, oil and 
gas companies) have a lot to lose. A 
solution requires at least a four step 
approach:
1. Globally agree on a goal and 
pathway for a phase out of fossil fu-
els that leaves 90% of proven coal 
reserves, one third of oil and half of 
global gas reserves in the ground, 
thus leaving a realistic chance of 
limiting global warming to below 2°C 
above pre-industrial levels without 
the need to employ dangerous and 
risky technologies such as Carbon 
Dioxide Capture and Storage (CCS) 
or geo-engineering. 
2. 
or within the next few years. This 
includes a phase out of fossil fuel/ 
coal subsidies organized in a way 

that ensures poor people and vul-
nerable communities not to suffer 
from an increase in energy prices. 
It also includes an immediate stop 
of funding for new coal projects, an 
exclusion from coal (and other fossil 

projects, and engagement with pri-
vate and institutional investors in 
coal projects to get them to divest. 
3. Hold coal and other fossil fuel 
producers accountable for the dam-
age their products have caused and 
are continuing to cause, including 
through a levy on fossil fuel extrac-
tion to fund the Warsaw Mechanism 
on Loss and Damage under the UN-
FCCC. Existing international law, in 
particular the polluter pays principle, 

the no harm rule, and the right to 
compensation supports such a sys-
tem.
4. Massively scale-up funding for 
decentralized renewable energy 
projects, including through a glob-
ally funded feed-in tariff for renew-
able energy mini-grids in develop-
ing countries, to address the urgent 
problem of energy poverty, especial-
ly in the rural areas. 
This proposal draws from prece-
dents such as the IOPC, the oil spill 
compensation regime which collects 
levies from companies that ship oil 
internationally which are used as 
compensation in the incidence of oil 
spills.
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The EU’s emissions trading system (EU ETS) is the larg-
est existing emissions trading scheme. This scheme is 
the main economic climate policy instrument of the EU, 
and it also serves as a blueprint for other emissions trad-
ing schemes worldwide.
In 2014, the EU agreed on new and ambitious emissions 
reduction targets for 2030. While the EU ETS is consid-
ered a key instrument in reaching these new targets, its 
effectiveness has been impeded by low carbon prices 
that fall short of providing the necessary incentives for 
urgently needed technological changes. So far, attempts 
to change this incentive structure have failed. The Re- 
 

form proposed by the European Commission, the so-
called Market Stability Reserve, will probably not go far 
enough for various reasons.
What mechanisms are necessary to ensure the neces-

-

energy prices? Would such mechanisms include price 
-

tional and European policy-makers adopt these mea-
sures, and how should they be implemented? Addi-
tionally, should the EU ETS also be extended to more 
sectors and gases? What provisions should be included  
 

The EU’s Emissions Trading  
System: More Than Hot Air?
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to avoid negative effects on European businesses? In 

in the future, given that a large share is regulated by the 

EU ETS? What role may be played by NGOs focusing 
on the environmental effectiveness of the EU ETS?

Background to the proposed 
solution: 
The main challenge that the EU ETS 
has had to address is the structural 
oversupply in the market. Two leg-
islative proposals were put forward 
to tackle this: one is a short-term 
“emergency measure,” known as 
backloading; and one is to change 
the design of the ETS by introducing 
a market stability reserve (MSR).
The backloading proposal was ad-
opted in 2014 after unforeseen po-
litical objection. Under this plan, the 
Commission withholds 900 million 
allowances from auctions in 2014–
16, and they will instead be sold to-
wards the end of Phase 3 of the EU 
ETS, in 2019–20. The market stabil-
ity reserve (MSR) creates a reserve 
of allowances in the EU ETS where-
by at times of oversupply, surplus 
allowances would be placed in the 
reserve instead of auctioned; and 

in the market, these additional al-
lowances would return to market via 
auctioning. The MSR has a dual ob-
jective: to tackle the existing surplus 
in the market, and to introduce some 

A long-term approach for the EU’s climate and energy policies

Sarah Deblock

Director for European Policy, 

International Emissions Trading 

Association (IETA)

to allow the EU ETS to function like 
other markets, i.e, when demand for 
allowances decreases, so would the 
level of supply. The MSR also pro-
poses to place the backloaded al-
lowances into the reserve, as well as 
unallocated allowances by the end 
of Phase 3 of the EU ETS, instead 
of returning them to market through 
auctioning.

Directive were published on 15 July 
to translate the “ETS elements” of 
the political agreement reached 
on the EU’s 2030 climate and en-
ergy package into a legislative text. 
These include changes to the EU 
ETS cap in order to meet the 2030 
objective of reducing emissions to 
43% below 2005 levels for ETS sec-
tors, as part of the EU’s effort to re-
duce its overall GHG emissions by 
at least 40%, compared to 1990 lev-
els. They also include the creation of 
new “funds” that European Heads of 
States agreed to in the political doc-
ument they unanimously endorsed 
in October 2014. The idea is to use 
some of the allowances for a partic-

ular purpose, such as encouraging 
innovation in new technologies or 
modernizing the EU’s energy sector.
The most controversial part con-
cerns the new rules to address the 
risk of carbon leakage, and which 

-
lowances and to what extent. The 
current carbon leakage provisions 
run out in 2019 and European pol-
icy-makers have come under huge 
pressure to propose rules to ensure 
such protection continues in the next 
phase of the EU ETS as long as the 
EU’s main competitors do not have 
comparable climate efforts in place.
One big unknown remains the 
interaction of the EU ETS with 
global climate developments. The 
EU’s proposed GHG target focuses 
on domestic emission reductions 
only, without the use of international 

mechanisms such as the Clean De-
velopment Mechanism (CDM) and 
Joint Implementation. However, the 
CDM has been successful in driving 

to developing countries, and in en-
couraging interest in carbon market 

The Solutions
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solutions around the world. It has 
also helped European businesses to 
reduce the costs of EU ETS compli-
ance by using emission credits from 
projects outside of Europe.

challenges facing the EU ETS have 
led policy-makers to focus solely on 
domestic emission reductions. It is 

demand imbalance in the EU ETS 
with the long-term need for market 
linkages and global participation in 
reducing GHG emissions. But allow-
ing the use of international credits is 
in the EU’s long-term interest, be-
cause it can broaden the impact of 
the ETS by offering market access 
for high-quality trading systems and 
carbon offsets. It is a classic “win-
win” strategy, since it encourages 
global participation while keeping 
compliance costs low for European 
companies.

Proposed solution:
A longer-term approach for the 
EU’s climate and energy policies is 
needed.
Businesses support the EU ETS as 
the central policy instrument for the 
EU’s climate strategy for the follow-
ing reasons:

 It ensures that the most cost-
effective abatement options are 
developed as the policy does not 
pick and choose the technolo-
gies to develop but lets the mar-
ket decide.

 -
es about investment timing.

 It guarantees that the environ-
mental objective (emissions re-
ductions) will be met or exceed-
ed.

 It is a European-wide system  that 
minimizes intra-EU competitive-

ness distortions that national 
policies cause. It is an instrument 
that enables linking with other ju-
risdictions, which can help avoid 
international competitive distor-
tions.

 It allows price discovery through 
market forces.

Some of the recent legislative 
amendments to the ETS Directive 
have focused on the short-term chal-
lenges. They are absolutely neces-
sary to tackle the structural imbal-
ance in the market and restore the 
political credibility of the EU ETS. 
However, simply banning interna-

cost-effective tool that compliance 
entities need in order to reduce 
emissions. Moreover, a ban would 
mean the EU is less willing to en-
gage in global carbon market solu-
tions, which is problematic at a time 
when we need heightened coopera-
tion, including market linkages, to 
address the climate challenge.

markets important?
Cost-effectiveness is one of the main 
reasons to justify international mar-

total emissions but provide industry 

adopt the lowest cost abatement op-
tions to meet their targets. Keeping 
costs down can inspire greater 
action. It means doing more, faster, 
and cheaper—especially with car-
bon offsets in the mix.
As emission reduction targets be-
come more stringent over time, Eu-
ropean businesses will need access 
to international markets to decar-
bonize cost-effectively and maintain 
international competitiveness. As 
costs of abatement differ from coun-

try to country over time, access to in-
ternational market mechanisms and 
linking to ETSs can reduce overall 
costs to industry and governments 
alike.
It is especially important for compa-
nies in smaller countries, which can 
do their part through international 
business partnerships that can form 
around carbon projects. It is hard to 
imagine how they can participate in 
global efforts to reduce GHG emis-

-
nance and markets.
Another major argument is the need 
for international efforts and co-
operation in climate change miti-
gation if we are to keep global 
warming below 2°C. Focusing on 
emission reductions only in the EU 

level of reductions needed globally. 
Providing access to the EU ETS 
will incentivize other economies to 
meet climate mitigation goals us-
ing market mechanisms, improving 
the cost-effectiveness and quality of 
their systems, and seeing the ben-

reduce emissions.
A proposed solution to the cur-
rent domestic-focus strategy in 
the EU is to leave the door open 
to the use of offsets for meeting 
future targets, as this will be an 
important cost-containment op-
tion to meet the EU’s long-term 
goals.

 International credits should be 
available for use by installa-
tions covered by the EU ETS, if 
there is support by EU Member 
States to go beyond the agreed 
40% GHG emission reduction 
target by 2030.

 They should be available for use 
by governments to achieve re-
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duction goals in non-ETS sectors 
(i.e, under the Effort Sharing De-
cision). Member States could use 
a portion of the revenues raised 
through auctioning to purchase 
high-quality offsets. This would 
create an opportunity to keep the 
system of offsets alive by creat-
ing a source of demand, without 
impacting the level of supply of 
allowances in the EU ETS.

 Offsets could provide an addi-
tional economic safety valve to 
the MSR. Once the MSR is empty 
or once allowances in circulation 
in the EU ETS have fallen below 
the lower threshold, offsets could 
become a valuable means of cost 
containment. However, in such a 
situation, the credits used should 
meet strict quality standards that 

EU level, and measures need to 
be put in place to ensure double-
counting does not occur.

 Offsets should be available for 
use by airline operators as part 
of the future ICAO market-based 
mechanism.

Background to the proposed 
package: 
The EU ETS is currently questioned 
in its ability to deliver its objectives 
as the allowance price is persis-
tently low at around 5€/tCO2. The 
cap was met and emissions actually 
declined in recent years, ensuring 
the environmental effectiveness of 
the scheme. However, the low price 
may affect the long-term cost-effec-
tiveness of the instrument by reduc-
ing the incentive for investment and 
deployment of low carbon technolo-

increase in the EU ETS allowance 
price is expected before 2020, and 
probably not beyond, without reform. 
Empirical analysis shows that only a 

can be explained by factors such as 
the economic crisis, renewable de-
ployment or international offsets.
Therefore, it is likely that political 
factors and regulatory uncertainty 

An EU ETS reform package

Ottmar Edenhofer

Chief Economist and Deputy 

Director, Potsdam Institute for 

Climate Impact Research

have played a key role in the price 
decline. As a consequence, any re-
form of the EU ETS has to deliver 
a mechanism that reduces such 
uncertainty and stabilizes expecta-
tions of market participants. The 
Market Stability Reserve (MSR) that 
will most probably be implemented 
is unlikely to address the problem 
of the low price, and the uncertainty 
of future price development remains 
substantial. Its ability to deliver long-
term cost-effectiveness is, thus, 
questionable.

Proposed solutions:
Instead of a narrow reform of the EU 

-
ing several aspects of carbon pricing 
is required. The dominant problem 
is the low credibility of the long-term 

weak price signal. Given the im-
possibility of establishing long-term 
policy credibility, the best approach 

is to directly manage expectations 
of market participants. Instead of a 
narrow reform, the following reform 
package puts the ETS in a broader 
perspective. At the same time, it 
would avoid a relapse into national 
climate and energy policies across 
Europe, which could result in much 

Setting a price collar, i.e., a lower 
and an upper boundary on the 
price, both of which increase over 
time. A price collar can immediately 

allowance price. In addition, the 
price collar is a useful way to man-
age expectations of future prices 
in line with the long-term cap of 
the EU ETS. A credible price collar 
would, therefore, directly incentiv-
ize investments in innovations that 
are required for cost-effective long-
term decarbonization. Moreover, 
a price collar would allow national 
preferences to be addressed at the 
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EU level, for example, the setting of 
more ambitious domestic mitigation 
goals without undermining the en-
vironmental effectiveness of other 
national policies (e.g., renewable 

standards) given that the EU ETS is 
-

er, there are challenges with respect 
to the implementation of a price col-
lar and its political feasibility. 
1. Pricing carbon emissions in 
more sectors (for example, trans-
port and heat). The EU ETS cur-
rently covers about 45% of all GHG 
emissions, but in order to achieve 
long-term reductions, other sectors 

their GHG emissions. Setting a uni-
form price for GHG emissions which 
standardizes marginal costs across 
sectors is more cost-effective than 
setting emission standards. How-
ever, emission standards can be 

are present and they can be a tem-
porary substitute for carbon pricing. 
A pragmatic interim step might be 
a dual price system, with an ETS 
and a carbon tax in the other sec-
tors. The long-term perspective, 
however, should aim towards the full 
sectoral coverage of the EU ETS. In-
cluding more sectors in the EU ETS 
might also increase the chance of a 
2030 agreement, because full sec-
toral coverage would incorporate the 
least-cost options. However, short-
term feasibility and distributional 
aspects must be properly taken into 
account. 
2. Policy instruments for the in-
novation and diffusion of low car-
bon technologies, other than car-
bon pricing, are required if there 
are additional market failures. 
There are indications that innovation 

spillovers are high. R&D policies 
could therefore support innovation 
and should be part of the portfolio if 
market failures occur. Support dur-
ing the adoption and diffusion stage 
can be provided by deployment poli-
cies, creating a market pull for some 
technologies. There is, however, no 
consensus among economists for 
the adoption of deployment policies, 
e.g., for renewables. 
3. Addressing the possible prob-
lem of carbon leakage by expand-
ing the group of countries that 
participate in the EU ETS or by 
linking it to policies in other re-
gions: The main political economy 
concern with the EU ETS is about 
carbon leakage, resulting from the 
setting of ambitious targets by the 
EU in isolation from the rest of the 
world. Such leakage questions the 
environmental effectiveness of the 
instrument and could undermine 
political feasibility if the burden for 
industry is perceived to be too high. 
As carbon leakage predominantly 
concerns energy-intensive and sec-
tors exposed to international com-
petition, it could be substantially 
reduced by a scheme that focuses 
on a few key sectors. Free allocation 
of some emission permits as well as 
tailor-made trade policies could be 
considered for these sectors. The 
best way to tackle the problem of 

-
cient way to reduce emissions glob-
ally is, of course, to increase the 
number of countries applying carbon 
policies and agreeing on a common 
minimum price. 
4. Smart revenue recycling poli-
cies have the potential to reduce 
net policy costs and improve the ac-
ceptance and the effectiveness of 
carbon pricing, providing a double 

dividend. Revenues from carbon 
pricing, for example, through auc-
tioning, could be used to lower labor 
and capital taxes, thus reducing net 
policy costs and potentially compen-
sating for increased energy costs 
incurred by households. Another op-
tion is to forego auction revenue and 
lower the policy costs of industries 
threatened by competitiveness con-
cerns. 
The political feasibility of implement-

-
age is probably limited. But without 
a comprehensive reform of the EU 
ETS that goes beyond the MSR re-
form, the joint EU climate policy is 
endangered. There is not only the 
danger that the EU ETS might not 
survive as a functioning instrument 
of European climate policy, but also 
that the whole EU climate policy will 
fail through a return to fragmented 
climate and energy policies across 
the region. These would have the 
potential to substantially increase 
the costs of climate policy. By con-
trast, the proposed reform, and in 
particular the price collar, would al-
low the Member States to implement 
their national energy and climate 
policies according to their preferred 
technology mix, and the level and 
timing of their emission reduction 
plan. The diverse national policies 
would no longer reduce the price 
below the minimum set for the EU 
ETS, and would, therefore, allow for 
a minimum of coordination between 
the Member States. Although a re-
form package with a price collar as 
the primary element might be per-
ceived to be politically infeasible, it 
might be the best way to tackle dif-
ferent problems at the same time.
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The reason for the EU to introduce 
the cap-and-trade-based ETS was 
primarily to impose an overall cap 
on greenhouse gas emissions and 
to reduce this cap over time. Com-
pared to regulatory measures like, 
for instance, fuel economy stan-
dards in the car industry or fuel 
taxes or feed-in-tariffs/subsidies for 
renewable energy, a market-based 

-
dresses the issue of limited informa-
tion about the supply and demand 
parameters of a multitude of eco-
nomic actors. According to Coase´s 
theorem, the creation of tradeable 
property rights (like EU Allowances) 
ensures that a given CO2 reduc-
tion is reached at minimum overall 
costs independently of how individ-
ual economic entities are endowed 
with emission rights. The focal point 
should, hence, be emissions reduc-
tion or, in other words, the cap set-
ting.

-
cient instrument to reduce green-
house gases cost effectively. It is 
not necessarily a good instrument to 
promote additional goals like Energy 

-
ing the share of Renewable Energy 
Technologies as the ETS supports 
the most cost effective technologies 

legitimacy beyond climate protection 

the issues of “security of supply/
control” and “affordability of energy,” 
leading the way into a low or no 

Back to basics: Reinstating the focus on emissions reduction

Norbert Schwieters

Partner, PricewaterhouseCoopers 

(PwC)

carbon economy. Energy Transfor-
mation entails shifting a country´s 
energy system to a different point 

by the “Energy Triangle.” The notion 
of “control of energy” has been in-
creasingly emphasized as citizens, 
municipalities and regions strive to 
build their own local and decentral-
ized energy systems.
In line with these different goals, the 
EU has set three targets: a 40% re-
duction of CO2 emissions compared 
to the level of 1990, a 27% share of 
renewable energy consumption and 
27% energy savings by 2030. This 
has several consequences:
a) The emissions impact of these ad-
ditional goals needs to be estimated 
and factored into the cap-and-trade 
mechanism.
b) Once the cap is set, the price for 
emissions rights should be deter-
mined by the market process, rather 
than being adjusted arbitrarily to a 
level that is regarded as “appropri-
ate.” Any such intervention is likely 
to hinder the market mechanism 
from operating effectively on the cli-
mate issue as it comingles the goal 
of emission reduction with other 
goals, e.g., the promotion of certain 
clean technologies. Price bands 
should also be taken into account 
only very carefully.
c) National policies within the ETS 
region that support divergent goals 
need to be reconciled and erratic 
moves that create misalignment 
should be avoided. National strate-

gies and policy measures that pre-
dominantly aim at tackling the cli-
mate issue within the context of a 
supranational ETS are redundant.
2. The ETS is a quantity-based 
system, i.e., given an absolute 
reduction target it determines a 
reduction path. This path relates to 
the region and the sectors within the 
regions covered by the ETS. This 
has several consequences:
a) Emission reductions in the EU–
ETS can be offset by an increase 
in emissions in regions/ sectors that 
are not covered (“leakage”). This is-
sue creates a “free-rider” problem. 
One solution is to extend the ETS to 
other sectors and regions. On sec-
tors: 1.c) needs to be considered in 
order to avoid redundancy. Some re-
marks to the regions:

 Several regions outside the EU 
have adopted or are about to 
adopt an ETS (California, Alberta 
and Quebec in Canada, South 
Korea and hopefully China). 
Linking these regional approach-
es is crucial in order to move on 
to a global emission reduction 
framework (Hone 2015; Bullens-
ee-Thesen 2010: 10).

 A cooperation between “large 
emitters” such as the USA, the 
EU, the BRICs, Japan and others 
might be another way to foster 
regionally extension (Bullensee-
Thesen 2010: 10).

 Offset mechanisms are helpful 
to disseminate carbon trading 
across the globe. The existing 
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tools need to be reviewed in the 
light of the “additionality” test in 
order to make sure the emission 
reduction is “real.”

b) A reduction path is subject to 

development (economic growth, 
roll out of renewable capacity or 

Hence, the cap should be adjusted 
as a reaction to new developments 
as promptly as possible and trad-
ing periods should be kept within 
a foreseeable range of years. With 
regard to the current eight year trad-
ing period which lasts until 2020, it 
is discussed how to cope with the 
surplus of emission rights and raise 
their current price. In addition to the 
back-loading of 900 million allow-
ances into the years 2019 and 2020, 
the EU is discussing the introduction 
of a market stability reserve in 2019 
in order to manage the quantity is-
sue. These proposals increase the 
complexity of the current ETS. An 
alternative proposal by RWI (2015) 
focuses on adjusting the cap on a 
more rigorous basis through the de-
letion of the back-loaded emission 
rights.
c) The trading periods should be in-
dependent of each other in order to 
avoid a spillover of emissions rights 
from one period into another. Ban-
ning banking and having emission 
rights from previous periods expire 
is too disruptive to individual ac-
tors. However, the overall amount 
of these allowances should be taken 
into account in order to determine 
the reduced cap for the next period. 
If the term for the trading period is 
set at a moderate level this should 

and downs (e.g., a warm winter or 
particularly cold winter).

3. According to Coase´s theorem 

rights is independent from their 
initial allocation if their distribu-
tion is determined by a market 
mechanism. As Ronald Coase 
has shown in his 1939 Nobel Prize 
awarded work on “The Problem of 
Social Cost,” trading enables to sep-
arate between the initial distribution 

-
cation. The Coase theorem laid the 
foundation for a school of thought 
called “Economic Analysis of Law.” 
Consequently, the question as to 
whether emission rights are granted 
for free or auctioned is a matter of 
who is regarded as the “owner” of 
clean air—the polluters themselves 
or the wider public. If the public is 
viewed as being entitled, the issu-
ance of emission rights should be 
nongratuitous. Free allocation of al-
lowances for energy intense sectors 
covered by the EU–ETS—however 
arbitrary—is a means to support 
them to compete fairly with polluters 
outside the system. Other possible 
measures discussed are border tar-
iff adjustments on imported carbon 
intensive goods, reimbursement of 
abatement cost on exported quan-
tities or the obligation for countries 
outside the system to buy emission 
rights for their exports. Side effects 
need to be evaluated carefully (see 
Bullensee-Thesen 2010: 8).
The above proposal focusses on 
emission reductions as an instru-
ment to tackle climate change. It 
builds on the market mechanism 

-
cient mechanism to address climate 
change. This model can be used on 
national and regional levels in a way 
that governments retain control of 
their environmental policy. Ultimate-

ly the goal should be to have a glob-
al system. As politicians are often 
sceptic about such a market mech-
anism and also want to remain in 
control of their national climate pol-
icy, the promotion of an ETS across 
the world needs education on how 
this market-based tool compares to 
other policy measures to address 
climate change. Science, NGOs 
and not least IETA play a crucial role 
here. In this context the Paris 2015 
Climate Summit should emphasize 
Emissions Trading as the central 
global instrument to tackle climate 
change, strengthen the foundations 
of the trading mechanism and foster 
the proliferation of this instrument.
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The Challenge

For a generation after World War II, growth rates in much 
of the developed capitalist world were high and income 
inequality was by historical standards relatively reduced. 
More recently, however, inequality appears to have risen 
sharply, with especially marked increases near the top of 
the income distribution. Wealth has been less studied, but 
appears even more concentrated in many countries. 

Income Inequality and Mobility

This panel examined how much inequality has changed 
over time in different countries, considered the implica-
tions of gender, and looked empirically at the concentra-
tion of incomes at the very top. 
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In our view, the current crisis pro-
vides an opportunity to implement 
radical changes, including the ability 

issue of equality between women 
and men, but at the same time it 
also poses a challenge where gen-
der equality is regarded as a matter 
to be relegated to the rosy moments.
National Governments and na-
tional Parliaments should fully 

policies to enhance female labour 
force participation (FLFP). Taxation 
of labour income and government 

and pensions both affect labour 
markets similarly. They weaken the 
link between labour supply and in-

-
sion to participate in the labour mar-
ket. Thus, the appropriate design of 

-
centives to work. Elborgh-Woytek et 
al. (2013) outlines a wide range of 

force participation of both women 
and men.

 Replacing family income taxation 
with individual income taxa-
tion. Empirical studies indicate 
that the female labour supply is 
more responsive to taxes than 
the male labour supply. Hence, 
reducing the tax burden for 
(predominantly female) second-
ary earners by replacing family 

To ght inequality invest in women

Marcella Corsi

Professor of Economics, Sapi-

enza University of Rome

taxation with individual taxation 
could potentially generate large 

-
gregate labour market outcomes. 

 
wage earners could be used to 
stimulate labour force participa-
tion, including among women. 
These so called “in-work” tax 
credits reduce the net tax liabil-
ity - or even make it negative 
for low-wage earners - thereby 
increasing the net income gain 
from accepting a job, and are 
usually phased out as income 
rises. In countries that empha-
sise the income support objec-
tive, credits are generally phased 
out with family income and are 
often conditional on the presence 
of children in the household. 
However, the phasing out of 
credit with family income results 
in high marginal tax rates for 
both the primary and the second-
ary earner in a family, creating 
strong adverse labour supply ef-
fects among secondary earners. 
By contrast, in countries that em-
phasise labour force participa-
tion, credits are usually phased 
out with individual income - the 
preferable policy to increase 
FLFP - as the marginal tax rate 
applied to the secondary earner 
will generally remain lower.

The European Parliament should 
cooperate with and hold account-
able the Council and the Commis-
sion for removing labour market dis-
tortions and creating a level playing 

boost the demand for women’s la-
bour. Besides, it has to be taken into 
account that the norms that apply to 
women’s participation in the labour 
market have a tangible impact on 
labour demand, FLFP, and thereby 
on macroeconomic outcomes. The 
persistence of gender gaps in pay 
(and pensions) shows that, despite 

-
der-based discrimination persists. 
Indeed, changes in legislation 
and social norms in recent de-
cades have supported an increas-
ing demand for female labour and 
have made it possible for women to 
seek paid employment outside their 
homes and to contribute to family 
income. However, while anti-dis-
crimination provisions have been 
adopted legally within all EU coun-
tries, some measures have proven 

In this sense, the European Com-
mission should propose policies to 
improve anti-discrimination enforce-
ment, including:

 Increasing the awareness of 
legal rights to equal treatment 
by conducting information cam-
paigns.

The Solution
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 Providing the right incentives: 
a robust burden-of-proof frame-
work can encourage discrimina-
tion claims before courts while 

claims. 
 Empowering national equality 

bodies to conduct formal inves-
tigations on their own initiative 
(without an individual complaint) 
can increase employers’ aware-
ness of equality issues and help 
potential victims of discrimina-
tion.

Last but not least, the European 
Commission should reconsider the 
formulation of indicators of gen-
der equality to monitor the social 
impact of the crisis. The apparent 
improvement of many gender in-
equalities despite the deterioration 
of jobs, wages, working conditions, 
and income for men and women 

raises questions about the ability 
of these “gender gap” indicators to 
capture the trends of gender equal-
ity adequately during a recession. In 
this direction, and in line with the rec-
ommendations made by the Council 
of the European Union (2014), the 
European Commission should:

 Cooperate with the European 
Institute of Gender Equality 
(EIGE) to improve the quantity 
and quality of sex-disaggregated 
data and support further research 
on gender-relevant issues, in-
cluding on women and men’s 
perceptions of their role in the 
labour market and of the sharing 
of activities within the household, 
as well as their perceptions of 
working conditions and factors 
that limit opportunities in the la-
bour market in EU-28 Member 
States.

 Review regularly the progress 
achieved on those critical areas 

-
jing Platform for Action for which 
indicators have already been 
developed by EIGE, taking the 
outcomes of these reviews into 
account in the Commission’s 
annual Report on Progress on 
Equality between Women and 
Men. 
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Tens of thousands of irregular migrants, mostly from Af-
rica and the Middle East, set out for Europe each year. 
If they reach Europe alive, most ultimately manage to 
stay here—irrespective of whether they are granted po-
litical asylum or refugee status. However, many irregular 

somewhere safe to live. Later, many live off welfare for 
several years because they are not allowed to work. Fur-
thermore, EU member states have been slow to support 

-

Migrants Knocking on Europe‘s 
Doors: Towards a Coherent  
Response to Irregular Immigration

hood, such as the war in Syria. In addition, there are 
almost no legal employment opportunities for low- or 
medium-skilled immigrants from outside the EU. This 
situation calls for a comprehensive policy response by 
the EU and its member states to address humanitarian 
crises, apply uniform standards for protecting refugees 
and for deciding on political asylum and refugee status, 
and provide more legal employment opportunities for 
non-EU immigrants.
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Should the asylum system and refugee protection be 

that the same standards apply throughout the Union? 
Under what conditions will member states be willing to 
approve the required additional revenue for the Europe-
an Commission? How should cooperation be organized 
between authorities at the European, national, and local 
levels and civil society organizations that currently play 
an important role in refugee protection? Should refugees 

be free to choose their country of residence within the 
EU? Would this lead to more irregular immigrants ar-
riving in the EU? Should individuals be able to request 

contribute to vocational and language training so that 
potential immigrants can be offered legal immigration 
options? Will irregular immigration decline if there are 
more legal immigration options?

We need a greater Europeanization of refugee protection

Christine Langenfeld

Chairwomen, The Expert Council 

of German Foundations on  

Integration and Migration

The Solutions

The current refugee crisis has re-
vealed that the EU’s existing refugee 
policy instruments are not up to the 
task. If no common solutions will be 
presented, pressure on the freedom 
of movement guaranteed under the 
Schengen Agreement will intensify. 
Not only are immediate measures 
called for, but the structure of the 
Common European Asylum System 
(CEAS) needs to be further devel-
oped for the medium term. A joint 
European response is the only way 
to handle the current refugee crisis. 
Greater Europeanization, however, 
can neither mean closing Europe’s 
doors—this would contradict its fun-
damental humanitarian values—nor 
can it mean completely opening the 
borders and allowing asylum seek-
ers to freely choose which country 
they would like to apply for asylum. 
The latter is exactly what has hap-
pened over the last few weeks. This 
has led to chaotic situations. The 

temporary reintroduction of border 
controls is a response to this but 
also a response to the EU’s inabil-
ity to take action thus far in the refu-
gee crisis. Especially in times when 

high, it is essential that all of Europe 
share this responsibility because 
otherwise individual countries reach 
the limits of their capacity. So far 
only a few countries have taken the 
burden of refugee migration. If this 
continues, European solidarity as a 
guiding principle of the Union will be 
undermined. The European integra-
tion process on the whole could then 
be affected negatively.
At the same time that refugee poli-
cies are currently being renational-
ized, humanitarian reception con-
ditions have begun a downwards 
spiral, leading to inhumane condi-
tions in the reception and accom-
modation of refugees in a number 
of EU countries. A sustainable con-

cept for managing the refugee cri-
sis must eliminate these extremes 

-
cies for restoring order in the asy-
lum system. Europe must meet its 
humanitarian obligations towards 
refugees—together and in solidar-
ity. But Europe also has to regain 
control of asylum migration, further 
develop the Common European 
Asylum System (CEAS) and—most 
importantly—enforce it in all Mem-
ber States. In view of the enormous 
challenges and dramatic events, a 
set of short-term emergency mea-
sures is needed as well as a reorga-

the EU Member States have agreed 
to relocate 160,000 asylum-seekers 
in need of protection from countries 
like Italy and Greece, which are un-
able to cope in terms of logistics and 
infrastructure. But much more needs 
to be done. So far the EU lags far 
behind the urgency of the situation. 
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Member States have to agree on the 
following points in order to establish 
a more sustainable approach to the 
refugee crisis.
First, we need a permanent and 
mandatory distribution mechanism 
for refugees clearly in need of pro-
tection in which all Member States 
participate. Exceptions would only 

-
sistent with the values of the EU. 
The countries concerned, however, 

compensation.
Second, for cases of emergency, 
registration facilities (Hotspots) at 
the EU’s external borders have to 
be established rapidly. At these 
Hotspots European agencies 
(EASO, Frontex, Europol, Eurojust) 
will work together with the respec-
tive national authorities to register 
new arrivals and screen them to de-
termine if they are in need of protec-
tion. Then, as the EU Commission 
proposes, a permanent and man-
datory redistribution mechanism for 
refugees in clear need of protection 
should be applied taking into ac-
count the refugee’s interests to the 
extent possible. In every case, it 
must be ensured that the treatment 
of refugees upholds the commonly 
agreed standards for recognition, 
processing and accommodation.
Third, there needs to be European 
collective reception programs that 
ensure safe and calculable access 
to asylum. Experiences with the 
temporary acceptance program for 
Syrian refugees have been posi-
tive. These programs should be 
structurally optimized and contin-
ued in Germany and could serve as 
model for other EU countries. All EU 
countries should participate based 
on the principle of fair responsibil-

mechanism of this kind that enables 

of refugees outside of the individual 
asylum process and outside of the 
Dublin system is already embedded 
in EU law in the Temporary Protec-
tion Directive. In addition, the Joint 
European Resettlement Program 
which gives people from third coun-
tries in need of protection access to 
and permanent residence in Europe 
should be expanded as quickly as 
possible. These kinds of programs 
prevent people who are seeking 
protection from embarking on the 
dangerous journey to Europe and 
entering the EU illegally.
Fourth, aid for countries that have 
taken in large numbers of refugees 
(Lebanon, Turkey, Jordan) must be 

resources must be provided to the 
UNHCR. In these countries, accom-
modation for refugees continues to 
be inadequate and inhumane which 
leads many to migrate to Europe.
Fifth, beyond emergency measures 

thousands refugees, the Common 
European Asylum System needs a 
structural reorganization in the mid-
term as a further element besides 
collective reception programs for 
times of crises. However, the struc-
tural reorganization that I will explain 
now is ridden with prerequisites: 
While retaining the responsibility 

principle), I propose to combine this 
principle with a free choice model af-
ter the asylum procedure has been 
successfully completed. The country 

-
ception, the asylum procedure and 
the return of refugees whose status 
is not recognized. It receives calcu-

assuming this shared responsibility 
which eases the burden on all other 
Member States. The countries of 

required to strictly comply with the 
standards set forth in the CEAS for 
refugee housing and the asylum 
procedure. If this is successful, and 

-
ern and Eastern Europe applied 
recognition criteria the same way as 
the other EU countries, the right to 
freedom of movement within the EU 
for recognized refugees could be in-
troduced in a second step. For refu-
gees, it would mean that after their 
asylum petition has been approved, 
they would be allowed to move to the 
EU country of their choice to pursue 
economic opportunities or join family 
members. This, however, can only 
work if the humanitarian standards 

-
mented in all EU Member States. 
In order to minimize pull effects to-
wards those countries with the high-

establish common social standards 
for acknowledged refugees through-
out Europe or to exclude acknowl-
edged refugees from social transfers 
for a certain period of time. A com-
mon EU strategy would be a clear 
demonstration of European solidar-
ity and burden-sharing in terms of 
accepting refugees.
Sixth,

diplomatic initiative planned by the 

in Syria and Libya is emphatically 
welcomed. Successfully ending the 
violence in the countries would be 
the most effective refugee policy.
Seventh, to maintain a high level 
of public acceptance for taking in 
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refugees and be able to provide the 
resources in the asylum system for 
people in need of protection, it is im-
portant that humanitarian protection 
is only given to the people who actu-
ally need it. For those driven to Eu-
rope by economic hardship, asylum 
is not an appropriate option. This 
means that asylum-seekers whose 
applications are rejected also have 

to be returned. At the same time, 
legal migration options must be ex-
panded for migrant workers and ex-
isting channels communicated more 
effectively in order to prevent those 
who leave their countries for eco-
nomic reasons to apply for asylum. 
However, as a matter of principle 
refugee migration and legal immi-
gration have to be kept separately. 

Asylum has to be granted to all 
those in need of protection because 
of war, terror and persecution, in-
dependently of their professional or 
lingual skills, whereas the regulation 
of legal immigration follows different 
rules which take into account the 
needs of the labor market of the im-
migration country.

Tackling the deaths and chaos on and within Europe’s  

borders by opening up safe, legal channels for people  

to claim asylum and come work in Europe

Philippe Legrain

Writer, Commentator, Political 

Economist and Political Entre-

preneur

Europe needs dynamic young work-
ers, innovators and entrepreneurs. 
Its working-age population is shrink-
ing, while the number of pension-
ers to support is soaring and public 
debts continue to pile up. Allowing 
many more political refugees and 
economic migrants to come work in 
Europe can be part of the solution. 
To avoid deaths and chaos on and 
within Europe’s borders—and in 
its economic self-interest—Europe 
should open up safe, legal channels 
for people to claim asylum and come 
work here.
Around 500,000 people have en-
tered the European Union without 
permission so far this year. That is 
many more than the 240,000 who 
arrived in 2014, but still only 0.1% of 
the EU population. Europe is not be-
ing overrun. Indeed, Turkey alone is 
home to more refugees than the en-

tire EU, and globally six in seven ref-
ugees are in developing countries.
Yet, the EU’s response to the refu-
gee crisis is a shambles. Because it 
is impossible to enter the EU safely 
and legally, entry into the EU has, in 
effect, been outsourced to criminal 
gangs with little respect for human 
life. While the EU’s underfunded 
search-and-rescue programs in the 
Mediterranean Sea saves many 
lives, too many still die. Aylan Kur-
di, the drowned Syrian toddler who 
washed up on a Turkish beach, is 
one of 2,873 known deaths so far in 
2015 (as of 24 September). EU rules 
stipulating that refugees should be 

-
try they reach are unworkable and 
unfair; since asylum seekers mostly 
arrive in southern Europe and want 
to head north, Greece and Italy ig-

nore the rules and facilitate their 
passage.
While it was laudable of Germany 
unilaterally to suspend its application 
of those rules and pledge to accept 
all arriving Syrian refugees, neither 
Germany nor EU authorities offer 
them safe passage. Now a Hungar-
ian razor-wire fence stands in their 
way, while Germany has reimposed 
border controls, prompting its neigh-
bors to do likewise and leaving the 
Schengen Agreement in tatters.
Germany has also strong-armed 
recalcitrant governments to accept 
a European Commission plan to re-
settle 120,000 refugees across the 
EU, on top of the 40,000 to be reset-
tled voluntarily. Yet, this won’t make 
much difference: some 156,000 
people entered the EU without per-
mission in August alone, bringing the 
total in 2015 to more than 500,000. 
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If, for instance, the nasty nationalist 
government of Slovakia is forced to 
accept refugees, how welcome will 
they feel? And what is to stop them 
moving on?
The priority instead should be to 
change the narrative about refugees 
and migrants: they are not a burden 
to be shared, they are an opportu-
nity to be welcomed. Humanitarian 
policies are more likely to be gener-
ous if they have popular appeal and 
align with economic self-interest. 
The numbers are relatively small: 
arrivals so far this year amount to 
only 0.1% of the EU population. 
While welcoming refugees requires 

is relatively small and could be met 
out of international-development 
budgets, emergency funds or the 
EU budget. And the sooner that ref-
ugees can start working, the sooner 
that investment will pay dividends. It 
is perverse that most EU countries 
ban asylum seekers from working; 
they should stop doing so.
While it would be desirable to agree 
a generous common EU asylum 
policy where each government is 
persuaded of the merits of allow-

seeking a better life to come work 
and contribute to society, it is not 
essential. Since newcomers are a 

which choose to welcome more will 
be doing themselves a favor, while 
those that don’t will miss out. So 
countries could proceed through en-
hanced cooperation, or individually.
What is essential, though, is that ref-
ugees and migrants should be able 
to reach welcoming countries such 
as Germany in a safe and orderly 
fashion. This could be achieved by 

enabling people to claim asylum or 
apply for a work visa from European 
consulates abroad, or online. 

persecution is a humanitarian ob-
ligation, as well as a legal require-
ment of the United Nations’ Geneva 
Convention on refugees. Welcoming 
both asylum seekers and other mi-
grants is also in Europe’s economic 
self-interest.
Young, hard-working, taxpaying 
newcomers would be a shot in the 
arm for Europe’s senescent econo-
mies. Just over 500 million people 
live in the European Union—and 
without migration, the working-age 
population (aged 15–64) is pro-
jected to fall by 8.1 million by 2020, 
while the old-age population (aged 
65 and over) will rise by 8.4 million. 
By 2030, the working-age popula-
tion would be 28.9 million lower and 
the old-age population 27.9 million 
higher. The demographic changes in 
Germany are particularly stark. With-
out migration, by 2030 the working-
age population will have shrunk by a 
sixth—8.7 million people—while the 
old-age population will have grown 
by more than a quarter (4.7 million 
people) and the overall population 
will have shrunk by 5 million people.
Newcomers have a lot to contribute. 
They can do tough jobs that young 
Europeans with higher aspirations 
spurn, like pick fruit and care for the 
elderly, the fastest area of employ-
ment growth in Europe. Many have 
valuable skills that can be put to 
good use—for instance, in hospitals, 
as engineers or in computing. Oth-
ers are likely to become entrepre-
neurs. Migration is a bit like starting 
a business: it’s a risky venture that 
takes hard work to make it pay off. 
For those who arrive in a new coun-

try without contacts or a conven-
tional career, it’s the natural way to 
get ahead. Newcomers to the UK 
are twice as likely as locals to start 
businesses—and the same could 
be true elsewhere if governments 
made it easier to start a business. 
Newcomers’ diverse perspectives 
and experiences and dynamism 
can also help spark new ideas and 
technologies, on which Europe’s fu-
ture growth depends. Nearly one in 
two start-ups in Silicon Valley have 
an immigrant cofounder; Sergey 
Brin, who cofounded Google, ar-
rived in the US as a child refugee. 
How many Brins does Europe turn 
away—and at what cost?
OECD studies show that overall mi-
grants are typically net contributors 

-
dangering European welfare states, 
they can help pay for them. New-
comers would help spread the huge 
burden of public debt over more 

-
ing population.
It’s also a myth that migrants harm 

number of jobs to go around: new-
comers don’t just take jobs, they also 
create them—when they spend their 
wages and in complementary lines 
of work (not to mention as creative 
sparks and entrepreneurs). Overall, 
migrants tend to have a positive im-
pact on local wages, precisely be-
cause of those complementarities, 
as many studies—including by the 
OECD and by Giovanni Peri and 
colleagues—have shown. Fears 
that immigrants are going to take 
local people’s jobs are akin to ear-
lier ones that women working would 
take men’s jobs. Yet, most women 
now work and so do most men.
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Desperate and enterprising people 
are not going to stop coming to Eu-
rope. So instead of leaving them in 
the hands of ruthless smugglers, 
causing chaos and death on and 

within Europe’s borders, surely it 
would be better to open up safe, le-
gal channels for people to move. If 
the EU is not willing to agree to this 
collectively, Germany should blaze a 

trail by doing so. It would do won-
ders for Germany’s economy, as 
well as for its international reputa-
tion—not to mention the refugees 
and migrants themselves.

Give a stronger role to the European Union in nancing  

and administering the asylum system

For several years, a growing number 
of irregular migrants have entered 
the EU, mostly to apply for political 
asylum. According to the Dublin III 
Regulation, applications for asylum 
must be processed by the member 

the EU.
However, several South European 
member states where many refu-

cost of providing them with the ba-
sic necessities of life and assessing 
their applications for asylum speedily 
and fairly. Many refugees also prefer 
to live in higher income, North Euro-
pean EU member states. Therefore, 

incentive to ignore their responsibili-
ties and let refugees move on to oth-
er EU member states. Some transit 

-
larly overburdened. In spite of the 
recent disruptions in cross-border 
transport in parts of the EU and tem-
porary border controls, most irregu-
lar immigrants still manage to reach 
the EU member state of their choice.
Thus, the present asylum system 
in the EU is dysfunctional. If exist-

ing rules were followed, the cost of 
supporting refugees and processing 
their applications for asylum would 
fall disproportionately on relatively 
poor member states that are not 
even the intended destinations of 
most refugees. At the same time, 
the countries that now receive a dis-
proportionately large share of immi-
grants may soon reach the limit of 
their absorptive capacity in terms of 
plain logistics, or their populations 
may become unwilling to welcome 

cost and possibly disruptive labor 
market effects involved.
These dilemmas illustrate the broad-
er point that in a diverse geographic 
space where people move freely 
(such as the Schengen area), a com-
mon obligation to provide humani-
tarian protection requires uniform 
standards for asylum procedures 
and assistance for refugees as well 
as a fair cost-sharing mechanism 
among member states. Although 
refugees could theoretically be al-
located to member states through 
mandatory quotas, this has proved 
unworkable in the EU: Some mem-

ber states reject mandatory quotas 
outright (even relatively small ones), 
whereas others have a history of not 
fully meeting their humanitarian ob-
ligations towards refugees on their 
territory.
Therefore, the EU should assume 

-
sponsibility for the asylum system. 
Additional resources would need 
to be raised for this from member 
states, ideally through standard 
channels so that member states 
would contribute in line with their 
GDP. In terms of logistics and imple-
mentation, the EU would still have 
to rely on national, regional and lo-
cal administrative bodies. However, 
since the cost would be borne by 
the EU budget, we expect to see 
a greater willingness by member 
states to live up to their humanitar-
ian responsibilities.
Allocating responsibility for the asy-
lum system to the EU would be in 
line with the principle of subsidiarity. 
First, all member states have ac-
cepted an obligation (in principle, 
unlimited) to provide humanitarian 
protection; second, each member 

Matthias Lücke

Senior Researcher, Kiel Institute 

for the World Economy
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extended by another member state 
by not having to protect these same 
individuals. In addition, there are 
expenditures such as support for 
refugees in third countries (espe-
cially Syria’s neighbors at this time) 
that may reduce the incentive for ir-
regular immigration into the EU and 
should be funded by the EU follow-
ing the same logic.
How expensive might such a scheme 
be? There are obviously many un-
certainties, including the future num-
ber of irregular immigrants. By way 
of seeking an upper bound, based 
on what we know as of September 
2015, let us assume that 1.5 million 
refugees enter the EU annually and 
remain in the asylum system for an 
average of two years, before being 
integrated into the national labor 
market or returning to their home 

countries (voluntarily or otherwise). 
Further, based on German experi-
ence, €15,000 per year seems a 
reasonable estimate of the average 
cost across the EU of basic subsis-
tence for one individual plus associ-
ated administrative expenses. The 
latter would either be borne directly 
or refunded by the EU. These as-
sumptions imply a hypothetical cost 
of the asylum system from Year 2 
of €45 billion annually. This amount 

-
sents less than one third of the cur-
rent EU budget and only around one 
third of 1% of member states’ GDP.
Shifting to a new funding scheme for 
the asylum system would inevitably 
take time. In the meantime, there 
are many smaller ways for the EU to 

-
ity and enforce common standards. 
For example, there are plans for the 

EU to run (and fund) processing and 
assistance centers for irregular im-

-
rival. Such centers would also orga-
nize the return of those immigrants 
not eligible for protection in the EU. 
Furthermore, recent proposal for 
quotas to allocate immigrants to EU 
member states would have the EU 

refugee covered by the scheme to 
the receiving country. Unfortunately, 
this amount is too low to cover mem-
ber states’ true costs; the proposed 
quotas (mandatory or otherwise) are 
also much smaller than the number 
of irregular immigrants in 2015. Nev-
ertheless, this scheme could poten-
tially become an important step in 
the right direction.

The Mediterranean challenge: A global perspective

William L. Swing

Director General, International 

Organisation for Migration

Global situation: The perfect 
storm
We are witnessing the largest dis-
placement and movement of people 
in recorded history. There are cur-
rently some 60 million people who 
have been displaced by persecution, 

have seen in the post-World War 2 
era. However, whereas at that time 
weary and war-torn Europe was a 
place to turn away from and leave 
behind, it is now at the receiving end 
of displacement.

Europe’s neighbors to the south and 
the east are experiencing unprec-
edented levels of instability, war, 

-
creasingly, the environmental effects 
of a changing climate. Persecution, 
violation of human rights, poverty 
and lack of access to the most basic 
services, are only some of the fac-
tors that drive individuals to migrate 
irregularly. Those who are pushed 
to migrate—unlike those who freely 
choose to—are more likely to do 
so under undesirable or dangerous 

conditions, including by accessing 
the services of smugglers. The war 
in Syria and attendant impacts on 
the region continue with no end in 
sight. Turkey, Lebanon and Jordan 
are host to most of the 4 million Syr-

They deserve to be strongly com-
mended for it, but with limited pros-
pects in the region inevitably many 
are now making their way to Europe 
through Turkey and Greece via the 
Eastern Mediterranean route. Po-
litical instability in Libya has not de-
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creased, and so it continues to be 
both a source and a channel of ir-

Mediterranean route.
I have, in recent times, begun to 
refer to this tragic chain of circum-
stances as “the perfect storm.” We 
live in an era of unprecedented si-
multaneous and complex humani-
tarian disasters, spanning all con-
tinents. The eye of the hurricane is 
on Europe, but from the Caribbean 
to the western bulge of Africa, from 
the Middle East to the Bay of Ben-
gal, desperate people are forced to 
make desperate choices. And all too 
frequently they end up in the clutch-
es of unscrupulous smugglers. On 
land and on sea, these migrants 
have left a “trail of tears,” victims of 
“travel agents of death.”
According to IOM data, more than 
550,000 migrants, refugees and 
asylum seekers have arrived in the 
European Union this year, almost 
entirely via the eastern and central 
Mediterranean routes to Italy and 
Greece. This surpasses the number 
of arrivals for all of last year, and the 
number of deaths—approximately 
3,000 to date—look likely to exceed 
last year’s record death toll. Sicily, 
the Greek Islands of Lesbos and 
Kos, the border between Greece 
and the Former Yugoslav Repub-
lic of Macedonia, the Hungarian–
Serbian border, Budapest’s Keleti 
train station, the Spanish territories 
of Ceuta and Melilla, and Calais, 

for tensions as Europe still struggles 
with a climate of skepticism to mi-
gration.
While the numbers are on the in-
crease and pressures in some spots 
have ignited tensions and media at-
tention, we do not view this as a cri-

sis beyond the capability of Europe 
to manage together as a Union, 
provided it has a clear-eyed under-
standing of the policy challenges 
that must be tackled.

Policy challenges
First, Europe owes it to itself to set 
aside the current migration narra-
tive. It is toxic at present; and it hints 
at a denial of both European history 
and European values. We need to 
get back to a more balanced dia-
logue. We need to refute misleading 
myths and stereotypes and recall 
that historically migration has been 
overwhelmingly positive. Through 
open dialogue and examination of 
evidence, we can rediscover that 
well-managed migration and devel-
opment belong together.
The second challenge is learning 
to manage diversity. Demograph-
ics mean that most countries of the 
world will in future become more 
multiethnic, more multicultural and 
more multireligious. This is a recipe 
for social well-being and economic 
prosperity. But to achieve these 
goals we will need a lot of politi-
cal courage and imagination; and 
investments in public information, 
awareness and dialogue. To begin 
with we need to move the commu-
nity debate from its focus on identity 
to a focus on common values. We 
need to grasp the essential fact that 
others may not look like me or speak 
like me but share common commit-
ments and ideas.
The third challenge is partly related 

good migration governance: conju-
gating sovereign rights and obliga-
tions with the rights, obligations and 
dreams of migrants; reconciling na-
tional security and human security; 

balancing sovereignty and individual 
freedom.

Priorities for action

the short term, rescue at sea needs 
to remain robust and well resourced. 
Since the reinforcement of rescue 
operations in April, the rate of fatali-

-
er, tragedies continue, also on the 
land routes, so we can never rest 
assured that we are doing enough 
to prevent the victimization of some 
of the world’s most vulnerable.
The second priority is to provide ef-
fective responses to the mass hu-

The broad lines of action have al-

consonant with the operational mo-
dalities that have been used to deal 
successfully with such emergency 
situations in the past.
Effective reception arrangements 
must be set up. IOM welcomes the 
commitment to solidarity through 
increasing EU support to front line 
Member States receiving high num-
bers of migrant arrivals, and stands 
ready to contribute to the efforts of 
the involved EU agencies and Mem-
ber States.
We also welcome and strongly sup-
port the European Commission’s 
proposal for an expanded relocation 
scheme to better achieve the impact 
that is needed given sustained high 

on frontline EU states as well as in 
neighboring countries currently host-
ing millions of displaced people. Eq-
uitable sharing of relocation among 
EU Member States and increased 
resettlement within and beyond the 
EU Member States must be part of 
the solution.
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While it is clear that a substantial 
proportion of the new arrivals are 
refugees, experience has taught us 
that in order to protect the integrity 
of the international protection frame-
work, status determination systems 
must be put into place to distinguish 
between those who have a genu-
ine need for protection and those 
whose claims for asylum cannot be 
established. For the latter, voluntary 
return to their country of origin will 
be the most appropriate solution, but 
careful planning and implementation 
are necessary for this to be success-
ful and sustainable. Looking ahead, 
it will be necessary to invest in re-
integration programs that will enable 
returnees to rejoin their communities 
of origin.
Some interventions are desirable 
before migrants reach Europe. 
IOM’s Migration Response and Re-
sponse Mechanisms planned for a 
test phase in Niger aims to provide 
operational support to government 
authorities to address complex mi-

-
tion and registration of migrants, and 
support data collection to feed into 
evidence-based policy and program-
ming. Would-be migrants in transit 
countries and migrants already in 
Europe need to be given access to 
information and alternatives, includ-
ing the choice to return home volun-
tarily with reintegration assistance. 
IOM is still planning to establish an 
MRRM pilot facility in Libya, stability 
permitting, as well as exploring the 
feasibility of MRRMs in Turkey and 
FYROM.
Finally, a robust international re-
sponse must rapidly be put into place 

-
erations as well as measures aimed 
at undercutting their business on 
both shores of the Mediterranean, 
recognizing that criminal networks 
operate across regions.
The third priority is a nothing less 
than a paradigm shift in the gover-
nance of migration. However, press-
ing the current humanitarian crisis, 
a response that focuses solely on 
immediate humanitarian and secu-
rity needs without addressing the 
broader picture—the underlying 
drivers of irregular migration; the de-
mand for labor migration at all skill 
levels; the impact of communication 
networks—will be neither effective 
nor sustainable in the longer term. 
Without a long-term vision to guide 
policy and practice and to respond 
to community apprehensions we will 
be trapped in a crisis-mode interven-
tion time warp. The current humani-
tarian crisis should be for us all a re-
minder of the importance of mobility 
has acquired in today’s world. We 
cannot wish this away. We can only 
accept it as part of our contemporary 

of all.
We encourage bold, collective think-
ing and action to develop a truly 
comprehensive approach to the 
governance of migration that will en-
sure that the precious commodity of 
protection is available for refugees, 
but will equally create channels for 
safe and regular migration for both 
high and low-skilled workers and for 

while offering community stabiliza-
tion and development programs to 
reduce migratory pressures.

Regular dialogue with Countries 
of Origin and Transit is critical to 
achieving consensus on these im-
portant matters, addressing the root 
causes as well as the immediate 

represent. The Khartoum and Rabat 
processes should be reassessed 
and, if needed, refocused. The EU–
AU Summit in Malta this November 
is a much-needed dialogue at the 
highest level, and IOM is committed 
to support it, closely working with our 
membership from both regions. We 
will also continue our engagement in 
meetings that can be arranged in the 
context of the UN General Assem-
bly and the Global Forum on Migra-
tion and Development at Istanbul in 
October. (IOM supports, and serves 
as a Technical Secretariat for, some 

-
cesses on all continents.)

Conclusion
With 9000 staff deployed at nearly 
500 sites around the world, IOM is 
already actively engaged on the Eu-
ropean migration crisis in virtually all 
origin, transit and destination coun-
tries. IOM works in close partner-
ship with the EU Commissions and 
Council as well as with most of the 
EU’s 28 Member States, all of which 
are also Member States of IOM. In 
addition, we cooperate and coordi-
nate closely with UNHCR, our tradi-
tional partner for the past 65 years, 
most other UN agencies and many 
NGOs. We stand ready to do much 
more to assist and support you, as 
appropriate, in addressing these 
challenges together.
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To manage systemic global risks, we must manage 
transnational challenges more effectively. The tension 
between the short-term popular pressures on national 
leaders, and the trade-offs needed to balance costs and 

-
-

tion. Current events, from the recent global (and Euro-

and the transformative effects of new technologies, to 

Norms for Constructive  
Coe istence: Challenges  
of Collective Action

boundaries, make it clear that present arrangements are 
unsatisfactory.
No state power can today build a world order on its val-
ues and norms. As the US National Intelligence Council, 
recognized in 2008, in Global Trends 2025, this is both a 
reality and a continuing trend for the foreseeable future: 
“The whole international system—as constructed follow-
ing WWII—will be revolutionized. Not only will new play-
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ers—Brazil, Russia, India and China—have a seat at the 
international high table, they will bring new stakes and 
rules of the game.” 
The rescendence of Asian powers, with deep historical 
reservoirs and literate high cultures, makes challenges 
to the norms of international exchange established over 
almost two centuries of Western dominance, inevitable. 
The normative grip of the West on the world has slipped, 
and the characteristics of a successor regime are still un-
clear. 
The conduct of international relations involves nation 
states pursuing national interests in accordance with 
their values, in an environment in which the interests and 
the values of other states may well diverge. This tension 

accommodates the reasonable interests of all powers. 
Periods of relative peace and stability have been charac-
terized by agreement on the norms constituting the legiti-
mate order in each era, and a balance of power enabling 
the accommodation of the vital interests of each state. 
Hedley Bull observed that a global society must comprise 
“...a group of states, conscious of...common interests and 
common values...conceiv[ing] themselves to be bound by 
a common set of rules in their relations to one another.” 

The challenge is, thus, to clarify the interests and the 
values that nations hold to, on different matters of col-
lective importance, and to negotiate the common set of 
rules that will shape interstate behavior, and our collec-
tive conduct on matters affecting the global commons. 

and manage the tension between short-term national in-
terests and the demands of a coherent global order. Only 

to our time, can we create an anchor the systems of re-
gional and global governance needed to meet the needs 
of our highly connected world. 
This does not require us to deny the diversity of cultures 
and value systems in global society. It does demand 
an honest enquiry into what we hold in common. While 
group identities and cultural differences contribute to the 
richness of humanity, our ability to coexist in an interde-
pendent world requires respect for, and adherence to, 
a certain quantum of universally-accepted norms. The 

and applying them to particular needs at appropriate 
scales, while leaving room for proper expression of the 
diversity of human cultures.

Towards the common good, in practice

Katherine Marshall

Professor of the Practice of Develop-

-

town University, Washington, D.C.

“It is not clear whether our culture 

ledge, rigor, imagination, and humil-
ity to grasp the phenomenon of ISIS. 
But for now, we should admit that we 

(Anonymous, the New York Review 
of Books, August 13, 2015)

Rarely has humankind faced such 
an urgent need to unite around 
common values; still more urgent 
is translating common values and 
goals into something that is work-
able and operational.

common core of human values tran-
scend differences in religion, geog-
raphy, gender, and (to a lesser de-

gree) economic situations. They are 
highlighted in the human decency 
with which many Europeans greet 
refugees and in outpourings of sup-
port following humanitarian crises. 
Inklings of determination to act to 

global discussions. Compassionate 
and sensible responses to catastro-
phe and more serious engagement 

The Solution
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on collective action on global prob-
lems offer convincing evidence that 
the common good and responsible 
stewardship have viable roots. This 
hard core of common ground draws 
on concepts of human dignity that 
encompass both human rights and 
human responsibilities.
Ethical scaffolds are not just ab-
stract and noble visions. They vary 
in level of detail, language, and em-
phasis, but the principles and the 
values on which they are grounded 

-
versal Declaration of Human Rights, 
its many associated covenants, the 
Earth Charter, the Charter of Com-
passion, and the Global Ethic are 
cases in point. People from every 

the golden rule: do unto others as 
you would have them do unto you.
But well-articulated and widely en-
dorsed norms should not mask the 
reality that people are deeply di-
vided in important ways. Contem-
porary violent extremist movements 
are an obvious challenge but there 
are many others. We see divides at 
every level, from fractious families 
to sharply polarized politics to geo-
political tensions. Backlash against 
values long taken for granted (take 
slavery, for example) argue against 
complacency and platitudes.
We should revisit the more robust 
points that Samuel Huntington ar-
gued in his infamous “Clash of 
Civilizations” article of 1993 (the 
most read article ever in Foreign 
Affairs). Are there indeed deep val-
ues clashes that center on, for ex-
ample, understandings of individual 
versus communal rights? Where do 
we agree? Disagree? The troubling 

pattern of questioning women’s 
equal rights, manifest both formally 
(CEDAW reservations, for example) 
and in lived realities of domestic 
violence and rape widely used as 
a weapon of war needs hard and 
wise interrogation. And amidst cel-
ebrations of the September 25 UN 
General Assembly approval of the 
Sustainable Development Goals 
(SDGs) we must ask tough ques-
tions about what implementation 
actually requires. What will address 
gaping inequalities, among, and 
within, nations? What can be done?
The challenges demand complex 
but ordered solutions. This agenda 
draws on robust shared values set 
out in dynamic ethical scaffolds, bol-
stered by evidence-based research 
and experience.

Changing Attitudes
1. Remember education: Education 

is the priority among priorities. It 
offers the most hopeful long-term 
approach to building a commu-
nity of global citizens drawing the 
best from human capabilities and 
potential. Constant vigilance to 
quality, relevance, and wider ac-
cess are essential.

2. Take religion seriously: The in-
sight that religious institutions 
have not, as some had assumed 
or predicted, retreated into pri-
vate space, is a truism but the 
next steps to translate insights 
into wise action lie ahead. At 
which tables will religious leaders 
be engaged and which actors? 
Obvious priority areas for focus 
are global health care (looking 
to the Ebola crisis for one exam-
ple1) and climate change.

1 Marshall, Katherine, and Sally Smith 
(2015). Religion and Ebola, Learning from 

3. Critique and change both old and 
new media: Values and norms 
are not the province of philoso-
phers or religious scholars and 
media is a practical path towards 
action. Traditional media outlets 
investigate, translate, and re-
port. New worlds of social media 
speed communication and can 
propel new relationships.

4. Don’t neglect the arts and hu-
manities: Changes in hearts and 
minds are often best achieved 
through the arts. Prominent ex-
amples are the Fes Festival of 
Global Sacred Music, which 
engaged audiences through 
music combined with creative 
dialogue,2 and powerful use of 
story to alter perceptions.

Solving Con icts, Guarantee-
ing Human Rights
5. Creative leadership: Leadership, 

intellectual and inspirational, is 
always key to changing norms 
and rallying around sound ethi-
cal principles. Mahatma Gandhi, 
Nelson Mandela, Eleanor Roo-
sevelt, and Mother Teresa still 
inspire. Frameworks to harness 
leadership like the Elders Group3 
can work well.

6. Create, maintain, and nurture 
safe spaces: Public debate and 
dialogue are vital tools to bring 
a sense of reality to discussion 
about values; transparency is 
increasingly appreciated and at-
tainable in the Internet age. How-

Experience. The Lancet July 7, 2015. <http://
www.thelancet.com/journals/lancet/article/
PIIS0140-6736(15)61082-0/references>

festival-of-world-sacred-music/>
3 <http://theelders.org/>
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ever, public debate and explod-
ing social media demand private 
discussion in “safe space” where 
complex and unformulated ideas 
can be honed without fear of in-
stant publicity and public reper-
cussions. The question is where 
and how, and who can guarantee 
the safety required.

7. Address lingering bitterness and 
resentments:
to the past and long-standing 
memories of injustice. There are 
good ways to address memories 
(truth and reconciliation com-
missions, creative approaches 
to narrative, justice measures 

-
cant examples of success and 
glaring ones of failure.

8. Respect the human face of en-
gagement: -
sues demands personal engage-
ment and, thus, relationships. 
Changes in attitude on topics like 
racism and prejudice against re-
ligious communities results most 
often from personal contact.

9. Break large problems into man-
ageable segments: Broad frame-
works like the SDGs are obvi-
ously essential but vast problems 
are rarely addressed in one fell 
swoop. The UN Global Compact 
works with business, framing the 
objectives as an effort to create 
“a sustainable and inclusive glob-
al economy that delivers lasting 

-
ties and markets.”4 Focusing like 
a laser on unacceptable levels 
of child and maternal mortality, 
including giving every victim a 
name, could save many lives.

4 <https://www.unglobalcompact.org/>

10. Take gender issues VERY se-
riously: The most contentious 
issues involving human rights 
relate to women’s rights and gen-
der roles. There is formal con-
sensus on equality between men 
and women, but lived experience 
should dispel any complacency. 
Evidence on the economic, so-
cial, and political importance of 
women’s empowerment grows 
by the day. Confront doubters 
with evidence that will convince 
them.

Proper Use of Resources
11. Put inequality at the center: Large 

inequalities within and among 
nations are today unmistakable, 
as is evidence of their negative 
consequences. Action to address 
inequalities and inequity is, how-
ever, not working. Many are not 
convinced, in theory or in prac-
tice. We need better ideas and 
bolder action.

12. Sharpen accountability: Sensi-
ble, sustained, practical account-
ability systems discipline good 
intentions. The Social Progress 
Imperative (SPI)5, for example, 

and a dashboard approach that 
measures social dimensions of 
country and subnational man-
agement. There are a plethora 
of indices around (indeed Robert 

-
lated to governance6), breeding 
confusion and overlap, but that 
should not obscure the need for 

5 <http://www.socialprogressimperative.
org/>
6 Rotberg, Robert (ed.) (2015). On Gover-
nance: What it is, what it measures and its 
Policy Uses. Waterloo, Canada: Centre for 
International Governance Innovation.

meaningful indices and proac-
tive use. Good indices are key to 
making the SDGs work.

13. Confront corruption on all fronts: 
The reality and perception of wid-
ening corruption and impunity is 
a leading grievance. We know 
how to measure corruption and 
how to address it. It should be 
a central, integral, and action-
packed part of efforts to counter 
violent extremism and to move 
towards better governance.

14. Use naming and shaming mea-
sures well: Competitive ranking 
have important roles. The Trans-
parency International Corruption 
Perceptions Index7 goads coun-
tries to act on corruption, and the 
World Bank Doing Business In-
dex8 to address silly bottlenecks. 
Judicious use of such tools builds 
on common values and exposes 
gaps between rhetoric and be-
havior.

15. Technology can be an asset: 
-

ture of contemporary globaliza-
tion, speeds change and modi-

or a blessing. Using its power 
for good, in intelligent, creative 
ways, is vitally important, for ex-
ample, on power, medicine, and 
encouraging citizen engage-
ment.

7 <http://www.transparency.org/cpi2014>
8 <http://www.doingbusiness.org/rankings>
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Much of the recent public debate on international devel-
opment has revolved around the Millennium Develop-
ment Goals (MDGs), which are due to expire in 2015. 
Negotiations on a new set of Sustainable Development 
Goals (SDGs) are now under way. While the MDGs had 
a rather narrow focus on key issues of human develop-
ment such as income, poverty, basic health, and edu-
cation, the scope of the SDGs is much broader. The 
SDGs follow up on the previous poverty-oriented goals 
which have not been met completely, but they then also 
include distributional considerations as well as environ-
mental objectives such as the protection of oceans and 

sustainable development paradigm, which renders them 
conceptually appealing. At the same time, the SDG list 
is extremely long, comprising 17 goals broken down into 
169 subgoals (so-called targets) as compared to the 8 

Putting the SDGs to Work

MDGs with their 21 targets. This new complexity may 
pose a risk to the popularity and realization of the new 
development goals, given that the MDGs’ appeal to a 
wider audience also originated from their catchy simplic-
ity and measurability.
The overarching question of this GES session is, un-
der which conditions will the SDGs have the potential to 
shape the international development dialogue in a way 
similar to how the MDGs did over the previous15 years. 

when it comes to actually implementing the SDGs: (i) 
what lessons are to be learned from the experience with 
the, MDGs and by whom?; (ii) will it be necessary to set 
priorities among the many goals and targets, especially 
where trade-offs between them are to be expected (e.g., 
prioritizing poverty reduction over environmental protec-
tion)?; (iii) how can the SDGs be operationalized so as to 
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render them a useful yardstick for development policy?;  
-

tween national governments and the international com-

munity?; and (v) what contribution can business and civil 
society make to help implement the SDGs?

Desert2Eden—Integrated restoration and development of arid 

regions to address the Sustainable Development Goals (SDGs)

Christian Berg

Conference Speaker

Ever since the conception of “sus-
tainability” as a guiding paradigm 

it is to integrate social, ecological 
and economic aspects—because 
of their complex interrelations and 
trade-offs. The same applies to the 
Sustainable Development Goals 
(SDGs). None of these 17 sub-
stantial and worthwhile goals can 
responsibly be rejected. However, 
two critical questions have to be 
asked: How can they be achieved 
and how do they interplay with one 
another, are there trade-offs be-
tween them? Any measure trying to 
address (only) one single SDG runs 
the risk of counteracting others, and 
the more we focus on operational 
details, the more we lose the greater 
context. I think it is therefore promis-
ing to work with scenarios, to design 
stories, to envision a rich, complex 

which the SDGs were realized. Such 
visions would have the potential to 
combine several SDGs and sketch a 
comprehensive picture which allows 
seeing the whole system and focus-

ing on the interrelations and larger 

point to trade-offs between certain 
SDGs (1.), I will then explain why 
some SDGs should be considered 
as foundational because neglecting 
them would threaten the realization 
of all others (2.). Thirdly, I will sketch 
a vision, which has the potential to 
address several of the foundational 
SDGs at once (3.) before I conclude 
with some remarks on the SDGs ad-
dressed (4.).

1. Background—Trade-offs be-
tween SDGs

There are serious concerns about 
trade-offs between certain SDGs. 
The realization of some SDGs might 
impede the achievement of others. 
For example, the increased demand 
for biomass (which is implicit in goals 
2, 7, 12, 15) “cannot be met sustain-
ably,” as a recent study on the SDGs 
concluded (IASS, 2015: 4), because 
this would imply substantial eco-
logical damages. Biomass is not just 
any quantity. If we fall short of bio-
mass production, the feeding of hu-

mankind is at risk—and before that 
will occur, more natural habitats will 
be converted to arable land, which 
will most likely imply ecological di-
sasters and impede other goals 
(e.g., halt biodiversity loss, SDG 15). 
Already today up to 40% of arable 

-
cation and soil erosion continue, hu-

climate change diminishes, since 
every year 20–50,000 km² of land 
are lost due to erosion (UNEP, 2007: 
95) and the CO2 released from soil 
adds up to the range of 100 Gt (FAO 
2009b, 8). Land consumption con-
tinues, and even in countries like 
Germany every day 70 ha of land is 
consumed (Destatis, 2014: 14).
Median crop yields will fall by 2% 
every 10 years for the rest of the 
Century (UNCCD, 2014a: 5). At the 
same time, the global crop demand 
will increase by 70% until 2050 
(FAO, 2009: 2). How can such a de-
mand for an ever growing population 
be met—a demand which is not only 
increasing due to population growth 
but also to changing diets?

The Solutions
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Open space for additional arable 
land can hardly be found. On the 
contrary, during the last 40 years 
nearly one-third of the world’s arable 
land has been lost due to erosion 
and continues to be lost at a rate 
of more than 10 million hectare per 
year (UNCCD, 2014b: 7). 
The agricultural production cannot 
be increased much further, since 
fertilizers, monocultures, and soil 
erosion take their ecological toll al-
ready. The metabolic cycles of phos-
phor and nitrogen have passed the 
limits of the safe operating space 
and reached or even transgressed 
their planetary boundaries (Rock-
ström, 2009: 474).
Irrigation, even today accounting for 
70% of fresh water consumption, 
might allow increasing the yields in 
some developing regions. These are 
often arid regions, however, which 
will face continuous increase of wa-
ter scarcity in the future. 

2. What would be needed? 
Foundational SDGs

Water, food, and energy are neces-
sary preconditions for any human 
life. If just one of them is missing, no 
other SDG will be achieved. There 
will be no chance to end poverty 
(SDG 1), to end hunger (SDG 2), 
to ensure healthy lives (SDG 3), 
education (SDG 4) and to achieve 
gender equality (SDG 5) if the most 
basic needs cannot be met. Since 
food can only be produced by ter-
restrial and /or marine ecosystems 
their conservation has utmost im-
portance. Since climate change, in 
turn, is impeding these very ecosys-
tems, it will have to be combated ef-
fectively as well in order to secure 
food supply.

Therefore, I see the SDGs 6 (water), 
7 (energy), 14 and 15 (conversation 
of marine and terrestrial ecosys-
tems) and 13 (climate change) as 
precondition for any achievement 
of the others. I will call them foun-
dational SDGs because they lay 
the foundation on which all other 
SDGs have to build. Progress in 
their achievement is needed lest 
the whole concept of SDGs would 
be futile. That does by no means di-
minish the importance of the others, 
but only if water, food, and energy 

the people of the world, there is a 
chance to tackle the other SDGs at 
all. Healthy lives won’t be reached 
without water, food, and energy.
Therefore, I see great potential in 
addressing the supply of water, 
food, and energy—going hand in 
hand with the protection of the eco-
systems and the combat of climate 
change.

3. Proposed solution
The solution proposed is an inte-
grated restoration and development 
of arid regions, which cover 41% of 
terrestrial landscape and accommo-
date one third of humanity (UNEP, 
2005: 1). It follows a threefold agen-
da:
1. Restore and rehabilitate eroded 

land and regain it for biomass 
production 

2. Utilize the high solar radiation 
these areas often exhibit for pro-
duction of renewable energy 

3. Turn both previous objectives 
-

op infrastructure and industrial 
ecology parks

3.1 Restore and rehabilitate erod-
ed land and regain it for biomass 
production
In light of the abovementioned de-
velopments which bring pressure on 
an increased food production (soil 
degradation, water scarcity, etc.), 
measures of sustainable biomass 
production and sustainable land 
management should be sought. A 

International Resource Panel is that 
“[l]arge areas with degraded soils 
are in need of restoration and bet-
ter land use planning would help 
to avoid building activities on fertile 
land.” (UNEP, 2014: 8) Two most 

would be the potential for biomass 
production and for carbon seques-
tration. “Soil represents the earth’s 
largest carbon sink that can be con-
trolled and improved—larger even 
than forests.” (FAO, 2009: vii) For 
good reasons the UN has declared 
2015 to be the year of the soil and 
wants to “strengthen initiatives in 
connection with the SDG process” 
(FAO, 2015). The potential for re-
storing degraded land is huge: “2 bil-
lion hectares of degraded land have 
the potential for land rehabilitation 
and forest restoration.” (UNCCD, 
2014a: 13)
Restoration of ecosystems in cur-
rently desertlike regions will also 
have positive impact on several 
other domains like biodiversity, local 
hydrologic cycles, income of rural 
population and potentially even on 
microclimates. There are impressive 
showcases of restoration projects in 
different regions like China, Austra-
lia, or Sub-Saharan Africa. In Israel 
it could be demonstrated that soil 
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less for land under sustainable land 
management compared to farms us-
ing conventional agricultural prac-
tices (UNCCD, 2014a: 13). In Niger, 
land productivity improved and the 
water table rose by 14 meters after 
15 years of rehabilitating degraded 
land using water harvesting tech-
niques (ibid.).
In just a few years’ time grass, rooted 
plants and even trees have restored 
ecosystems in formerly completely 
desertic areas. An extensive use of 
these areas can well be sustainable, 
if traditional techniques are applied 
which have been used for hundreds 
of years—especially traditional 
forms of nomadism with their pasto-
ral economy or forms of conserva-
tion agriculture which addresses the 

-
madic herds can yield higher returns 
per hectare than livestock farms and 

of agriculture (HBS, 2015: 56).
Some water is needed in the begin-
ning, but over time the local hydro-
logical cycles can be revitalized, as 
impressive examples have shown. 

again, the roots and texture can 
hold water, rain does not evaporate 

gain, since most of the water on 

away. The restoration issue is a wa-
ter issue.
Although some lighthouse projects 
demonstrate impressive results, 
there is a lot of education and per-
suading needed that such invest-
ments pay-off—not only in the long 
run but also mid term. This “short 
termism” does often not allow to 
invest in such projects on a larger 
scale (IASS, 2015: 14), although the 
rate of return of grassland restora-

tion is among the highest for differ-
ent ecosystems and goes up to 80% 
in the long run (WBGU, 2011: 40).

3.2 Utilize high solar radiation for 
production of renewable energy
The second motivation of turning to 
the arid regions and deserts is the 
exploitation of the abundant poten-
tial for renewable energy production. 
Highest values of solar radiation 
and/or substantial potential for wind 
energy are typical for many arid re-
gions. In just six hours the deserts of 
the Earth receive the same amount 
of energy than humanity consumes 
in an entire year—a comparison 
used by the DESERTEC Founda-
tion (DGCoR, 2011). Whereas the 
public discussion has often focused 
on the energy supply for the “North,” 
the DESERTEC Foundation itself 
elaborates on the great potential 
for the arid regions themselves, for 
economic growth, job creation, or 
desalination of sea water (DGCoR, 
2011: 70).
Water scarcity is, of course, a se-
vere issue in most arid regions. Sau-
di Arabia, for instance, is using 1.5 
million barrel of oil every day for de-
salinating sea water (DGCoR, 2011: 
64), which is more than half of Ger-
many’s daily oil consumption—just 
for desalinating sea water! One third 
of the country’s water consumption 
is desalinated sea water. However, 
the population is growing, the de-
mand is increasing and scarcity get-
ting more severe. By 2050 the per 
capita availability of potable water 
in the MENA states will be cut into 
halves (ibid., 62). The water issue is 
an energy issue.
With enough renewable energy 
available, desalination would have a 
much lower footprint. Water, in turn, 

will be needed for restoration of de-
graded land, and both sustainable 
land management and energy pro-

-
ment of infrastructure.

3.3 Develop infrastructure and 
design industrial ecology parks
Abundance of energy supply can 
be a cornucopia for further devel-
opments. In today’s world energy 
is the basis for almost everything. 
The Gulf region demonstrates what 
is possible if energy is abundant 
(e.g., Dubai). However, this abun-
dance is currently based on oil, and 
the oil supply rates are stagnating 
or decreasing. Similar abundance 
of renewable energy is possible, 
however. Even today the prices for 
some renewable energy technolo-
gies have become competitive and 
will get even more attractive with de-
clining fossil reserves (cf. Al-Riffai, 
et al., 2015: 7717). To ensure the 
long-term prosperity of these re-
gions, a share of the oil dollars could 
be invested into renewable energy 
production and infrastructure devel-
opment.
The abundance of renewable energy 
could give rise to “soft industrializa-
tion” processes, for manufacturing 
and /or construction of power plants, 
for operations and maintenance ser-
vices, for trading intermediates, etc. 
Education systems will be needed to 
train technicians and engineers, re-
search and development in related 

transmission, etc. can help building 
up skills and create additional high 
value services. Altogether, renew-
able energy production in MENA 

-
cant positive employment effects” as 
a 2014 study on Egypt and Marocco 
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concluded (Calzadilla, et al., 2014: 
22).
Utilizing solar energy can also help 
greening established industries. In-
dustrial ecology parks seem to be 
particularly suitable in light of scarci-
ty of natural resources, since they re-
alize the idea of a closed loop value-
added process, in which the waste 
of one company is being used as re-
source for another one. Cement pro-
duction, for instance, already taking 
place in several MENA states and 
with a heavy carbon footprint1, could 
be designed much more environ-
mentally friendly. Process heat from 
solar radiation could reduce the car-
bon emissions during the synthesis 
which requires high temperatures. 
The cement production process re-
leases CO2, which could be seques-
trated. This sequestrated CO2 could 
then be used for the synthesis of 
renewable hydro carbons, since hy-
drogen, generated by solar power, 
could be synthesized to methane if 
combined with sequestrated carbon 
dioxide, which can be exported by 
tankers and pipelines as today. The 
cement, in turn, might be used for 
concrete production. Concrete, basi-
cally made out of sand and cement, 
has been proven as a cheap base 
material for heat storage facilities—
which are necessary for around-the-
clock availability of energy. In a simi-
lar way entire new industry sectors 
might evolve over time for industries 
with a high demand for process heat 
and energy.
While industrialization will imply a 
sectoral shift and create more jobs 
in manufacturing and high-skilled 
1 Due to the energy and process heat need-
ed and the CO2 released during the synthe-
sis.

services, the combination with res-
toration of degraded lands does also 
address the lower skilled labor mar-
ket (cf. Al-Riffai, et al., 2015: 7731).
If land is being restored where this 
is feasible, and energy produced in 
areas where restoration is not pos-

for infrastructure—roads, wires and 
pipes for electricity, water. With a 
gradually successful restoration of 
natural ecosystems, even housing is 
conceivable (e.g., for maintenance 
workers, shepards, etc.), services 
for education and health, etc.
Infrastructure development, which 
would go hand-in-hand with the res-
toration activities and the “soft de-
velopment” by renewable energy, 
will trigger positive feedback mecha-
nisms and will create further jobs 
and economic growth.
The development of infrastructure, 
in turn, has a positive effect on eco-
nomic development in general, and 
on food security in rural areas in 
particular (IAASTD, 2008: 6). If there 
were concerted programs for such a 
“soft development” of rural areas, 
entire new processes of value cre-
ation and infrastructure develop-
ment can be conceived which would 

size.

4. SDGs directly affected by 
the proposed solution

Restoration of degraded land does 
directly address SDG 15 and 13, 

-
ible (often after a few years already), 
an extensive agricultural land usage 
(e.g., pastoralism) will also contrib-
ute to food security (SDG 2), sus-
tainable economic growth (SDG 8) 
and poverty reduction (SDG 1).

Energy production is directly ap-
proached by SDG 7—combined with 
desalination of sea water (where 
possible) this would also support 
SDG 6.
Finally, infrastructure development 
and sustainable industrialization and 
innovation (heat storage blueprints!) 
relates to SDG 9, but it does also 
have the potential to strengthen the 
means of revitalizing the global part-
nership for sustainable development 
(SDG 17), since such projects can 
only be achieved with the smartest 
approaches, the best knowledge, 
and the needed localization of the 
concept to the concrete needs on 
site.
Only the direct effects of such proj-
ects have the potential to address 9 
out of 17 SDGs, i.e., more than 50% 
of them. It can well be argued that 
other SDGs will also be followed. 
For instance, the inequality between 
the nations will decrease once there 
is a real potential for economic de-
velopment in arid regions.
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Achieving the SDGs by tackling inequality
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Executive Director, Oxfam 

Deutschland

Clearly the SDGs address several 
shortcomings of the MDGs: they 
seek to eradicate—not just reduce—
extreme poverty. They address sys-
temic change which the MDGs failed 
to do. And they oblige all countries to 
achieve them—not only the Global 
South. No doubt, the new Sustain-
able Development Goals are ambi-
tious on paper—and they could be 
historic in their impact.
However, they cannot be achieved 
by “Business as Usual.” System-
ic change requires strong policy 
change. The SDGs put the right 
topics on the agenda—for example, 

-
ity (SDG 10) it won’t be possible 
to eradicate poverty and meet the 
SDGs until 2030. Recent World 
Bank projections suggest that with-
out measures against inequality, 
even taking into account optimistic 

assumptions about global growth, 
200 million people will be trapped 
in extreme poverty by 2030 unless 
poor people’s incomes grow faster 
than those of the rich. Whilst we saw 
poverty levels reduced by one billion 
between 1990 and 2015, still 836 
million people live on less than 1.25 
US dollar a day—rising inequality in 
many countries prevented greater 
progress.
The challenge is to develop policies 

from economic growth. Experience 
shows that, despite some progress 
in, for example, China, there is no 
automatic trickle-down effect that 
lets the poorest take advantage of 
growth. At the same time, we have 
to overcome isolated growth-based 

into account planetary boundaries 
and the need to develop alternative 

economic models in a resource-con-
straint world.
So what to do? Closing the gap be-
tween the rich and the poor is one 
of the answers. We live in a world 
in which one percent of the popu-
lation owns as much as the rest of 
the world combined. 80 people have 
accumulated as much wealth as the 
poorer half of the world’s population 
(around 3.5 billion people). This is 
inacceptable. In other words: We 
need redistributive policies to wel-
come the richest people back in 
touch with the rest of society.
Policies must involve measures 
to ensure tax justice. This means 
clamping down on corporate tax 
dodgers that cheat developing 
countries out of billions of dollars 
each year, and making multinational 
companies pay their fair share of 
tax in all the countries where they 
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do business, as well as introducing 
more progressive taxation that al-
lows richer parts of society to pay 
their fair share. Additional revenues 
must be invested in public services 
so that all citizens have access to 
good education, health care and 
social protection, which have been 
proved to be strong weapons in the 

-
ity. And it is indispensable to ensure 
decent jobs with decent wages. The 
private sector is key in this regard. 
Whilst it of central importance to 
build-up public systems in areas 
as health and education to ensure 
services will provided for all, private 

SDGs—especially when it comes to 
large-scale job-creating infrastruc-
ture projects (roads, railways, tele-
communications). A prerequisite for 
private sector engagement is to put 
in place proper checks-and-balanc-
es to ensure these activities work 
in the public interest and safeguard 
people’s rights.
The main responsibility for introduc-
ing these policies is with the gov-
ernments, as they are the decisive 
drivers of development of their re-
spective countries. However, tak-
ing into account the huge challenge 

many developing countries face with 
regard to achieving the SDGs, a true 
Global Partnership, as envisaged in 
SDG 17, has to be established, and 

-
nancing for the SDGs as well as a 
balance in negotiation power be-
tween industrialized, emerging, and 
developing countries.

international community, e.g., the 
-

meeting the 0.7% of GNI aid target 
as soon as possible. Furthermore, 
the international community has an 
important role to play in setting the 
right international rules to increase 
domestic resource mobilization in 
developing countries, for exam-
ple, by setting fair international tax 
rules. For this to happen, develop-
ing countries need an equal say in 
international tax negotiations to put 
their issues on the agenda, but so 
far deals are only made in exclu-
sive clubs such as the OECD or the 
G20, and not the UN. Just recently, 
at the Financing for Development 
Conference in Addis Ababa, nearly 
all industrialized countries refused 
the G77 call for an inclusive UN tax 
body. It shows that a true Global 

Partnership is far away from being 
a reality.
It is one of the main tasks of civil so-
ciety actors to further demand a fair 
global partnership and comprehen-
sive action against inequality, show-
ing injustices in the current system, 
and to hold governments to account 
with regard to the implementation of 
the SDGs. Both, CSOs in poor and 
rich countries, have to demand vi-
able and ambitious national action 
plans that foster the achievement of 
the SDGs at home and abroad, they 
have to participate in national SDG 
policy dialogues and monitor SDG 
processes in their countries. As the 
SDG agenda aims at “leaving no 
one behind,” this requires especially 
the participation of the most vulner-
able and marginalized people so 
they can claim their rights. Women 
must be central to realizing these 
goals, while at the same time the 
concentrated power of vested inter-
ests must be challenged and those 
interests held more accountable by 
governments and citizens.
We can eradicate extreme pover-
ty—but, to do this we must tackle 
the growing gap between the richest 
and the rest.

Sustainable development goals—A chance for a real transition!

Barbara Unmüßig

President, Heinrich Böll  

Foundation

The Sustainable Development 
Goals (SDGs), which passed the 
UN in September 2015, represent 
a new frame of reference for the 

international community aiming at 
reducing social inequality and pov-
erty worldwide and respecting the 
biophysical and atmospheric plan-

etary boundaries. What now ex-
ists is negotiated multilaterally and 
shows what is currently possible in 
the multilateral context—quite a lot, 
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but by far not enough to stop climate 
change, the loss of biodiversity or to 
address the root causes of inequal-
ity and poverty. The SDGs are way 
better than the Millennium Devel-

where the 1992 Earth Summit has 
already been: bringing issues of jus-
tice, poverty reduction and environ-
mental as well as social sustainabil-
ity together. More: these goals shall 
be applied universally. Finally, not 
only the governments of the South 
are challenged, but also the North-
ern hemisphere.
It is time now that the SDGs will be 

discussions are going on regarding 
how to monitor and report on prog-
ress made at the national, regional 
and global levels, a major element 
that must be considered is how to 
translate global goals and targets 
to state-level action. How can the 
SDGs be implemented in countries 
like Germany?
First, national plans will need prioriti-
zations and need to focus on certain 
parameters which can make a sys-
temic change. 17 goals and 169 tar-
gets need to be analyzed on how a 
real transition can be enforced. The 
goal 10 “reduce inequality within 
and among countries” and the goal 
13 “take urgent action to combat cli-
mate change and its impacts” could 
be seen as the most essential goals 
for the implementation of the SDGS 
universally to achieve a social and 
economic transition. Curbing global 

warming, sustainably shaping the 
“Great Transition” for a post-fossil-
fuel economy in a socially just man-
ner, progressively achieving greater 

-
cial protection policies, redistributing 
wealth, curtailing the consumption 
of resources, effectively combating 
poverty and hunger, preventing and 
peacefully resolving wars and con-

political and social negotiation pro-
cesses should be geared at global, 
regional and national level.
Second, isolated and sectoral po-

has therefore long since reached its 
limit. Coherent and transdisciplinary 
policies are needed more than ever. 
National Action plans therefore need 
to make all branches of government 
responsible for implementing the 
SDGs and not only the development 
department. Issues such as climate 
change, migration and food security 
are directly linked and policies need 
to focus on their interdependency.
Third, the SDGs do not touch the 
rules of the global economy, but 
the national action plans can take 
the private sector into account. This 
would be an important sign to make 
the business world accountable for 
the implementation of human rights 
in the private sector. It could lead 
to a radical change. Many private 
sector actors reject limits of emis-
sion or limits of the consumption of 
resources. It is the majority of the 
economic and political elites world-

wide who do not agree on a trend re-
versal to move away from “business 
as usual.” The private sector rather 
wants no political guidelines. Even 
more, the call for less environmental 
and social standards is louder than 
ever. They are considered to be an 
obstacle to investment and trade. 
In Germany, hence, National Action 
Plans could set a sign by enforc-
ing rules for the private sector and 
implementing principles for Human 
Rights and Business.
Fourth, the implementation of the 
National Action Plans needs to be 
observed. Therefore, we need an 
alert civil society which takes their 
watchdog function and their role as 
public opposition seriously. In many 
countries, the emancipatory role, the 
role as a countervailing power or as 
a watchdog of policies of govern-
ment and international organizations 
is dramatically shrinking due to so 
called NGO laws and by discrimina-
tion and criminalization of civil soci-
ety organizations’ (CSO) activities. 
Governments should guarantee ba-
sic rights such as the right of assem-
bly, freedom of speech and opinion, 
etc.
The SDGs can only become suc-
cessful if the civil society stays alert 
and if governments take the univer-
sality of the goals seriously, radically 
change certain systemic parameters 
in their respective countries, and 
make the private sector responsible.
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The SDGs need implementation plans and science  

should play a more signi cant role

Joachim von Braun

Director, Center for Development 

Research, University of Bonn

The SDGs need Implementa-
tion plans 
The SDGs require local ownership 
globally. The SDGs need implemen-
tation planning, which gives them 

-
try contexts, with accountability, and 
an ambitious but not unrealistic time 
schedule. Otherwise the SDGs will 
not serve their purpose to accelerate 
achieving sustainable development 
pathways. The three dimensions 
of sustainability—social, economic, 
ecological—are the conceptual ba-
sis. They remain critical for a bal-
anced agenda.
Implementation plans need be de-
signed by national governments, 

accountability. The should entail the 
actual mobilization of actions, and 
that is not just the mobilization of the 

mobilization of the governance and 
political actions for peace and secu-
rity, mobilization of science, and of 
behavioral changes of people, and 
of stakeholders.
While partnership may be important 
for elements of goal achievement, 

banking on partnership alone may 

need Ordnungspolitk, i.e., the func-
tioning of markets, competition in 
corporate sectors and across seg-
ments of civil society is needed, too. 
And the role of states is essential for 
much of public goods delivery. Ob-
viously, sound data are needed for 
independent monitoring of goal and 
target achievements.

A signi cant role for science 
to achieve SDGs
Science should be considered an 
instrument, not a goal, to facilitate 
progress with the SDGs and to ra-
tionalize trade-offs between goals. 
For some SDG agenda items re-
search is mentioned, such as to 
increase investment in agricultural 
research, research and develop-
ment of vaccines and medicines 
for the communicable and noncom-
municable diseases that primarily 
affect developing countries, access 
to clean energy research and tech-
nologies, and 
upgrade the technological capabilities 
of industrial sectors. The international 

science community has not engaged 
enough with the UN process to 
bring the essential role of research 
into the SDG discourse. In view of 
the fundamental challenges for hu-
man development, sustainable use 
of natural resources, and protection 
of nature, sustainable development 
without science and science-based 
rethinking of given production and 
consumption patterns will not be 

-
rangements are needed that facili-
tate emerging economies and low 
income countries’ access to science 
capacities in the richer world, while 
they must also scale up their own 
science spending and proceed with 
science policy reforms. An SDG sci-
ence policy agenda of industrialized 
countries and emerging economies 
must be developed, based on mu-
tual respect, considering countries’ 
interests, and comparative advan-
tages. For instance steps taken by 
European Union and African Union 
with such consultations can be con-
solidated and focused on selected 
SDG related science issues.
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How can the communities of people around the globe be 
induced to become more caring, not just within the social 
groups from which they derive their identities, but also 
across these groups? As the world’s problems—from cli-

reach, how can people’s domain of altruism be extended 
accordingly? What concrete steps can be taken across 
countries and cultures to strengthen the bonds of coop-

Re exivity: The Interplay  
between Caring Decisions  
and Caring Societies

These questions may be addressed at various levels: 
(1) Education and training: Can altruistic dispositions 
be promoted through the provision of the appropriate 
contemplative techniques in schools, universities and 
workplaces? (2) Social settings at school and work: 
Can people be induced to support one another through 
the design of social settings that call for teamwork and 
cooperation rather than competition in educational and 
workplace assessment? (3) Does a caring society re-
quire restrictions on advertising, public esteem for caring 
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Caring Decisions and Caring Societies

initiatives and public censure of extreme status seeking 
behaviors? (4) To what degree does social cooperation 

rules governing the use of collective goods, clear sanc-
tions for rule breaking and rules governing behavior in 

Culture and the formation of (in)ef cient conventions

Karla Hoff

Co-Director, World Development 

Report 2015, The World Bank

The problem
There is strong evidence to suggest 
that institutions are a key determi-
nant of countries’ economic success 
(Acemoglu and Robinson, 2013). To 
succeed, an economy must resolve 
coordination problems: for example, 
common respect for property, com-
mon level of effort under “weakest 
link technology,” and broad willing-
ness to sanction rule violations. Par-
ticular coordination problems that 
Indian villages need to also solve 
include common rules for drain-
ing waste water to keep dirt roads 
passable, and for common planting 
times to reduce the risk of damage 

predators.
To solve coordination problems 
standard economics suggests cre-
ating enforceable laws and rules or, 
where they already exist, increasing 
the penalty for violating them and 
the probability of detection.
But many social scientists show that 
law is far less important than is gen-
erally thought. For example, laws 
that violate conventions are often 

-
son 1991).
Despite this, relatively little is known 
about how conventions are formed. 
One way of better understand-
ing how they emerge is to capture 
stylized snapshots of convention 
formation in experimental games 

other kinds of experiments provide 
a way to test hypotheses about 
why groups succeed and fail in es-

this discussion, we will consider an 
experiment in north India aimed at 
investigating the roots of dysfunc-
tional conventions in caste-based 
society. Dysfunctional conventions 
are a big problem in north Indian vil-
lages, which makes this area a good 
place to explore this question.

The solution
The Stag Hunt game is viewed 
as the most appropriate game for 
studying the social contract (Sky-
rms, 2003). In this game, an indi-
vidual can choose:

low return, regardless of what his 
partner does; or

b) To contribute to a collective en-
deavor (called “hunting a stag” 
in a parable of Rousseau) and 
earn a high return if his partner 
also contributes to the collective 
endeavor, but suffer a loss if his 
partner does not. We call the loss 
the “loser’s payoff.”

Earlier experiments found that in 

a tractable coordination problem. In 
-

tion emerges after only three peri-
ods of the iterated game.
Caste is a prominent feature of so-
cial identity in India. We drew men 
from systematically selected house-
holds in high and low castes in north 
India (Brooks, Hoff, and Pandey, 
2015). We formed all three pos-
sible kinds of pairs: HH (high-caste 
partners), LL (low-caste partners), 
and HL (a high-caste man paired 
with a low-caste man). Players were 
anonymous; they knew only that 
their partner was a high-caste or a 
low-caste man in their village. They 

-
-

other. We expected that the problem 

The Solutions
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convention would arise only in HL 
pairs. The problem would arise, we 
believed, because of the vast gap in 
status, which would reduce trust and 
empathy.
However, what we found was entire-
ly different: LL pairs are quite good 

-
vention, whereas HH are quite poor, 
and HL are in between. Only a mod-
est caste difference, however, exists 
in the initial period.
Why are the high castes less capa-

To investigate this, we ran regres-
sions. We evaluated how player’s 
experience in the previous round 
affected their choices in the given 
round. We found just one history 
for which the behavior of high-caste 
and low-caste men diverges: after a 
high-caste player receives the los-
er’s payoff. A player in an HH pair is 
41% less likely than a player in an LL 
pair to continue to hunt stag if in the 

the player received the loser’s pay-
off.
We hypothesized that the culture of 
honor of the high caste is the reason 
for this divergence in behavior. In 
the culture of honor, a man’s honor 
is among his most valued posses-
sions. Anthropologists report that 
this culture is much stronger among 
high castes than low castes. It is part 
of the code that a slight to one’s pres-
tige should be avenged. Honor has 

-
serve one’s status in one’s own eyes 
and in the community (Mandelbaum, 
1993). In order to test this hypoth-
esis more directly, we conducted a 
follow-up experiment. We presented 
another sample of high- and low-
caste men in north India with vi-
gnettes (each respondent was given 

two vignettes). In a typical vignette, 
a man A takes an action (such as 
digging a canal or letting his cattle 

man B. When B meets A, he badly 

vignettes that a much higher fraction 
of high-caste respondents than low-
caste respondents think that beating 

The culture of honor is widespread 
and a cause of violence in many 
places—in ghettos in Chicago 
(Heller et al., 2015), among dispu-
tants over land in Liberia (Blattman 
et al., 2014), and among disruptive 
poor boys in Montreal (Algan et al., 
2014). As recently reported, “‘Main-
taining one’s status and credibility 
and honor, if you will, within that peer 
community is literally a matter of life 
and death,’ said Milwaukee’s police 
chief” (New York Times 9-2-15). In 
all three instances cited at the be-
ginning of this paragraph, there has 
been success in sharply reducing 
violence and in increasing coopera-
tion though interventions that either 
socialized individuals by letting them 
interact with cooperative individuals, 
or that caused men to recognize the 
risks of “thinking automatically” and 
responding with hostility to an am-
biguous situation, in contrast to the 

-
eratively” and seeing whether the 
situation might be a positive-sum 
game. In all three cases, interven-
tions were able to change the way 
that the men and boys interpreted 
a challenge—to not see it always a 
threat but sometimes as an opportu-
nity for cooperation—and as a result 
reduced violence and increased co-
operation.
These are some of the issues that 
this session will discuss to shed light 

on the use of games and experi-
ments to understand the psychologi-

-
come them.
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From training the mind and heart towards a more  

caring society: Lessons from and implementation  

to the ReSource Project

Tania Singer

Director of the Department 

of Social Neuroscience, Max 

Planck Institute for Human  

Cognitive and Brain Sciences

Modern society has made tremen-
dous progress towards a more 
peaceful and democratic develop-
ment, increased health, and subjec-
tive well-being, yet, it is also char-
acterized by new economic and 
environmental crises, increasing lev-
els of stress- and depression-related 
diseases, marked individualism and 
egoism. To solve these problems, 
new approaches are needed that 
could impact policy change towards 
better mental health, increased 
global cooperation and responsibil-
ity, and mutual understanding. Such 
changes can be either achieved 
through changes in institutional de-
signs and rules, or by changes with-
in each individual.

psychology and neuroscience have 
begun to provide the appropriate so-
lutions to such problems and steered 
towards developing secular mental 
training programs based on adapted 
meditation techniques from the East 
and mental training exercises from 
Western Psychology. Many of these 
usually 8-week long secular mental 
training programs focus on stress-
reduction through mindfulness 
training such as MBSR or relapse 
prevention of depression such as 
MBCT (Kabat-Zinn, 2003; Teasdale 
et al., 2014; Williams et al., 2000) 

or the cultivation of social compe-
tencies, prosocial motivation, and 
compassion (Singer and Bolz, 2013; 

suggest that such programs may 
have the potential to increase men-
tal and physical health on individual 

-
opment of important social skills, 
prosocial motivation, and coopera-
tion on a larger scale (Bornemann et 
al., 2015; Engen and Singer, 2015; 
Kanske et al., in press; Klimecki et 
al., 2013; 2014; Leiberg et al., 2011; 
Lumma et al., 2015; McCall et al., 
2014; Singer and Klimecki, 2014).
The ReSource Project is a unique 
large-scale longitudinal study on the 
effects of a newly developed sci-
ence-based secular mental training 
program over a period of 9 months 
on well-being, brain, health, and be-
havior. The project was funded by 
the European Community’s Seventh 
Framework Program (FP7/2007-
2013/ ERC Grant Agreement Num-
ber 205557) and the Max Planck 
Society and carried out at the De-
partment of Social Neuroscience 
of the Max Planck Institute for Hu-
man Cognitive and Brain Sciences 
in Leipzig, Germany (Singer et al., 
2015).
On the basis of a multimethod re-
search program including a large 

sample of different measures (e.g., 
questionnaires, psychological com-
puter tasks, virtual reality tasks, 
brain imaging, game-theoretical 
paradigms, hormones, immune-
markers, etc.) the ReSource Project 
aimed at investigating the effects of 
such daily training on attentional, 
cognitive, and affective function-
ing, plasticity of the brain, the auto-
nomic nervous system, but also on 
subjective well-being, health, stress 
responsivity, social intelligence, 
emotion-regulation, and prosocial 
behavior and cooperation.
The ReSource Training Program is 
secular in nature, so that it can also 
be integrated in various contexts 
such as schools, politics, or busi-
ness environments. It is composed 
of three distinct 3-month modules 
each focusing on the cultivation of 
different kinds of mental- and af-
fective capacities such as training 
attention and interoceptive aware-
ness (Presence), benevolence and 

emotions, and increasing prosocial 
motivation (Affect), as well as meta-
cognitive skills and perspective-tak-
ing on self and others (Perspective). 
Each module features two core ex-
ercises which participants practiced 
on a daily basis, for a minimum of 30 
minutes.
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Over 300 participants were engaged 
in this multimethod training study. 
About 240 of them were taught in 
mental exercises and meditations 
by 17 professional teachers. All 
modules begin with a 3-day retreat, 
were participants get introduced to 
the overall topics and new exercises 
including the respective core exer-
cises. After the retreat, participants 
are instructed by a team of teachers 
(usually two) in weekly group ses-
sions for 13 weeks and the effects of 

-
sured starting in week 7 of the mod-
ule. Importantly, the training was 
designed to be easily integrated into 
a busy work and family life and the 
teachings focused on helping partic-
ipants with this integration to support 
a daily routine.
In August 2015, most participants 
have successfully completed the 
program with an astonishingly low 
drop-out rate of less than 7%. Many 
participants continued with the train-
ing on their own. First results sug-
gest that such daily mental training 
has indeed the capacity to reduce 
stress, induce plasticity on the brain 
level, increase prosocial behavior 
and trust, body awareness, and sub-
jective well-being. Furthermore, the 

-
fects, for example, Presence strong-
ly increases attentional capacities, 
whereas Perspective fosters cog-
nitive perspective-taking on others 
and Affect mostly enhances qualities 
such as compassion and prosocial 
motivation.
As shown above, the ReSource 
Training aims at more sustain-
able psychological and physiologi-
cal changes than previous 8-week 
training programs which are mostly 
focusing on stress-reduction alone. 

Evidence for its effectiveness is 
based not only on subjective re-
ports of past participants, but more 

changes as well as observed chang-
es in brain function and structure. 
Moreover, health factors, such as 
peripheral autonomic responses or 

-
cantly changed after the training.
In consequence, the successful 

lead to the idea to provide the individ-
-

ing to a broader audience, assum-
ing that the outcomes of the study 
can have implications far beyond the 
laboratory setting in important areas 
such as exhaustion, chronic stress, 
and burn-out while at the same time 
fostering qualities such as prosocial 
motivation, effective communica-
tion, empathy, mutual understand-
ing as well as social responsibility 
and cooperation, all skills that are, 
for example, quite necessary in the 
workenvironment or for successful 
leadership. These changes may not 
only lead to healthier individuals but 

The ReSource Institute will be 
founded as an independent com-
pany and intends to provide tailor-
made, adapted versions of the sci-

areas: businesses, political organi-
zations, healthcare institutions, and 
educational settings.
As one example, awareness of the 
importance of mental health and 
stress reduction is a constantly 
growing factor in the public eye. 
Consequently, private investments 
in health-care related activities are 
a growing economic sector. The 
secondary health market (e.g., pre-
vention and care) is also on the rise. 

Thus, we plan to develop an adapt-

care professionals who reportedly 
have a high rate of burn-out (Em-
briaco et al., 2007; Gosseries et al., 
2012, Morse et al., 2012), which will 
focus on important skills to counter-
act typical daily challenges such as 
exposure to chronic suffering. This 
adapted version will be based on a 
crucial concept (and element of the 
ReSource Training) focusing on the 
differentiation between empathy and 
compassion (Singer and Klimecki, 
2014) as a tool to facilitate stronger 
resilience.
Moreover, the program has the po-

-
ence subjective well-being but also 
to decrease health care spending 
and help reduce number of missed 
work days due to mental health-
related problems (a substantial 
economic factor in Western work 
environments). Furthermore, such 
mental training may also support the 
development of prosocial motivation 
and increase levels of cooperation. 
Taken together, these effects could 
ultimately lead to more sustainable 
and caring communal, economic, 
social, and political systems.
In the present symposium, we would 
like to explore how such programs 
could concretely be implemented in 
business contexts and which adap-
tation would be needed to assure 
success in that particular work envi-
ronment. Potentials and challenges 
will be discussed.
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The Challenge

Hardly any recent innovation has contributed as much 
as the Internet to making the world become globalized. 
With this new medium, information about nearly any top-
ic can be distributed at high speed and low cost, world-
wide. This development most obviously has fostered in-
ternational economic integration by lowering transaction 
costs. Moreover, it facilitates the transnational organiza-

for mass communication. Eventually, new media might 
thus contribute to improving the provision of global pub-

Brave New Media World?  
How the Internet Spreads  
Information Across the Globe

lic goods by equally spreading information on costs and 

and helping to formulate demand accordingly. 
However, the mere availability of new media does not 
necessarily guarantee an equal spread of information 
and better informed consumers, as a consequence. In 

onto the user, and differences in the ability to do so may 
even increase the knowledge gap between the informed 
and the uninformed, within and between countries. If 
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-
mation from different sources, they might rely on biased 
information that matches their preconceptions instead, 
potentially fostering ideological lock-ins. If individual 
costs of processing information are prohibitively high, 
consumers might even consume less information.
So, paradoxically, the new media may spread informa-
tion globally, without improving the average consumers’ 
deeper understanding of worldwide economic and po-
litical developments. While access to new media is the 
prerequisite for spreading information more equally, it is 
the new media consumers’ patterns of usage that even-
tually determine whether progress in the information and 
communication technologies will result in more or less 
informed consumers. 
This GES session addresses the challenge of how to ex-
ploit the new media’s potential for more equally spread-
ing information worldwide without creating new dispari-
ties in the ability to making use of it. 
Information and communication technologies are ex-
pected to further spread across the globe. Internet-re-
lated services, media platforms, and social networks will 
continue to attract masses of users in the next few years. 

How can free access to new media be secured? Which 

-
opments might interfere with egalitarian access to new 
media and the information provided therein? How can 
new inequalities (within and between countries) resulting 

the information provided by new media be balanced out?
-

tering. It is up to the user to select information, to evalu-
ate its reliability and relevance. How can ideological 
lock-ins on the users’ side resulting from selective news 
consumption be avoided? Which supply side measures 
might be effective (e.g., low-threshold access to com-
prehensive news outlets, label for “net-neutrality”), and 
which actors could offer the respective services (public/

process an ever-increasing amount of information (e.g., 
education, training in media competence)? 
How can access to information and knowledge be fa-
cilitated without interfering with other values like individ-
ual privacy, cultural identities, and intellectual property 
rights? 

Responsible openness

Jens Best

Creative Producer, Software  

Developer, Social Media  

Consultant, Germany

The possibilities of sharing informa-
tion and creating communication via 
the internet are a challenge on many 
levels. Sharing information in a dis-
tribution system which was made 
with the basic idea to route around 
obstacles and barriers is challenging 
every existing social human struc-
ture. Every culture, every power, 
every hierarchy can be scrutinized 
and hacked with a tool which is the 

technical incarnation of the idea of 
free and modern world—in all its 
ambivalence.
Therefore the internet can be a tool 
and a place for emancipation, par-
ticipation, education and enlighten-
ment. The potential of unfolding and 
enhancing existing social capital is 
given. The internet can also be the 
place for destructive power touching 
cultural structures, grown communi-

ties and pre-dominant religious or 
secular hierarchies and narratives. 
Everything can and will be hacked.
The internet is the ultimate tool to 
modernize the human world. That’s 
why more and more established 

-
ment of the web and try to establish 
restrictions to domesticate it in their 
understand of good governance and 
of a good society. Starting from the 

The Solutions
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UN process known as the Internet 
Governance Forum (IGF) to na-
tional and commercial players which 
reduce the openness of the inter-
net legal or illegal restrictions and 
commercialization of the shrinking 
variety of user platforms, platform 
capitalism is re-structuring the way 
platform cooperation, a basic func-
tion of the internet, can be done.

Every society has the inter-
net it deserves.

we have in our societies, communi-
ties and as a species. Blaming the 
internet for anything is blaming the 
tool and not its users. All legal and 
cultural debates around the many 
implementations or permutation of 
web use are forcing a society to re-

-
vidual and common capabilities for 
empathy, respect and understand-
ing. The internet is the front end of 

the biggest and most interconnected 
knowledge and data base mankind 
has ever had. But who is the owner 
and who decides about what is done 
with the data and its algorithms?

The solution
There is no easy solution. The so-

openly the responsibilities of the 
process. Apart from good lawmaking 
and global multi-stakeholder gover-
nance, the solution is to think about 
and develop ways to enable digital 
literacy as much as possible. Digital 
literacy is the key for societal and 
economic development in a digital 
modern open way. The paradigm of 
openness without the effective and 
enduring mission to enable digital 
literacy can destroy the emancipa-
tory element of the internet use. 
Without digital literacy the internet 
can become the terrifying opposite 
of modernism. It’s not only about the 
chance to openly receive informa-
tion, but to actively acquire it. It’s not 

only about receiving a certain kind 
of tools to work with information, but 
to learn how to create and to modify 
tools on your own. The multiplicity of 
solutions are ranging from opening 
up markets to develop open struc-
tures and resources for education, 
over having open access to scien-

-
preneurial and crowdsourced ways, 
to creating methods for trust build-
ing and participation in governance 
and decision-making. The solution 
is a spirit of openness which is able 
to create frameworks where cultural 

and open environment and which 
is also able to procure and ensure 
responsible human-human and hu-
man-machine interaction. Therefore 
the internet is not a purpose of its 
own but the needed and valuable 
global network tool to understand, 
survive, and shape the complex 
adaptive system we call human so-
ciety.
 

A European Journalism Fund

Henrik Müller

Professor for Economic Policy 

Journalism, TU Dortmund  

University

The digitization of media content has 
caused revenues of media outlets to 
decline throughout advanced econ-
omies. Resulting cost-cutting mea-
sures are impeding the quality and 
the variety of journalistic products, 
particularly in areas such as politics 
and business reporting that are at 
the same time expensive to produce 
and essential to the functioning of 

market-democracies. In terms of in-
dependent quality journalism, digiti-
zation, therefore, leads to a troubling 
undersupply of the systemically 
highly important good transparency. 
From an economist’s point of view, 
digitization transforms journalistic 
content into products that are con-
sumed in a nonrival way. It is, thus, 
straightforward to conclude that in 

an optimal world no one should be 
excluded from their consumption.
These public good properties lead to 
a perverse situation: mass demand 
through ubiquitous access—but se-
vere undersupply. This is especially 
the case in the EU and the Eurozone 
as a whole: Even though pan-Euro-
pean media could now be accessi-
ble throughout the continent at very 
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low cost, there still isn’t a supply of 
substantial quality and variety. While 
it is widely accepted that the EU, 
and the Eurozone in particular, need 
more political integration to survive 
in the long run, a European public 
sphere still is nonexistent. It is no ex-
aggeration to state that cross-border 
media are a missing link to solving 
Europe’s troubles.
Digitization makes it comparably 
easy to bridge this gap and to provide 

supply of pan-European media. This 
is a huge opportunity. Europe should 
grasp it, now. Three fundamental 
questions remain: How should this 
money be provided? Who should be 

a distribution mechanism look like? 
Three debatable answers:
First, the means should be provid-
ed by a fund set up by big corpora-
tions, business associations, trade 
unions, etc. Such a corporatist solu-

one which is rather prone to intense 
political pressure. In the short run, 
companies and other business en-
tities may consider a situation with 
little interference by independent 
and investigative media as favor-
able. And indeed this seems to be 
the case at present: The more com-
mercial journalism is coming under 
pressure by disappearing advertis-
ing revenues, the more business-
leaders are inclined to increase 
the pressure. Threats to cancel ad 
campaigns have become common 
place. The German commission on 
corporate governance only recently 
published a joint statement by com-

-
nies to refrain from using their newly 
acquired power over media outlets.

In the long run, though, a weak me-
dia system is not in the best inter-
est of business. Quite the opposite. 
Overwhelming empirical evidence 
shows that the link between eco-
nomic performance and the freedom 
of the press is rather strong, both 
on the company and at the national 
level. After all, a well-functioning me-
dia system provides the near-perfect 
information that economic models 
usually assume to prevail. Without 
free media, markets are prone to fail 
and the politico-economic process is 
bound to be strangled by vested in-
terests; the prevalence of corruption 
is closely correlated to indicators of 
press freedom. Thus, independent 
journalism is an essential part of in-
frastructure, for the market economy 
and for democracy. As good corpo-
rate citizens, enlightened business-
leaders should comprehend that 
they have vital interests in a func-
tioning media environment. Just like 
foundations are increasingly eyeing 

alternative means to augment tradi-
tional media systems.
Second, the fund should be man-
aged by a team of independent 
media experts. Independence from 
vested business interests is of the 
essence. Its governance structure 
should be designed accordingly. 
Shielding themselves against out-
side pressures and pursuing the 
best professional practices for their 
customers, i.e., the general public, 
has always been a key challenge for 
media companies.
In the past, they developed mecha-
nisms to keep outside pressures 
in check and to foster journalism’s 
own ethical and professional stan-

dards. Processes of self-gover-
nance, designed to keep big busi-
ness, law-makers and courts at bay, 
are central to the independence of 
journalism. These mechanisms in-
clude ombudsmen inside individual 
journalism outlets, who act as advo-
cates for the users, as well as me-
dia councils at the national level that 
sanction misbehavior of individual 
media or journalists. Central to all 
of these approaches are transpar-
ency and publicity. Complaints by 
users are routinely published and in-
ternally investigated. Those who fail 
to meet the standards are publicly 
blamed. These sanctions actually 
work because, being an experience 
good, journalism’s success depends 
on the trust people put in it; to be 
in the pillory can be lethal to media 
brands.
The corporatist fund solution should 
be endowed with mechanisms 
equivalent to those developed and 
employed at traditional quality me-
dia. Furthermore, the broader the 
base of contributors to such a fund, 
the more diverse individual interests 
will be. If business associations and 
trade unions, companies from vari-
ous countries and sectors are taking 
part, the more likely it is that they will 
effectively neutralize each other.
Third, eligible for funding should be 
private media outlets whose busi-
ness models and journalistic track 

task of pan-European reporting and 
would refrain from doing so without 
these additional funds. These could 
be traditional media companies that 
are branching out to the European 
public as well as journalism start-ups 
of the pro publica type (an investiga-
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Furthermore, as long as truly Euro-
pean mass media are absent, tools 
and services should be provided that 
help to transmit discourses across 
borders. These should help to limit 
the malfunctioning of the European 
public sphere that is still divided by 
national borders. Evidence shows 
that Europeans are increasingly no-
ticing what’s going on in neighboring 
countries, but they do so by apply-
ing national lenses. As a result of the 
euro crisis and the refugee crisis, 

different nations discuss identical 
issues but the respective framing is 
different, leading to a host of misun-
derstandings and to political dead-
lock in Brussels. To bridge these 
communicative gaps, up-to-date big 
data-based methods could be ap-
plied to provide more transparency 
on national debates across borders.
Training journalists to develop Eu-
ropean rather than national angles 

a European Media Fund. For tra-

ditional quality media the region of 
reference usually is the nation state. 
Only very few media have been 
able to apply a supranational view, 
though, like the Financial Times or 
the Economist, these tend to be Brit-
ish, looking at Europe from an elitist 
outsider’s perspective. Training pro-
fessionals, or journalism students, to 
develop a comparative and inclusive 
view of Europe would be a valuable 
undertaking.

Securing access to information by securing access to  

and payment of content originators

Steffen Naumann

 

The Zuellig Group

The general question raised for the 
session “Brave New Media World” 
is: “How to exploit the new media’s 
potential for more equally spreading 
information worldwide without creat-
ing new disparities in the ability to 
make use of it?”
Better availability of information is 
evident due to lower distribution 
and transaction cost: Availability 
of almost all traditional media has 
spread enormously through the In-
ternet and mobile structures in the 
world. Much more information has 
become available in social media as 
spreading information comes at al-
most no cost. Better availability due 
to lower distribution and transaction 
cost might not mean better avail-
ability of all information everywhere 
as availability and speed of Internet 

access, availability of content in dif-
ferent languages, and the ability to 
pay for content will continue to dif-
fer as has access to old media in the 
past. Also, censorship prevails inde-
pendent of media channel. In addi-
tion, information and data access by 
itself might not be decisive from a 
consumer perspective as often not 
data or information, but insights de-
rived from data and information are 
sought after, the result of research, 
analysis, journalistic work.
The information each person can ac-
cess once the person is connected 
to the Internet will continue to vary 
as in traditional media:
1. According to the willingness to 

pay: while more information is 
freely available, not all informa-
tion will be free.

2. According to quality and reach 
of the personal contact network 
and the associated knowledge 
how and where to access the in-
formation needed.

3. According to the country the per-
son is living in.

4. According to the language capa-
bilities of the person: the smaller 
the language area, the less infor-
mation is assumed to be avail-
able.

Therefore, apart from increasing 
broadband reach and mobile reach 
so that everyone can get connected 
to the net, basic policy guidelines 
that have been in place prior to the 
distribution of the Internet will need 
to stay in place:
1. Educate in reading and writing 

skills so that people are able to 
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use the tools and access the in-
formation that will become avail-
able to them.

2. Educate in the major languag-
es (English, Mandarin, Arabic, 
Spanish) as there will be a high-
er availability of information in 
the major languages than in the 
small languages as more users 
mean more people creating con-
tent.

3. Reduce censorship.
4. Protect copyrights/intellectual 

property rights so that economic 
rewards are available to people 
investing in creating information 
and insights and enlarge this 
mandate by counteracting cyber-
crime.

Given that much more information 
and insights are available, retrieving 
information and insights becomes 
more challenging. It is doubtful that 
the traditional mechanisms of rely-
ing on brands for certain types of 
published information on the one 
side and personal networks for com-
ments/questions will be replaced. 
Any human input and reliance on 
branded content will, however, be 
complemented more and more 
by machine algorithms and rating 
mechanisms to structure and ac-
cess information, as has been the 
case for a long time by using search 
engines on the web or using ratings. 
The Internet is known for two ten-
dencies: the concentration of suc-
cess (winner-takes-it all phenome-
non) on the one side, the long tail on 
the other side. Transferred to media/
information content, this indicates 
that the big brands will increase 
their reach and market share while 
delivering “branded” reliable infor-
mation, while there will be a plethora 
of available content with low or spe-

cialized reach due to the low cost of 
distributing it once it is produced. It 
is to be expected that the majority of 
people will convert to using the main 
brands (new and old, general and 
specialized) as the mechanisms of 
the net in form of brand recognition, 
recommendations, viral communica-
tion will foster network effects. It is 
also to be expected that the “better” 
information websites will outgrow 
the other information websites by 
far. “Better” will not necessarily al-
ways be orientated only towards the 
objectivity or completeness of infor-
mation, but might refer to the “best” 
expression of certain opinions. At 
the same time, it is to be expected 
that the Internet user will source his 
information from more sources than 
before given the availability of the 
long tail of information on the Inter-
net. Monetization of the content will 
certainly be possible in this context 
for major brands, however, it will 
be economically challenging for the 
long tail.
The fallacies and manipulation op-
tions of old media apply as well in 
new media. The low information 
distribution cost makes it easy to 
spread as well as to counteract false 
information, as long as allowed in 

discourse on social media as well 
as the discussion forums, among 
others, meanwhile integrated into 
media websites provide calibrat-
ing mechanisms against one-sided 
opinion or information distribution.
While new media technologies as 
such are neutral towards the mech-
anisms of selecting information on 
the supply and demand side, the 
market developments in search and 
social media have led to a new form 
of access to media and information 

through aggregators on the Internet. 
The winner-takes-it-all phenomenon 
does not only encompass the main 
media brands, but also the access 
to media and media brands through 
aggregators and search engines. 
Search engines and aggregators 
meanwhile show a high concentra-
tion which creates imbalances in 
the market positions between con-
tent providers on the one hand and 
aggregators and search engines 
on the other hand,  thereby creat-
ing challenges in securing access 
for content providers. By choosing 
factual media access through few 
aggregators like Google, Apple and 
Facebook, consumers delegate the 
visibility of the available choice of 
media to algorithms. The concentra-
tion of access to the media content 
and the lack of transparency of the 
algorithms can be seen as threat 
to press and content diversity if no 
regulation is applied to avoid prefer-
ential treatments or even exclusion 
through dominant aggregators. If left 
unregulated, the aggregators and 
search engines might become major 

-
ion as well as to decide about the 
economic well-being of those who 
offer content by cutting off or restrict-
ing consumer access deliberately or 
for their own interests. 
To calibrate the above dangers, two 

regulatory side:
1. Ensure that a variety of alterna-

tive offers for information and 
insights as well as alternative 
models of access to these of-
fers are available and competing 
with each other. This includes 
secured access of publishers 
to digital distribution platforms, 
including protection against limi-
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tation of published content on 
purely commercial grounds.

2. Ensure the right and ability to 
monetize content for publishers 
and news/data/insight producers 
to protect the privately-funded 
diversity of journalistic content 
in today’s society. This includes 
compensation from individual 
users as well as from search en-
gines and aggregators that ac-
cess and republish the content 

while free access to content shall 
need the prior consent of the 
content owner. Concentration 
on the aggregator- and search-
engine side will make collective 
rights management necessary 
to balance the positions on both 
sides, especially for the long tail 
of information and insight offers. 

an extension of ancillary copyrights 
-

ers to authors and press publishers 
which at a minimum should secure 
a revenue share for them from ag-
gregators and search engines using 
their content to generate revenues, 
and could go as far as creating an 
independent right for publishers that 
they can monetize on.

Promoting digital freedom rights

Thilo Weichert

Advisor, Netzwerk  

Datenschutzexpertise

Exchange of information and opin-
ions on the Internet should be as 
free from economic interests and 

-
ble—thus allowing an unmonitored 
and open global process of develop-
ing opinions and making democratic 
decisions.
Reality is different, however. Large 
companies dictate the terms of han-
dling and publishing information. Si-
multaneously, authoritarian govern-
ments are blocking free access to 
the Internet, censoring and surveil-
ling those who seek access to infor-
mation and freely want to express 
their opinion. Both state control and 
company-driven manipulation is 
based on the same technique: track-

-
net.
Tracking data is used by companies 
to present personalized advertis-
ing, manipulating consumers and 

politically active citizens likewise. In 
this setting it is no surprise that eco-
nomic lobbies seek to dominate the 
Internet for propaganda purposes 

such as the car industry. States on 
the other hand use personalized 
data collected by private enterprises 
for their own political purposes.
Up to now there is little regulation 
of collecting personalized data on 
the Internet in most of the coun-
tries. Multinational groups face no 

the most favorable country of their 
group presence—not necessarily 
where the business was made and 
the revenue generated. The same 
avoidance strategy can be observed 
when it comes to following national 
regulation, for example, copyright 
and privacy legislation. In order to 
control and restraint companies 
where they are evading national 

regulation, exploiting consumers 
and creative workers alike, there is 
a need of international regulation. To 
begin with, there should be a Char-
ter of Digital Human Rights, pro-
moted by the United Nations which 
should, among others, embody the 
following fundamental rights:

 Freedom of Expression
 Freedom of Information
 Information Privacy and Data 

Protection
 Intellectual Property of creative 

workers.
While such rights are promoted by 
the European Union, they are be-
ing hampered by the United States 
where both most of the data-cen-
tered companies and the most so-
phisticated state surveillance has 
its origin. Attempts to develop stron-
ger multilateral binding rules were 
made after the revelations of Ed-
ward Snowden of mass surveillance 
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organized by American NSA and 
British GCHQ. Unfortunately, those 
attempts have not had a positive 
outcome so far.
Instead, the European Union tries to 
get Internet sniffers under control. 
An important issue in this context 
is to break the monopoly of Google 
Search. Another crucial concern is 
the European Regulation on Privacy 
Protection. Some decisions of the 
European Court of Justice have bol-
stered those political and adminis-
trative activities, above all the actual 
verdict on the Safe Harbor Decision 
of 5 October of this year and the ver-

dict on the right to be forgotten by 
Google Search from May 2014.
Those efforts have to be pursued as 
long as the US are neither willing to 
accept the existence of digital hu-
man rights nor to implement them. 
Europe, however, is the only region 

-
nomic and political strength to in-

economy in this respect. Convincing 
the US still leaves the task of bring-
ing digital freedom rights to other 
parts of the world, like Russia or 
China, where these rights are totally 
ignored today.

Another approach to bring more 
freedom into the Internet world 
would be the implementation of 
democratic control by freedom of 
information legislation. The state 
and all of its administration have to 
be compelled to publish all data on 
request of any citizen except when 
privacy, competition or state security 
reasons contradict the publication 
of such data. In the German state 
of Hamburg, for instance, a register 
for state transparency has been es-
tablished by regional law. Following 
this example, other state authorities 
should be encouraged to publish rel-
evant information in the Internet.
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The Challenge

How to design an industrial policy for Europe, which 
spurs innovation and enables European industries to 
lead in the low carbon “space race?” This is a key chal-
lenge related to two agendas on which international at-
tention is currently focused: the COP21 of the United 
Nations Framework Convention on Climate Change in 
Paris, and Europe’s recent agenda for growth, jobs, and 
competitiveness. Much like climate policy, the need for 
a new industrial policy is widely acknowledged among 
politicians, businesses, and the wider society. However, 

Developing Modern Sustainable 
Industrial Policies through  
„Co-opetition“

-

regions, and stakeholders alike. Yet, with a low carbon 
market estimated at more than 4.5 trillion euros, prog-
ress in this area is vital. One promising approach is to 
develop a modern understanding of the role of public 
policy and free markets. With this in mind, the idea of 
“co-opetition” seeks to stimulate industrial innovation 
through a combination of both cooperation and competi-
tion among countries and enterprises.
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It should be explored how policy-makers, industrialists, 
and investors can work together to create a new indus-
trial policy. Questions include: How can Europe and its 
Member States best design and deliver an industrial 
policy that allows to simultaneously achieve growth and 
decarbonization, while also stimulating innovation and 
competition?

What are areas in which active cooperation could be 

agenda along the whole industrial value-chain? What 
should be the institutional process for designing a mod-
ern sustainable industrial policy for a country, and which 
stakeholders should be involved? 

The Solutions

De ning competitiveness—On how to measure the largely  

underestimated role and overall impact of innovation

Thomas Fricke

Chief Economist, European 

Climate Foundation

Summary
Despite the fact that innovation is 
generally seen as an important fac-
tor driving economic success, a 
lot of uncertainty remains about its 
quantitative importance and impact 

-
tiveness. Due to the better avail-
ability of cost statistics compared to 
softer factors like innovation, there is
a clear bias towards costs as the 
determining factor. Nevertheless, a 
new stream of research and work in 
recent years tries to better capture 
and quantify innovation and its im-
portance. This very tentative work 
seems to converge to an estimated 
relative impact on competitiveness 
of around 30 to 40 percent. If this 

would force all parties involved to 
profoundly re- think competitiveness 
policies, as those still are overly con-
centrated on cost measures.

Why rethink—or better de ne 
—competitiveness?
The notion of competitiveness1 is at 
the heart of most economic discus-
sions about the future of Europe, 
the solution of crises, or the possible 
impact of policy measures, such as 
climate policies. Nevertheless, the 
word’s frequent usage seems to be 
in stark contrast to the uncertainty 

competitiveness. What is the rela-
tive importance of different possible 
factors—cost factors, non-cost fac-

competitiveness? And where should 
thus lie the political priorities?

Competitiveness and the en-
ergy cost puzzle
The starting point of our work was 
an insightful study of the challenges 
of the chemical industry, as a typical 
energy intensive industry, in a con-
text of rising energy prices and high-
ly ambitious climate policies in the 
EU. The study showed that, despite 
a lot of challenges ahead, the chem-
ical industry has globally succeeded 
to manage rising energy prices. Fur-
thermore, pure energy costs did not 

-
ing the industry’s competitiveness. 

products and production lines re-
vealed a potential to reduce carbon 
emissions while at the same time 
maintaining or even strengthening 

usually the case with innovation, 
when a product becomes lighter, 
cheaper and poorer in terms of car-

1 We do not want to focus on the more tech-
-
-

tive may be the level of productivity, as one 
of the most fundamental factors explaining a 
country’s prosperity (WEF). 
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bon emissions. The study predicted 
a potential of further reducing emis-
sions, and that about 60 percent of 
this reduction would have either no, 
or even a positive impact on com-
petitiveness. 

hint that innovation—compared to 
pure cost factors—is largely under-
estimated when it comes to explain-
ing competitiveness and its drivers. 
Large parts of the debate still con-
centrate on international cost com-
parisons, especially since the shale 
gaz revolution in the US.

Competitiveness and the more 
general cost puzzle

the chemical industry seems to be 
equally the case in a broader sense.

-
novation as a driving factor of com-
petitiveness is widely recognized. 
Since Schumpeter’s era, it has been 
acknowledged by management the-
ory, as well as by both micro-  and 
macro- economists. Innovation is a 
magic word used everywhere.
Nevertheless, the fact is striking that, 
when it comes to practical macro 
policy recommendations or the mea-
surement of competitiveness, the im-

accordingly. These debates are still 
dominated by cost measures and indi-
cators. The EU commission explicitly 

improve export market shares. In the 
current euro crisis, there have been 
a number of complaints—beyond the 
debt question—about how far costs in 
the crisis countries have risen above 
the acceptable level. Consequently, 
the proposed solutions to competi-
tiveness problems very much focus 

on reducing costs. Germany’s leading 
economist Hans- Werner Sinn recent-
ly put it like this:
“In the long- run, Spain, Greece and 
Portugal have to become about 30 
percent cheaper than the Euro- zone 
average to become competitive 

Not surprisingly, programmes thus 
emphasise the reduction of costs, 
sometimes leading to cuts in re-
search and development spending, 
which will obviously not help to fos-
ter innovation.
The same is true when it comes to 
climate policy debates, as we have 
already seen. Often, discussions 
focus on the impact of (higher) en-
ergy costs, but do not consider other 
ways of improving competitiveness 
in a context of relatively higher en-
ergy prices.

Competitiveness—the measure- 
ment issue
So, how can we explain that cost 
factors remain in the centre of the 
debate? A very likely explanation is 
that costs are much easier to mea-
sure than most soft factors of com-
petitiveness like innovation. They 
are also available in a relatively 
detailed and comparable form on a 
national accounts basis (which does 
not mean that they are beyond any 
doubt when it comes to their inter-
pretation in detail). This availability 
has most probably lead to a clear 
bias towards cost measures. In fact, 

the relative importance of innovation 
in a coherent way.
Some economists may at this point 
object that soft factors are still taken 
into account by conventional unit 
cost indicators. Indeed, innovation 
generally has an impact on the out-

put and productivity (the relation be-
tween output and input factors) of 

the ratio between productivity and 
input costs. If innovation has a posi-
tive impact, this will raise productiv-
ity and therefore reduce unit costs. 
Innovation indirectly enters the cal-
culation of unit cost measures. Nev-
ertheless, and problematically, its 
relative impact remains invisible in 
the statistics. There is still no way of 
identifying what share of the produc-
tivity progress has come from inno-
vation, or any other factor. 

-
tiveness in general, and the relative 
importance of innovation in particu-

differences between different com-
petitiveness rankings.

Competitiveness rankings in com-
parison*

WEF IMF
1 Switzerland USA
2 Singapore Hong Kong
3 USA Singapore
4 Finland Switzerland
5 Germany Canada
6 Japan Luxembourg
7 Hong Kong Norway
8 Netherlands Denmark
9 UK Sweden

10 Sweden Germany

11 Norway
13 Denmark
15 Canada Netherlands
19 Luxembourg UK
20 Finland
27 Japan

*World Economic Forum—Global Competitiveness Index 
versus IMD World Competitiveness Ranking, 2014 results 

The headlines are dominated by 
two global rankings, which regularly 
try to measure competitiveness of 
countries: The ranking established 
by the World Economic Forum 
(WEF), and the ranking done by the 
IMD World Competitiveness Center. 
Both rankings attempt to measure 
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is considered crucial to productiv-
ity gains and accordingly integrated 
into nearly every aspect of the new 
ranking index. Apart from pure idea 
generation in terms of research and 
development, innovation is consid-
ered an ecosystem, also including 
implementation of ideas (e.g. by 
bringing innovative products to the 
market), as well as surrounding ele-
ments, such as education, competi-
tion and technology. The updated 
ranking will be launched in 2016.
On the other hand, the IMD has also 
recently started to thoroughly re-

-
petitiveness index. One of the main 
objectives of this work is to better 
integrate innovation as a factor. The 
fact that it has not been taken fully 
into account by the most recent IMD 
rankings might explain why coun-
tries that heavily count on innova-
tion, like Finland and Japan, are 
ranked highly in the WEF ranking 
(which is already taking innovation 
into account more heavily), while 
they are much less competitive ac-

where innovation does not yet play a 
considerable role.

A new wave of research—In-
novation beats costs
In recent years, a new round of re-
search has evolved, which tries to 

precisely measure the relative im-
pact of innovation in overall competi-
tiveness. This could potentially lead 
to a completely new understanding 
of competitiveness and industrial 
policies.
The European Central Bank (ECB) 
has created a Competitiveness Re-
search Network, that aims to identify 

what drives the dynamics of com-
petitiveness in EU countries. In a 
recent paper, two ECB economists 
found that none of the major indus-
trial and emerging countries they 
analysed had succeeded in gaining 
market shares by purely pushing 
price- competitiveness. Any price ef-
fects had been overcompensated by 
non- price competitiveness. In other 
words: non- price competitiveness 
had been the decisive factor in all 
investigated countries, its relative 
impact being consistently bigger 
than the price effect. Interestingly 
enough, since 2000, France suc-
ceeded to gain in terms of cost com-
petitiveness compared to others, but 
lost a huge amount of market shares 
due to losses in non- price competi-
tiveness.
A study by Nikolaus Kowall re-

-
tive importance of different factors 
of competitiveness by using a new 
bottom- up approach. Given the fact 

on innovation as a driver, Kowall 
used case studies and interviews to 
identify the main factors in mid- tech 

macro variables. He concluded that 
-

cluding several elements, including 
quality and technology) accounts for 
around 40 percent of overall com-
petitiveness, whereas costs play 
only a minor role (12 percent). Kow-

even go beyond—the estimates, 
which are at the basis of the com-
petitiveness index run by the World 
Economic Forum.
The IMD, as already mentioned, 
has started to revise their competi-
tiveness ranking approach, trying to 

and compare countries’ global com-
petitiveness. Strikingly, the results 
of this supposedly common exer-
cise diverge notably in some cases. 
For example, Finland is considered 
to be one of the most competitive 
countries (ranked 4th in 2014) in the 
WEF Global Competitiveness Re-
port, whereas it was placed only 
20th in the IMD ranking. The same 
is true for Japan (ranked 6th by the 
WEF, but only 27th by the IMD). On 
the other hand, Luxemburg ranks 6th 
in the IMD ranking and only 19th in 
the WEF list.

-
nition of what drives competitive-
ness. A number of factors taken 
into account are derived from polls, 

mood changes. In addition to that, 
the divergence probably also dem-
onstrates the particular challenge 
to properly take innovation into ac-
count as a factor. In fact, the WEF 
has started to integrate factors relat-
ed to innovation, some years ago al-
ready. The WEF experts have found 
that the importance of these inno-
vation factors rises with the level of 
income and technological progress 
of a country. In highly developed 
countries, the innovation and so-
phistication subindex accounts for 
30 percent of the global competitive-
ness index, according to the WEF 

Recently, the WEF has started a re-
view process in order to update its 
index. A particular goal of this mod-
ernisation is an extended integra-
tion of innovation into the concept 
of competitiveness. Indeed, work 
that documents this process largely 
concentrates on innovation, which 
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progressively integrate innovation 
as a key factor. This is work in prog-
ress, with a considerable indication 
that the institute will prospectively 
take innovation into account in a 
very noticeable way.

Tentative conclusion
If the results of recent research 

-
foundly change the way we think 

about competitiveness. The current 
mainstream approach assumes that 
(low) costs are most essential to 
success, with innovation being just 
one of many supplementary factors. 

-
vation in reality accounts for at least 
30 to 40 percent of competitiveness, 

a way that playing on the cost side 
is at best a minor supplementary ap-

proach to regain competitiveness. 
Consequently, not only industrial 
policies, but also economic policies 
at large should focus more inten-
sively on how to promote innovation. 
This is important to keep in mind in 
order to better explain why the initia-
tive taken is so hugely important for 
Europe’s industries at a whole, and 
well beyond climate considerations.

Stimulating low-carbon innovation

Caio Koch-Weser

Chairman, European Climate 

Foundation

1. Innovation is essential to 
drive low-carbon growth
Stimulating innovation in technolo-
gies, business models and social 
practices can drive both growth and 
emissions reductions. On the one 
hand, advances in digitization, new 
materials, life sciences and produc-
tion processes have the potential to 
transform markets and dramatically 
cut resource consumption. On the 
other hand, the development of new 
business models as well as cross-
company and cross-sectoral collab-
oration is essential to steer through 
the transition and establish a low-
carbon economy.

2. An adequate policy frame-
work is fundamental to large-
scale, low-carbon innovation

Economy report, public investment 
in the energy sector should triple to 

the mid-2020s in order to help create 

low-carbon investment. Support for 
R&D, including publicly funded basic 
research and links between public 
research and the private sector, to 
ensure research remains relevant to 
market demand is a critical compo-
nent of overall policies for growth. In 
addition, instruments such as pricing 
mechanisms, regulatory standards 
and public procurement are vital to 
build demand for new technologies. 
Ensuring strong and fair competi-
tion through anti-trust and intellec-
tual property regimes protecting the 
value and shaping the diffusion of 
innovation will equally be a key pillar 
of success.

3. A policy framework for in-
novation needs to be devel-
oped at the European level
Only a considerably large market for 
low-carbon products and services 

will drive low-carbon innovation. Eu-
rope has been a driver of innovation 
and can be seen as a laboratory for 
policies globally. Moreover, the EU 
is particularly suited to foster multi-
stakeholder partnerships across 
governance levels to catalyze emis-
sions reduction and growth poten-
tial.
Several measures and policies 
have been or are envisaged to be 
adopted that build into a consistent 
framework for industrial innovation, 
including EFSI, circular economy, 
ETS/NER 400, the innovation pillar 
of the Energy Union and the review 
of the EU’s growth strategy.
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A modern industrial strategy prioritizing innovation,  

ecosystems and dialogue

Martin Porter

Executive Director, EU Affairs  

and Industrial Innovation,  

European Climate Foundation

Companies are increasingly recog-
nizing that only sustainable produc-

the long term, and that climate poli-
cies are a huge business opportunity 
(e.g., renewables, Electric vehicles, 
shared cars, circular economy). 
However, companies are not always 
provided with the right incentives 
(not only in the form of subsidies) 
or the certainty that they should go 
forward with developing low carbon 
solutions or making the needed in-
vestment. Moreover, deep industrial 
decarbonization will only material-
ize and translate into comparative 
advantage if they result from coor-
dinated actions by a multiplicity of 
actors within key value chains.

Removing uncertainty and 
stimulating coopetition:
Companies are in need of a clearly 

free markets), which is supported by 
a more modern industrial policy that 
moves away from the old models of 
purely sectoral interventions (“pick-
ing winners”).  Such a policy should 
aim to reduce uncertainty and stimu-
late industrial innovation through a 
combination of both cooperation and 
competition—or “coopetition.”

 Cooperative in setting not just 
a clear common target for de-
carbonization of the economy 
(within the UNFCCC agenda to 
reach the 2-degree target) but 

that; international, regional or lo-
cal private-private partnerships 
can be established with an ac-
tive risk-pooling approach for 
breakthrough technologies; or 
companies can forge alliances 
across traditional geographic 
and sectoral boundaries, namely 
to work on R&D, circularity and 
lower costs. 

 Competitive in the sense that 
within this commonly agreed 
framework and clear, unavoid-
able decarbonization process, 
countries and companies com-
pete fairly and legitimately ac-
cording to agreed rules (under 
WTO, for example) for advan-
tage in a whole series of new and 
different global markets. This is 
the market driving economic ac-
tivity, innovation and creativity in 
the low carbon “space race.”

Nurturing challenge-led inno-
vation ecosystems:
The new innovation policy should 
also be purposive or challenge-
oriented, which emphasizes the 
broader outcomes of innovation 
(e.g., solving grand challenges such 
as climate change), rather than just 
their technical focus. It should strive 
to enable innovation within ecosys-
tems of industrial actors working to 
deliver end-use services such as 
mobility or energy. Policy-makers 

should target their interventions to-
ward these ecosystems, which are 
the primary locus of innovation and 
industrial transformation, and com-
bine the action of businesses, insti-
tutions, technologies and societies.

Establishing a vision for  
European industrial transfor-
mation:
Part of the solution also resides in 
developing a vision for European in-
dustry and support policies offering 
an investable policy framework, the 
same way that it has one for energy. 
We see the right movements in the 
Energy Union debate, where the 
European Commission announced 
it would prioritize the develop-
ment of a forward-looking, energy 
and climate-related R&I strategy to 
maintain European technological 
leadership and expand export op-
portunities. However, we need to 
extend that to industrial process and 
package it together in a low carbon 
industrial innovation package.

De ning new processes and 
governance for Europe’s in-
dustrial policy:
Finally, also key in overcoming the 
innovation hurdles is developing a 
process whereby trust, experimen-
tation, and dialogue is enabled. This 
comes with:

 Identifying areas in which active 
cooperation could be most ben-

Julia Reinaud

Director, Research Programme and 

Partnerships, The Industrial Innova-

tion for Competitiveness (i24c)
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-
vation agenda that achieves the 
decarbonization goal, along the 
whole industrial value-chain.

 Developing or scaling ecosys-
tems and grass root initiatives 
that are held together by a “con-
ductor,” which brings different 
stakeholders together (public 
policy-makers, industrial inter-
ests and civil society), and pilots 

-
tems. Famous examples of such 
strategic conductors include AR-
PA-E in the United States.

 Socializing the risk of innovation 
within ecosystems but also its re-

wards by adopting the position of 
a strategic investor.

 Rethinking current governance 
models, with a more integrated/
coordinated/responsive institu-
tional architecture that brings to-
gether European Union, member 
states, regions and cities, and 
acknowledges that each level 
of government has an important 
role to play in enabling the emer-
gence of ecosystems.

 
help remove investor uncertainty 
and that enable/open markets for 
low carbon innovation/products 

in Europe (e.g., standards, gov-
ernment procurement).

This solution is likely to face sig-
-

sistance, active or passive, from 

experimentations whereas the per-
ceived sustainability of their busi-
ness models depends on protecting 
the status quo. As a corollary, spac-
es of constant dialogues and institu-
tionalized proximity between public 
and private actors may lead to cor-
porate capture and the locking out 
of emergent technologies and ideas.
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The Challenge

By 2050 the number of people living in cities will reach 
6 billion. Existing cities will not be able to accommodate 
an estimated 2 billion people who will migrate from the 
countryside to urban centers seeking employment, edu-
cation, and a better living standard. How to build the next 
500 sustainable cities created by this rampant urbaniza-
tion is among the greatest challenges of this century and 
it also represent one of the greatest opportunity to ad-
dress a multitude of issues related to the environment, 
economic development, social advancement, medical 
infrastructure, and education.

How to Build Sustainable Cities 
for the Next Urban Billion?

Where will the next 500 new cities likely to be located? 
-

tions? How can global information and communications 

How can governments and businesses work together to 
generate creative solutions? How can regulatory frame-
work be analyzed and improved to enable sustainable 
developments? What is the best available model for sus-
tainable urban development in the world today that can 
be replicated?
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Global urbanization: A university’s response

Cindy Fan

Vice Provost for International Studies 

and Global Engagement, University 

of California, Los Angeles

The world now has more urban peo-
ple (54%) than rural people. In 1950, 
less than two thirds of the world’s 
population lived in urban areas. A 
hundred years later, by 2050, the 
world will be more than two-thirds 
urban. Nearly 90% of the projected 
increase in urbanization will be in 
Asia and Africa. Most of today’s 
large cities are in the global South. 
Clearly, the challenges of urban de-
velopment are no longer national 
ones but must be addressed with a 
global perspective.
Cities are no doubt drivers of eco-
nomic growth, connectivity, and in-
novation, but they also can be sites 
of social polarization, pollution, epi-

housing and other infrastructural 

beyond national boundaries. How 
do we ensure that today’s college 
students are equipped to develop 
smart solutions for tomorrow’s ur-
banization problems? How should 
a research university in the global 
North—in this case, University of 
California, Los Angeles (UCLA)—
respond to the challenges of global 
urbanization?
On July 26, 1943, the Los Angeles 
Times reported that a pall of smoke 
and fumes descended on down-
town Los Angeles, cutting visibility 
to three blocks. Many people actu-
ally suspected it was a Japanese 

chemical attack. Yellowish-brown 
smog lingering over the city, due to 
industrial pants, post-war population 

the image of Los Angeles. Over the 
-

sive air-pollution control regulations, 
such as cleaner gasoline, have dra-
matically improved air quality in Los 
Angeles. In May 2014, UCLA’s Cen-
ter for Clean Air held a workshop on 
clean air and policy in China and 
California, focusing on how good 
science can inform policy at the lo-
cal, regional and global level to pro-
duce sustainable solutions for large 
cities. Between boycotting Beijing 
for its toxic air quality and sharing an 
environmental successful story, the 
latter is probably more welcome and 
effective in China.
Research remains a core element 
of any solution. The urban environ-
mental concerns of Los Angeles—

-
gestion, increased heat and rising 
sea levels—are the same concerns 
that face cities around the world. 
In order to transform Los Angeles 
into a global model for large cities, 
UCLA launched the “Sustainable 
LA” Grand Challenge, to develop so-
lutions for achieving 100% sustain-
ability in energy, water, and biodi-
versity in the Los Angeles region by 

-
versities to channel the resources of 

an entire university toward a single 
goal of solving large-scale societal 
programs. Furthermore, the effort 
is multidisciplinary—the only way to 
develop effective solutions for com-
plex problems such as sustainabil-
ity—involving six dozen faculty and 
staff from 30 centers and two dozen 
departments. Among the research 
results that can be implemented 
into public policy are a smart electri-
cal grid, carbon-free transportation 
infrastructure, solar energy, desali-
nation technologies, water-saving 
policies and techniques, and green 
urban land-use methods.
Forward-looking teaching strategies 
enable students to travel to cities 
around the world, observe, learn, 
critique, and act. UCLA’s Global 
Studies program takes undergradu-
ate students to New York, Paris, 
Shanghai, and Hong Kong, where 

-
ed impacts of globalization. Many 
students who major in International 
Development Studies (IDS) go on 
to assume leadership positions to 
tackle urban development problems. 
During a recent trip to Delhi, I met a 
UCLA alumna and IDS major, who 
after graduation had worked for non-

and Bangladesh, including a large 
NGO that aims at providing quality 
education to children in India, many 
of whom live in urban slums. Gradu-

The Solutions
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-
disciplinary approaches toward solv-
ing urban problems. Funded by the 
Andrew W. Mellon Foundation, “The 
Urban Turn: Collective Life in Mega-

UCLA focuses on Tokyo, Shanghai 
and Mexico City, where graduate 
students develop new solutions to 
urban problems by bridging archi-
tecture, urban studies, design and 
the humanities.
Meaningful dialogues enhance any 
solution’s chance for success. Cit-
ies are where cultures and peoples 
from varied geographies and origins 
converge, where diversity pollinates 
new ideas and nurtures innovation. 
Yet, cities are also sites where differ-
ences clash and intolerance breeds 

are uniquely equipped to pursue is to 
bring scholars and students around 

the world together to address issues 
of diversity, migration, and immigra-
tion. For example, a transcontinen-
tal partnership among UCLA, the 
Vrije Universiteit Amsterdam, and 
the University of Free State com-
pares diversity issues in the US, 
Netherlands, and South Africa. The 
recent establishment of the Center 
for the Study of International Migra-
tion, which fosters research and in-
struction on migration, immigration, 
citizenship and diaspora, could not 
be more timely in light of the mi-
gration crisis currently enveloping 
Europe. In China, more than 250 
million rural-urban migrants are de-
nied permanent status in large cities 
and have been circulating between 
their urban work places and rural 
homes for decades. My research 
has shown that rather than using in-
stitutional controls to regulate urban 

citizenship, the Chinese government 
should devote resources to make 

staying in cities permanently.
As a locus of global knowledge, hu-
man capital from around the world, 
dialogue and debate about societal 
questions, and cutting-edge collab-
orative research that is transferable 
into policy and actions, the univer-
sity is the perfect place to develop 
solutions for urban problems in the 
global North and global South. Situ-
ated in and drawing from the living 
laboratory of Los Angeles, UCLA’s 
experiences suggest that universi-
ties in large cities worldwide can 
play a transformative role in working 
with government and business-lead-
ers to tackle present urbanization is-
sues and plan a better urban future.

How investors and professional developers can help build 

sustainable cities for the next urban billion

John Macomber

Finance Professor, Harvard  

Business School

In the face of immense pressure 
from the combined forces of massive 
urbanization and increasing pres-
sure on basic resources like clean 
water, clean air, reliable and afford-
able power and mass transit, gov-
ernments unfortunately seem un-

the kinds of infrastructure needed to 
accommodate this growth. Most lo-
cal governments also appear handi-
capped in economic development 

because of slow bureaucracies, 
regulatory blockages, and a less 
than perfect understanding of how 
private sector jobs are created. This 
means that informal agglomera-
tions of people—huge slums at the 
periphery of urban areas—emerge. 
This is bad for economic develop-
ment since business costs are high, 
bad for social justice since it’s hard 
to get to work and wages are poor, 
and bad for the environment since 

resources are wasted and pollution 
is excessive (notably in transport, 
power, and sanitation).
We propose a business-facing set of 
solutions that engage industry, mo-
bilize capital, and organize the spa-
tial aspects of development in ways 
that local and federal governments 

accomplish on their own. This solu-
tion has three components: Promo-
tion of large urban areas by private 

Shanker Singham

Managing Director, Competi-

tiveness and Enterprise Cities 

Project, Babson Global

Albert Ting

Chairman, CX Technology 

Corporation
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or quasi-private entities; regulatory 
rework to encourage enterprise and 
capital investment; and the private 

support and underlay these goals.
Professional township and urban 
development has evolved beyond 

-
facturing enclaves, and residential 
subdivisions. Now areas like King 
Abdullah Economic City in Saudi 
Arabia (promoted by Emaar and 
funded by a public stock offering), 
Alama Sutera in Indonesia, Penang 
in Malaysia (promoted by EDIS of 
Singapore) and Phu My Hung New 
City Center in Ho Chi Minh City, 
Vietnam (planned and promoted 
by CT&D Group of Taiwan in a joint 
venture with the city government) 
each cover thousands of hectares, 
involve billions of dollars of direct 
investment by the promoters, and 
attract tens of billions of dollars of 
additional private investment from 

They have multiple uses and mul-
tiple income classes. These com-
prehensive solutions aim to create 
local employment, foster clusters of 
education institutions and medical 
service providers to achieve syner-
gy, and to introduce advanced sus-
tainable development techniques 
and urban planning principals to 
raise the overall standard in their 
host counties while being respectful 
of the host’s culture and urban tradi-
tions.
A number of these large-scale proj-
ects are modeled on the Sino-Singa-
pore Suzhou Industrial Park in Su-
zhou, China, a corporation formed 
in 1994 as a government-to-govern-
ment joint venture between China 
and Singapore. Among other char-
acteristics, Suzhou’s spatial master 

plan anticipated growth and was 
adhered to. Suzhou also featured 
a clear separate professional gov-
ernance structure to address safety 
of capital, enforcement of property 
rights, acceleration of approvals and 
permits, and a method to resolve 
commercial disputes.
Contrast this outcome with areas 
like Gurgaon outside New Delhi, 
Santa Fe outside Mexico City, or 
the uncontrolled sprawl from north 
of Los Angeles to south of Tijuana. 
Sprawl happens if governments 
can’t get ahead of infrastructure and 
land planning, and when smaller 
parcels of land are developed by 
real estate promoters interested in 
a quick return of capital more than 
they are interested in creating long-
term integrated value of a whole 

-
spite their best intent, prove unable 

prevent sprawl—and unable to co-
ordinate systems so that the provi-
sion of roads, power, and water and 
the careful planning of land use for 
housing, education, and industry—
then a practical solution can be the 
professional development of large 
townships and urban areas.
Enterprise cities further fuel ben-

opportunity in these and other cities 
and subcities. Often urban areas ex-
perience less than optimal growth 
through a combination of slow and 
contradictory approvals, taxes, per-
mits, and inspections; plus a well-
meaning but often anticompetitive 
set of policies that privilege favorite 

-
derstandable—but they scare away 
new capital and they can prop up 
organizations that are not innovative 
and not competitive. We propose a 

set of streamlined regulations, trans-
parent tenders, and a level playing 

the merits. Success stories like Sili-
con Valley, Tel Aviv, and Singapore 
all work this way. These frameworks 
can be intentionally brought to ex-
isting and new cities too. In order 
to do this governments (local, state 
and/or central) would simply agree 
a Regulatory Framework Agreement 
(“RFA”). The RFA becomes an in-
vestor proposition for the country as 
a whole. At a city level, it is possible 
for this to act as an alternative deliv-
ery mechanism for reform for chang-

national level because of the power 
of vested interest elites. The elites 

likely to object to the kind of reforms 
at the city-scale level. Ultimately the 
city can become a demonstration 
model of success and for the prin-
ciples that sustain prosperity.
Finally, we encourage the private 

-
tion of public infrastructure. Pub-
lic private partnerships (PPP) are 
sometimes causes for worry—since 
there have been many global exam-
ples of abuse of PPP by the private 
sector and government alike—but 
a good PPP can bring new capital 
and needed expertise to infrastruc-
ture delivery. The PPP approach is 
not needed when a government has 
plenty of capital, plenty of borrowing 
ability, plenty of in-house capabil-
ity, and plenty of other sources of 
revenue. But for many global cities, 
none of the above criteria apply; so 
the next urban two billion will not be 
served by public investment alone. 
A public private partnership is nec-
essary when government funding 
alone will not be able to sustain the 
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development of the city, which is 
particularly true in developing coun-
tries and emerging markets. The 
PPP should be structured in such a 
way that the government control of 
the venture does not damage the 
overall investor proposition but also 
ensures that public goods and ser-
vices are properly developed in the 
zone. Crucially, repayment need not 
rely just on user fees or tariffs; cit-
ies are still free to subsidize users of 
key services like water or rail or san-
itation—but global capital and ex-
pertise can be brought to bear to get 
these key assets in place. Examples 
of successful PPP for basic services 
include GE’s privatization of the for-
merly failed water system in Algiers, 
Algeria; AUSA the toll road from the 
Buenos Aires airport to downtown; 
many express toll roads in Texas, 
USA; and independent power pro-
ducers (IPPs) all over the world. The 
best PPP also use modern capital 

equipment plus modern sensors and 
big data to optimize the use of exist-
ing infrastructure like roads, rail, and 
power lines: thus, saving energy, 
water, and CO2.
A new breed of services has arisen 
in the infrastructure space that takes 
advantage of sensor technology big 
data and predictive analytics—each 
of which never existed before—to 
manage the collective usage of 

water in ways that generate sub-
stantial savings via the optimization 
of a multiuser service in a way that 
neither the utility nor the govern-
ment nor the individual users could 
do before. These infrastructure of-
ferings save so much money from 
shifting or organizing usage that us-
ers pay less, governments can re-
tain more revenue, and there is still 

-
vice. Demand-response solutions in 
electricity from Schneider Electric, 

GE, and Siemens are an example. 
Cities should encourage these inno-
vative and disruptive services when 

the environment—rather than block-
ing them to protect incumbent pro-
viders. Too often the regulatory en-
vironment is stacked against these 
insurgent technologies in favor of 
vested interests and the status quo. 
By delivering an environment that 
allows these insurgents to function, 
the city will be able to give its citi-
zens the advantages of these regu-
latory solutions.
These three business-facing set of 
solution frameworks that engage 
industry, mobilize capital, and or-
ganize the spatial aspects of devel-
opment will ultimately assist many 

individually tailored solutions to ad-
dress the high pressures of urban 
growth.
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Most human thinking is automatic, not deliberative. It is 
based on what effortlessly comes to mind. Human think-
ing is also socially conditioned.  Beliefs about what oth-
ers are doing and expecting shape an individual’s own 
preferences. And humans don’t face situations as “ta-
bula rasa,” but instead interpret situations against the 
backdrop of their own understandings shaped by culture 
and existing social patterns.
How can we design policies for humans rather than for 
homo oeconomicus? Are there concrete policy initiatives 
taking insights from behavioral economics into account? 

How to Design Policies for Humans 
Rather than Homo Oeconomicus?

makers’ toolkit? Which actors need to work together to 
ensure that a policy is designed effectively? Can econo-
mists alone design effective economic policies or do 
we need to bring in other disciplines? What can policy-
makers learn from companies that have used behavioral 
insights in their business for years? How can behavioral 
policies be evaluated for meeting ethical standards? Be-
havioral insights yield new understandings of the causes 
of economic outcomes. The new understandings create 

-
sions of humans than the price- and rule-based tools 
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Behavioral interventions: Designing policy for real people

Karla Hoff

Co-Director, World Development 

Report 2015, The World Bank

Many policies fail or underperform 
because the standard policy lens 
misses powerful drivers of behavior.
For decades, policy-makers have 
been taught to think about social 
problems from the perspective of 
conventional economics. In this per-
spective, people behave rationally—
that is, consistently—and interpret 
information in an unbiased way. An 
additional assumption that is gener-

they care just about their own satis-
faction, not about the welfare of so-
ciety. They always know what’s best 
for themselves and act accordingly. 
The lens of standard economics 
provides policy-makers with three 
instruments at their disposal for driv-
ing social change:

 incentives
 regulation, and
 information.

The problem is that in some cases, 
these instruments do not work or do 
not work as well as alternative mea-
sures. For example:

 
the state spends on subsidizing 
savings for retirement, aggre-
gate savings only increase by 

 Across the developing world, traf-

injury and death, despite the en-
forcement of many laws against 
reckless driving.

 Throughout the world, laws pro-
viding broad rights to women 
leave them politically underrepre-
sented and judicially under-pro-
tected. In India, men judge argu-
ments as less persuasive when 
the text of the argument comes 
from a male voice than when it 
comes from a female voice.

Standard economics tells us to ignore 
these problems. If people behave 
this way, savers must not care much 
about the future, travelers likely have 
death-wishes, and women compared 
to men must simply be less capable 
leaders and less credible.
But common sense (and much evi-
dence) suggests that what standard 
economics tells us here is wrong. 
Some policies based on standard 
economics are simply failing. They 
are failing because they have been 
designed for homo economicus, not 
for real people.
Is there anything we can do to im-
prove policy design? Is there any-

The Solution
A richer understanding of human be-
havior can make policy more effec-
tive. The World Bank’s World Devel-
opment Report 2015 explores this 
theme and shows that incorporating 
psychological and sociological in-
sights into policy design can lead to 
better policy.

The Report draws on cutting-edge 
work to create a framework of human 
thinking centered on three principles 
left out of standard economics.

people 
think automatically, as well as de-
liberatively. Automatic thinking is ef-
fortless, intuitive, and associative. It 
takes into account only information 
that comes easily to mind. The au-
tomatic system is, as the Nobel lau-
reate Daniel Kahneman wrote, “the 
secret author of many of the choices 
and judgments you make.”
Consider again the problem of get-
ting people to save for retirement. 
Using a lens that focuses on au-
tomaticity suggests that making it 
easier to save could cause a shift in 

US simply switched the default sav-
ings plan for new employees—auto-
matically enrolling them in pension 
plans with the easy option to opt 
out—savings shot up.
The second principle is that people 
think socially. Thinking is condi-
tioned by social context, role mod-
els, and the salience of social identi-
ties. We may look to other people’s 
behavior—for example, whether or 
not they use a particular government 
service, pay taxes, or chlorinate wa-
ter drawn from the ground—for guid-
ance in deciding our own behavior. 
Our preferences are not indepen-
dent of those of others.

The Solutions
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one of the major causes of mortal-
ity and morbidity in the developing 
world. They kill more people than 
tuberculosis and malaria. By 2030, 

as many as HIV/AIDS. Using a lens 
that focuses on our sociality sug-
gests that norms might be an effec-

When stickers were placed in mini-
buses in Kenya urging passengers 
to speak up against reckless driving, 
accident rates in those buses plum-
meted.
Why? People knew that buses were 
dangerous before the intervention. 
In a passenger survey before the in-
tervention, one-third of respondents 
reported having felt that their lives 
were in danger on a recent trip. But 
the bus stickers changed something 
in the environment. The seemingly 
trivial change of posting a sticker 
transformed the behavior of the driv-
ers. It saved lives at a cost per year 

was even lower than the cost of sav-
ing lives through vaccines.
The third principle is that people 
think with mental models. In or-
der to make sense of the vast array 

of information in their environment, 
people draw on conceptual tools 
such as categories, schemas, and 
taken-for-granted worldviews to in-
terpret and derive meaning from 
situations. The institutions in the en-
vironment shape how people think 
and the alternatives they can imag-
ine. Mental models often become 
naturalized: some categories, social 
identities, and patterns are seen as 
natural or inevitable even though 
other perspectives are possible, per-
haps preferable, and often even one 
that prevail in other communities.
Consider again the gender imbal-
ance in leadership positions across 
the world. This deeply ingrained 
problem can seem intractable when 
approached using a standard econ-
omist’s lens. But a lens that focuses 
on mental models suggests levers of 
change. When a program of political 

women in West Bengal, India, social 
change occurred. After just seven 
years’ exposure to women leaders, 
men’s bias in evaluating women in 
leadership positions was gone. The 
men still preferred male leaders to 
female leaders. But in evaluating the 
performance of a given leader, gen-

der was no longer a strong source 
of bias. Exposure to women lead-
ers also raised parents’ aspirations 
for their teenage daughters, raised 
the daughters’ aspirations for them-
selves, and narrowed the gender 
gap in schooling.
The standard economic lens, focus-
ing on the rational, unbiased actor, 
remains central for policy design. 
In many cases, prices, regulation, 
and the provision of information are 
the essential drivers of behavior 
change. As the World Development 
Report 2015 emphasizes, the re-
sults of the policies described here, 
and of the many others discussed in 
the Report, cannot be replicated ev-
erywhere. The behavior of humans 
varies with context and even with 
historical context. What the Report 
argues, and what this session will 
explore further, is that there is tre-
mendous promise in experimenting 
with a behavioral lens in designing 
and implementing policies, in using 
experiments to evaluate their im-
pact, and in making further policy re-

-
tal results.

Entertainment Media and Behavioral Change

Eliana La Ferrara

Invernicci Chair in Development 

Economics, Bocconi University

While some development problems 
are extremely complex to solve, for 
others we have well documented 
and effective solutions, e.g., in the 

area of education, health, technol-
ogy adoption, etc. Yet, despite the 
resources devoted by policy-makers 
and organizations to funding these 

solutions, success has been mixed. 
Take, for example, the case of HIV 
prevention in Sub-Saharan Africa. 
While many information and behav-
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ioral change campaigns have been 
launched, high risk sexual behavior 
is still widespread among the African 
youth. Why?
One possible answer is that the 

-
derstand. Information is sometimes 
provided in a way that is inadequate, 
especially in low-literacy contexts. 
Another possibility is that informa-
tion is received and understood, but 
not acted upon, e.g., because the 
individual resists making a change 
that is in contrast with the prevailing 
social norms and with the behavior 
of other people.
The rapid spread of modern mass 
media in developing countries offers 
an opportunity to address the above 
limitations by exploiting (selected) 
desirable features of these media. 
One such feature is that mass me-
dia are increasingly reaching all 
segments of the population, even 
the less educated. Data from the 
Demographic and Health Surveys, 
for example, shows that the change 
in television ownership rates in Sub-
Saharan Africa in the last two de-
cades has been much steeper than 
the change in secondary education 
completion levels.
A second feature of television that 
makes it potentially valuable for the 
purpose of affecting behavior is that 

amount of time watching it. In the 
United States, the average number 
of hours spent in front of TV is 2.7 
per day—that is approximately half 
of the leisure time that viewers re-
port (Aguiar, Hurst, and Karabarbou-
nis, 2013). This is essentially driven 
by demand for entertainment, more 
than by demand for information, 
so the possibility to channel useful 
information for policy purposes is 

naturally framed into the question 
of whether educational messages 
can be embedded in entertainment 
content.
Third, a fundamental feature of me-
dia such as television is their ability 
to reach an incredibly large number 
of viewers at the same time. This 
can prove extremely useful if one 
of the policy goals is that of improv-
ing coordination in collective action 
problems and changing the prevail-
ing social norms.
The challenge at hand is therefore 
to leverage the advantages that 
modern mass media such as TV 
can offer, in order to complement 
traditional development policy and 
achieve desirable social and eco-
nomic goals.

The Solution
A potential answer to this challenge 
is offered by the so called “educa-
tional entertainment”—or “edutain-
ment”—solutions. This term refers 
to education programs that strategi-
cally employ media role models to 
promote socially desirable behav-
iors and dissuade socially undesir-
able ones.

programs date back to the 1970s, 
when Latin American producers pro-
posed soap operas with inspirational 
messages. The underlying rationale 
can be found in Albert Bandura’s 
theories of social learning and self-

-
dia offers the possibility to learn 
from other people’s experience at 
no personal cost. At the same time, 
by presenting characters similar to 
the target audience who manage 
to achieve their goals, edutainment 
programs help viewers consider 
these objectives as feasible, and 

increase their motivations to act ac-
-
-

cial role in making the process, by 
harnessing emotional connections 
and reinforcing the messages in the 
program.
While several actors are advocat-
ing the use of edutainment for de-
velopment purposes, to date the 
evidence on its effects is mostly 
descriptive. Rigorous evidence is 
available on the effects of com-
mercial TV on fertility (La Ferrara, 
Chong and Duryea, 2012; Kearney 
and Levine, 2014) and gender atti-
tudes (Jensen and Oster, 2009), but 
these programs were not designed 

On the other hand, soap operas that 
embed educational messages have 
been evaluated (e.g., Paluck, 2009; 
Berg and Zia, 2014) with positive 
impacts in the short run, but it is un-
clear how long lived these impacts 
are. It is crucial that more in depth 
evaluations of edutainment interven-
tions are carried out, to understand 
the channels through which their im-
pact is realized, and to assess the 
timeframe for the duration of these 
effects (e.g., how long should ex-
posure to the message be? At what 
frequency?).
In assessing the possibility of us-
ing the media to change behavior, 
it should also be noted that media 
consumption involves both a “direct” 
and a “substitution” effect (DellaVi-
gna and La Ferrara, 2015). The “di-
rect” effect is related to the content 
of the media: if a positive message is 
embedded in a media program, the 
expected effect is that it should in-
duce the viewer to adopt a desirable 
behavior. The “substitution” effect, 
on the other hand, operates through 
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the viewer’s limited amount of time 
and resources: in watching televi-
sion the individual takes time away 
from other activities. If these activi-
ties are more socially desirable, then 
the time spent in front of entertain-
ment TV may be misallocated from 
a social viewpoint. If, however, the 
activities that are crowded out by 
television are “negative” (e.g., crimi-
nal behavior by individuals who in-
stead choose to watch violent mov-
ies), then the substitution effect may 
be a gain for society at large.
Another important issue is the ethi-
cal dimension of edutainment. What 
limits should be placed on the use of 
media such as television for social 
purposes? While some educational 
content may be uncontroversial, 
other content may be manipulated to 
the point of bordering propaganda.

These are some of the issues that 
this session will discuss, to shed 
light on the use of psychological and 
behavioral theories within edutain-
ment productions, and their comple-
mentarity with more traditional de-
velopment policies.
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A World Economic Forum (WEF) survey of 140,000 busi-
ness people and policy-makers in 2009 found that 75% 
thought the world was not just facing an economic crisis 
but a values crisis as well.  
What, then, are the values that should be guiding us? 
Are values always culturally determined, or are there 
some core or absolute values that can give us direction?
The WEF Global Agenda Council on Values has ad-
dressed these issues over many years and has deter-
mined that there are, indeed, some core values that most 

Human Dignity, Common Good 
and Stewardship as Values  
for Economies?

faiths and enlightened civilizations would subscribe to. 
These are: the concept of human dignity, encompassing 
human rights and responsibilities; the common good—
the idea that all institutions should be pursuing the com-
mon good; and stewardship, both of the planet and of 
resources for future generations.
These three values are easy to subscribe to but if they 
are applied as the design principles of our economic sys-
tem, we are led to some very challenging conclusions.
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The goal of such an economic system would arguably 
be “the equitable distribution of scarce resources within 
planetary ecological limits to satisfy human needs and 
maximize human wellbeing.” Such a goal would require 
a transformational change in our economic system of at 
least the same magnitude as the two big shifts in west-
ern economies which took place in the twentieth cen-

of neoliberalism. The next shift would be based on very 

different goals, measurement systems, incentives and 
institutional structures.
Our panel will explain these core values and their re-
lationship to other values. We will then concentrate on 
their implications in the areas of economics, planetary 
environmental management, business, and banking. We 
will focus on solutions within these areas, giving prac-
tical examples and speaking from personal experience 

live these values.

Promoting the values of human dignity and  

common good in the European Union

Dennis Snower

President, Kiel Institute for the 

World Economy; President, 

Global Economic Symposium

The following solution proposals 
help promote the three core values 
of human dignity (encompassing 
human rights and responsibilities), 
the common good; and steward-
ship (of the planet and of resources 
for future generations). All of the 
proposals promote growth of a per-
spective-taking among Europeans 
for refugees, inducing Europeans to 
take the plight of refugees into ac-
count within and outside the borders 
of the crisis countries. The underly-
ing idea is that perspective-taking is 
a necessary condition for the recog-
nition of human dignity as well as the 
pursuit of common good and stew-
ardship.

Share the nancial support 
of refugees, not their ab-
sorption, across EU member 
states.

-
ing persecution is a legal require-

Convention on refugees. The open 
question is how to meet this require-
ment in the EU.
The proposal is that the cost of 
processing applications for asylum 
and the cost of supporting refugees 
should be divided equitably among 
EU member states, in accordance 
with the size of their populations 
and their GDPs. On account of free 
movement of people among Schen-
gen countries, the absorption of 
refugees is decided through their 
own personal choices. For countries 

-

equate capacity for processing and 
assisting immigrants, these services 
should be provided at the EU level.
Implementing this proposal will 
require an expansion of the EU 
budget, but some of it can be met 
through international development 
budgets and emergency funds.

Create free-trade industrial 
zones in countries adjacent to 
con ict zones.
In particular, it is proposed that 
the EU create free-trade industrial 
zones in Turkey and Jordan, as 
well as pump-prime support for the 
requisite infrastructure, to employ 

zones could attract global compa-
nies to produce goods and services 
for the European market.

The Solutions
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Once peace is reestablished, the 
refugees could return to their home 
countries. This initiative would be 
welcomed by Turkey and Jordan, 
since it would promote business ac-
tivity in their regions and improve the 
chances that the refugees generate 
new income, rather than competing 
for jobs with indigenous people.

Create an “@home in Europe 
year”
The EU should promote an “@home 
in Europe year,” as an option avail-
able for all children leaving school 
and other adult volunteers. Under 

through public and private funds, 
each person would be required to 
live in another European country, 
among people in a different culture, 

religion and social class from their 
own, in order to work on a project 
that is of vital interest to all parties. 
People who have gone through this 
experience—living cooperatively 
and creatively among people quite 
different from themselves—are like-
ly to gain a different European out-
look than they otherwise would have 
done.

Solutions and “resolution”...

Alexander Likhotal

President, Green Cross  

International

“If there is a sense of reality, there 

(Robert Musil)

have wasted far too much energy 
trying to return to “normality” of the 
days of rapid economic expansion. 

the postcrisis world’s challenges 
were only temporary has under-
pinned policies that have yielded 
only lackluster recoveries, while fail-
ing to address core problems. The 
postcrisis era is over, and the “post-
postcrisis world” is upon us promis-
ing a future not of steady, predictable 
trends but of irreducible uncertainty 
with the risk of discontinuities and of 
rapid, unpredictable change.
Human development resides on 
economic, ecologic, social and cul-
tural pillars and constitutes a dy-
namic balancing by states and soci-
eties in exploiting the environment, 

-
ing social needs.
However, the development agenda 
is dominated by the rational positiv-
ist approach that effectively ignores 
or marginalizes the basic cultural, 
social and individual human drivers 
in the totally new conditions, while 
most political actions to offset the pil-
ing up challenges have focused on 
isolated “solutions” linked to health 
and safety, international and eco-
nomic stability, or the environment, 
such as the prevention of accidents, 
the conservation of natural capital, 
or the reduction of greenhouse gas 
emissions.
Today the world needs a new frame-
work of systemic solutions that en-
able a truly holistic approach within 
the global world of today and tomor-
row.
Within this approach values and 
freedoms, acquired in the course 

-

source, they are basic intangible 
assets of the civilization. Technically 

-
tempts to shape the future, risk turn-
ing into disastrous defeats that go 
beyond just restitution of the past.
We already feel daily the exponen-
tial and worldwide growth of hatred 
energy. We have got used to the 
shocking news. Used and immu-
nized. Rediscovered nationalism, 

of the civilian population, decom-
position of nations, societies falling 
into the abyss of barbarism and/or 
humanitarian catastrophes, immi-

but rejecting its principles and foun-

on religious or ideological grounds, 
decapitations in front of the cameras 
have almost seized to shock us.
Albert Einstein once said that doing 
the same thing over and over again 
and expecting a different outcome 
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then are we to assess the 20 years-
long attempts to corral the world into 
the future stubbornly insisting that 
our system is the only imaginable 
one?
In order to devise “solutions” capa-
ble to bring about the real “resolu-
tion” we need to upgrade the devel-
opment strategy shifting from mainly 
technocratic modernization of the 
economic system to a broader agen-
da of the sociocultural moderniza-
tion of society. This will require much 
bolder look into the future not distort-
ed by the lens of the present as well 
as a much better understanding of 
possible long-term consequences of 
the new trends:

 What are the implications of the 
integrated global economy for 
global governance? Will global-
ization overcome resovereigniza-
tion trends?

 How could the IT and communi-
cations revolution change social 
standards and human behavior 
patterns, and, thus, the world or-
der?

 What are the probable outcomes 
of the evolving new balance of 
political, economic, and mili-
tary power, shifting the “centers 
of gravity” from West to East, 
from North to South, and from 
nation-states to private actors? 
Will it recreate a new “multi-/uni-/
bipolarity” of the world or give 
birth to a lateral self-adaptable 
and heterogeneous international 
network instead of exclusively 
states-based system? 

 Will divergences and increased 
volatility result in more global 
breakdown? Or will the develop-
ment of multiple growth centers 
lead to increased resiliency? 

 Will rapid changes and shifts in 

 Will the growing scarcity of natu-
ral resources—such as water 
and arable land—in many of the 
same countries that will have 
disproportionate levels of young 
men—particularly in Sub-Saha-
ran Africa, South Asia, and parts 
of the Middle East—increase 

How may the spread of precision 
weapons change the character 

regional instability, especially in 
the Middle East and South Asia, 
spill over and create global inse-
curity?

And certainly the world requires a 
different way of thinking about the 
economy. It’s time to face the fact 
that economic growth is not a pana-
cea. Euphemisms like “green econ-
omy” or “shared sustainable growth” 
will not help. If a system is funda-

-
solve the problem. This model locks 
the world in continuing crisis, social 
injustice and the danger of environ-
mental disaster.
A rapid transition to a different model 
is needed. And this does not require 
blind rejection of growth. What we 
need is the rejection of the blind 
growth. We need a fundamental 
transformation within a generation—

-
eries and transport systems, and in 
producer and consumer behavior.
Fortunately, many good and work-
able ideas and relevant technologies 
are already in the pipeline (decou-
pling, circular models, performance 
economy, collaborative commons, 
zero marginal cost economy, etc.)

But in order to maximize our chanc-
es to shift towards a sustainable, 
equitable and “happier” world we will 
need:

 A holistic approach, linking de-
velopment and environment, not 
just in analysis but also in gover-
nance policies.

 An Economic MODEL transfor-
mation (rather than its optimiza-
tion)

 A decoupling of economic growth 
from the use of energy and raw 
materials.

 Enrooting circular/performance/
decoupled economy models by 
consistent implementation of 
policies enabling relevant drivers 
and instruments;

 Human empowerment at all lev-
els to ensure that the leaders 
take the adequate decisions, 
organizations (public and pri-
vate)—support and control the 
change, while the citizens as-
sume and realize their responsi-
bilities. 

 A rights-based approach in a 
commons-based economy (eq-
uity and recognition of limits of 
planet), coupled with effective 
means to check and demand the 
accountability of all stakeholders.

 Markets reorientation by valuing 
natural and social capital

 Incentives for “net positive” trans-
formation of business models

 The policy solutions that could 
trigger the necessary transition 
to the new model include:

 Agreeing on ambitious, binding, 

encourage the maximum reuse 
and recycling of materials; 

 Promoting innovation by giving 
priority to sustainable design and 
closed material loops; 
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 And reforming tax, primarily, by 
lowering taxes on labor and rais-
ing them on the use of virgin ma-
terials.

The development of new policies to 
manage the challenges and to re-
spect the realities of the natural world 
offers a myriad of positive opportu-
nities to generate those new ideas, 
new practices and new partnerships 

that are needed to overcome the 
present crisis by reorienting and re-
structuring our development model 
to a really sustainable, resource-

But, however important economics 
and technologies are, achieving the 
required level of global, systemic 
change, will require true transforma-
tive leadership, systemic vision, and 

courage, rather than an adaptive 
strategy of small steps. It will need 
policies reprioritizing toward the 

-
certainties and systemic challenges 
instead of the traditional geopolitical 
considerations and banal economic 
growth concerns.
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The Challenge

Despite growing recognition from many senior politicians 

growth, and that economic growth (as measured by 
GDP) should not be the overriding goal of government, 
the day-to-day reality is that GDP growth does persist 
as a central focus. For example, whilst France is rec-
ognized as having lead the way in the “Beyond GDP” 
agenda with the Stiglitz Commission arguing for a shift in 
focus from production to wellbeing, the French President 
Hollande was recently quoted as saying “I will do every-

New Indicators of Progress: 
How to Make a Difference  
to Policy and Politics

thing to make growth as high as possible.” This primacy 
of growth risks other objectives, including social and en-
vironmental goals, being sidelined. Indeed, whilst econ-
omists often say that economic growth is only a means 
to an end, and that that end is well-being, there is reason 
to believe that some decisions are taken which favor in-
creasing economic growth at the expense of wellbeing.
Alternatives, or complements, to GDP have gained inter-
est, but still have little traction in policy. This is largely 
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funded project, with current Beyond-GDP proposals. 
Firstly, they lack a clear narrative. Secondly, they suffer 
from information overload, with many proposals involv-
ing large baskets of indicators, from which it is hard to 
draw overall conclusions. Thirdly, they fall short of legiti-
macy with proposals often developed by a few “experts,” 
without any links to public opinion. This GES session 
shall provide an opportunity to consider a new proposal 

overcome these challenges and to provide a concrete 
and implementable proposal to the Beyond GDP debate. 
The exact proposal put forward should be treated as an 
example, but it will provide the opportunity to address 
important questions, for example:

-
vide an appropriate balance between the simplicity re-
quired to draw an overall picture, and the complexity in-
herent in societal progress? Are the indicators proposed 
the right ones? Can they be applied to a broad set of 
developed and developing countries? Why? Why not? 
How can policy-makers deal with multiple objectives si-
multaneously? What and who would get politicians to 
take an alternative measurement paradigm seriously? 
How can businesses be part of the solution when Be-
yond GDP is generally about shifting priorities away from 
economic growth? What would it take to embed indica-
tors like these into the public’s conscience?

Economy for the Common Good

Director, Humanistic  

Management Practices

ECG contributes to the great 
transformation 
While our current economic system 
can, in some cases, create prosperi-
ty, it also creates a number of serious 
problems: unemployment, inequal-
ity, poverty, exclusion, hunger, envi-
ronmental degradation and climate 
change. Social and ecological crises 
are accompanied by three funda-
mental cultural crises: an existential 
crisis about the meaning of life, a cri-
sis of values and a crisis of democ-
racy. In the eyes of many observers 
we are dealing with a fundamental 
systemic crisis, which can no longer 
be solved by individual reforms, but 
only by a “system change.” Besides 
a change in fundamental values and 
a change in life styles, we also need 

an evolution in the legal framework 
for the economic system. According 
to a poll by the Bertelsmann Foun-
dation in the summer of 2010, which 
was repeated in 2012, 80 to 90% of 
Germans and Austrians want a “new 
economic order.” The time is ripe for 
a new “great transformation” (Karl 
Polanyi), in the direction of embed-
ding the economy into the social 
context, into constitutional values, 
into people’s hearts and into the 
ecological foundations of life.

Brief history of ECG 
The international movement “Econ-
omy for the Common Good” (ECG) 
started in October 2010 on the initia-
tive of a dozen companies in Austria 
with just that objective in mind: the 

economy has to be brought in line 
with constitutional values such as hu-
man dignity, cooperation, sustainabil-
ity, social justice and transparency. 
To this end, the founders developed 
a “Common Good Balance Sheet” 

time in 2011. The founding compa-
nies and individuals also helped draft 
a call for a new economic order which 
is described in the book “Economy 
for the Common Good” by Christian 
Felber. The ECG proposes to start 
a participatory process in which all 
core elements of a new economic 
order—market, money, competition/
cooperation, social/ecological indica-

systems, trade regimes, etc.—will be 
discussed in economic conventions, 

The Solutions
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with the goal of drafting a new „eco-
nomic constitution.”

Core ideas and principles of 
ECG 
The “Economy for the Common 
Good” is a comprehensive and co-
herent economic model which pro-
vides an alternative to both major 
historic narratives “capitalism” and 
“communism.”

 The contradictions between 
the universal goals found in 
democratic constitutions and 
actual economic behavior are 
addressed and resolved by a 
change in the legal rules for eco-
nomic activities. Incentives will 
be created for the adherence to 
constitutional values. 

 Economic success is currently 
measured using monetary indi-
cators like the gross domestic 

sheets. Success is not measured 
in terms of human needs, qual-

-
mental values but by the accu-
mulation of money. A “Common 
Good Balance Sheet” will fun-
damentally rectify this distorted 
thinking and practice. 

 One-sided economic thinking 
is replaced by a holistic and in-
terdisciplinary approach, whose 

and empirical research: game 
theory, neurobiology, social psy-
chology, sociology, etc. 

 It is an open and evolutionary 
approach promoting learning 
through experience and is open 
to integrating elements from re-
lated approaches like sharing 
economy, circular economy, eco-
nomic democracy, zero growth, 
blue economy, care economy, 
gift economy, and others.

Size of the ECG movement 
After only three years the ECG 
has become a broad, international 
movement including thousands of 
individuals, hundreds of companies, 
dozens of communities and organi-
zations. Participants are involved in 

-
ing tools and processes. The over-
all process for the creation of the 
“Economy for the Common Good” is 
composed of four major strategies:
1. Economy: Enterprises imple-

ment the “Common Good Bal-
ance Sheet” and build up 
networks of international coop-
eration. ECG Balances of nearly 
250 companies are audited and 

using the concept in one way or 
another.

2. Policy: Cities and regions adopt 
the ECG proposals and become 

Common Good.” Two municipali-
ties have done it; another ten are 
in the process of becoming it.

3. Education: Universities and oth-
er institutions promote the ECG 

-
ing, application, and public dis-
semination.

4. International Approach: The 
three above-mentioned areas 
are put into practice starting on 
the local level. So far, more than 
100 local ECG groups have 
emerged in a self-organizing 
manner in Austria, Germany, 
Switzerland, Italy, Spain, Holland 
and South America. The move-
ment is composed of numerous 
hubs, including: Entrepreneurs, 
business consultants, auditors, 
balance sheet editors, speakers, 

-
tions have been founded in Aus-
tria, Germany, Italy, Switzerland 
and Spain to help organize the 
movement.
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Five headline indicators of national success  

based on public priorities

Karen Jeffrey

Researcher, Wellbeing, New 

Economics Foundation

The UK government was among the 

better measurement laid down by 
the Stiglitz Commission (Stiglitz et 
al., 2009), with the announcement 

(ONS) of “Measuring National Well-
being” program in 2010 (ONS, n.d.). 
It was launched by Prime Minister 
David Cameron with the statement 
that “we have got to recognize, of-

a means to an end. If your goal in 
politics is to help make a better life 
for people…then you’ve got to take 
practical steps to make sure gov-
ernment is properly focused on our 
quality of life as well as economic 
growth, and that is what we are try-
ing to do” (UK Government, 2010). 
But our view is that the program has 
not succeeded in bringing this “prop-
er focus” to government. While it 
has produced and collated a wealth 
of useful data, its indicators have 
not shifted the priorities of main-
stream economic and social policy-
making, which remains focused on 
economic growth as its overarching 
outcome. And it certainly has not 

support: following the Prime Ministe-
rial launch there has been a distinct 
lack of political speeches based on 
the program’s indicators. This muted 
impact is relatively unsurprising in 
light of the fact that its headline indi-
cator set is built on ten domains and 

contains no fewer than 41 indicators 
(UK Government, n.d.). This is far 
too many to act as an effective tool 
to guide media, public, political, and, 
therefore, policy attention.
In our work at the New Economics 
Foundation we therefore set out 
to develop a more effective set of 
headline indicators for the UK, work-
ing with organizations from across 
British civil society and business. 
Our starting point was the evidence 
on public priorities for measuring 
national success from three recent 
consultations with the British public: 
the ONS’s national debate on mea-
suring national well-being (Evans, 
2011); the rankings of measurement 
topics by UK users of the OECD’s 
Better Life Index (OECD, n.d); and 
the public consultation carried out 
by Oxfam Scotland in creating their 
Humankind Index (Dunlop et al., 
2012). In addition we reviewed the 
topics included in thirteen high-pro-

then used a set of criteria for effec-
tive headline indicators, based on 

-
cluding the EU-FP7-funded BRAIN-
POoL project, Whitby et al., 2014), 
to select both broad indicator topics 

this way, we developed our proposal 

of national success for the UK, of: 
decently paid, secure employment; 
subjective well-being; environmen-

tal impact; economic inequality; and 
quality of health provision and out-
comes. We will be publishing the full 
proposal at the end of October 2015, 
with a call on the ONS to adopt the 

success as the top layer of indica-
tors within its “measuring national 
well-being” set and to give them 
highest prominence within its sched-
ule of data releases (Jeffrey and Mi-
chaelson, in press).
Our view is that the adoption of these 

a far better alignment between the 
issues treated as priorities in UK 
policy-making, and the things that 
matter most to the British public. For 
this to happen, however, the indica-
tors will need to capture public, me-
dia and political attention, creating a 
demand for a focus on the outcomes 
they represent to which policy-mak-
ers will be required to respond. The 
indicator set has been explicitly de-
signed to succeed in capturing this 
attention where others have failed, 
by being clear, easy to communicate 
and memorable. That is why we 

-
ful and publicly important indicators, 
rather than a single opaque overall 
index which is hard to interpret, or 
a larger number of indicators which 
fail to hold public attention. Our cri-

-
dicators was based on the evidence 
that there are  “severe limits in how 

Juliet Michaelson

Associate Director, Wellbeing, 

New Economics Foundation
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much can be kept in mind at once” 
and that this is between three and 

For our proposal to be successful, 
we will need to make the case that 
activity to date on headline mea-
surement in the UK has not yet suc-
ceeded in genuinely shifting policy 
priorities, as—given the UK’s early 
action in responding to the Stiglitz 
Commission—it may be seen to be 
an issue which does not require fur-
ther concerted action. To do this, we 
are seeking support for the proposal 
from a broad range of organizations 
across British society, including 
charities, NGOs, campaigning or-
ganizations as well as businesses. 
This, we believe, will demonstrate 
the widespread demand for better 
indicators of national success. Of 
course, the proposal also stands a 
much better chance of succeeding if 

-
tries. While this would require each 
country to develop indicators based 
on the priorities of its own citizens, in-
ternational coordination on the idea 

of implementing a small set of head-
line indicators of national success is 
likely to be a crucial element in the 
success of the proposal. Therefore, 
active support of the idea from civil 
society and business organizations 
in countries beyond the UK, focused 

of indicators for each country, will be 
an important step in making this pro-
posal a reality.
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An alternative concept of growth

Rune Wingård

Parliamentary Candidate, Danish 

Political Party the Alternative

The Danish political party the Alter-

November 2013. The main goals 
were to achieve a “serious sustain-
able transition,” a new political cul-
ture and better conditions for en-
trepreneurship. The Alternative is 
critical towards pursuit of economic 
growth as a primary goal for policy-

makers and desires a new under-
standing of growth. This entails a 
new concept of growth that mea-
sures well-being and happiness as 
well as the degree of environmental 
and economic sustainability. The 
aim of having such a concept is of 
course to help focus political and 
social efforts on enhancing this type 

of growth as opposed to traditional 
economic growth (The Alternative, 
2014).
The previous leftwing government 
aimed to create a green growth 
measurement standard, which sub-
tracted the costs of resource deple-
tion, due to national production 
and consumption, in the national 
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GDP (Rothenborg and Østergaard, 
2011). The aim was to support a 
more sustainable economic devel-
opment. Unfortunately, this process 
was not completed as it was very 

-
source depletion in monetary terms. 

whether it makes sense to combine 
natural and economic (and perhaps 
social) development into a single 
measurement standard (Daly and 
Farley, 2010). Another approach is 
to have a multidimensional concept 
of growth/development as the coun-
try of Bhutan has and the New Eco-
nomics Foundation (NEF) is propos-
ing (Kelly, 2012).
The Alternative is in favor of the last 
approach, as this approach leaves 
space for a much more holistic un-
derstanding of growth and develop-
ment. The party proposes to set up 
a Danish commission to examine 
how a new concept of growth can 
be established and which supports 
a serious sustainable transition. This 
requires a change so growth is mea-
sured in three separate categories, 
which encompasses standard eco-
nomic indicators as well as social 
and environmental indicators for de-
velopment. The economic indicators 
could be GDP, levels of public and 
private debt, balance of payments, 
inequality, etc. The social measures 
can include well-being, unemploy-

-
ment of basic needs, and partici-
pation in democracy. These are all 
elements that contribute to social 
justice and a meaningful life. The 
environmental measures should aim 
to describe the degree of environ-
mental sustainability in society. This 
can be done using existing methods 
such as “the ecological footprint,” 

CO2-emissions, biodiversity, nitro-
gen and phosphor pollution, etc. 
(The Alternative, 2014).
The Alternative has experienced a 
lot of popular support to its policies 
and surprised all political commen-
tators in the 2015 Danish parliamen-
tary election. In this election, the 
party gained 4.9% of the total votes 
and now has 9 out of 179 seats in 
the Danish parliament. This is un-
usual for a new political party, so the 
messages resonate with parts of the 
population. Nonetheless, the chal-
lenge is to keep pushing for a new 
understanding of growth in a political 
climate, which focuses on growth in 
a traditional economic manner. 
Other political parties have tradition-
ally branded themselves as partly 
“green,” yet, most of them still fa-
vor economic growth over environ-
mental concerns. As an example, in 
the previous leftwing government’s 
long-term economic 2020-plan, the 
term “economic growth” was men-
tioned hundreds of times and “sus-
tainability” was not mentioned at all 
(Regeringen, 2012). This happened 
even though three out of four of the 

at the time.
This might be due to a fear that a 
lack of growth will lead to rising un-
employment and debt. In 2008, pro-
fessor in environmental studies at 
York University Peter Victor showed 
that if an economy stops growing 
it results in a serious economic re-
cession with serious social conse-
quences. Yet, if a low growth sce-
nario was combined with a series 
of policy proposals for changing the 
economic system, the result would 
be low unemployment, public debt 
as well as a reduction in poverty and 
CO2-emissions (Victor, 2008).

Consequently, it appears that the 
challenge is not simply about imple-
menting a new concept of economic 
growth but also changing the con-
ditions sustaining the current eco-
nomic growth model. This is why the 
Alternative proposes radical reforms 

reduce Danish debt. In practice, 
the party and its supporters want a 
commission to investigate the con-
sequences of implementing a sover-
eign money banking system, where 
private banks can no longer create 
new money by making loans.
A 2012 report supported by the IMF 
has shown that such a proposal 
would drastically reduce public and 
private debt (Kumhof and Benes). 
However, there is a need for fur-
ther research in a Danish setting 
by a commission, before the reform 
could be implemented. In relation 
to unemployment, the Alternative 
proposes a gradual transition to a 
30-hour working week to enhance 
well-being and lower unemployment 
as well as carbon emissions (Coote 
et al., 2010; Schor, 2013). This is 
challenging to achieve politically but 
the proposal is gaining increased 
support in the population, and sig-

success of the Alternative during the 
2015 elections. Another proposal is 
to create more jobs by transitioning 
to 100% organic agriculture in 2040, 
by creating more small-scale farms 
and accordingly have more people 
employed in the agricultural sector. 
The Danish NGO Dansk Naturfred-
ningsforening has shown that this is 
a realistic proposal (Nygaard, 2015).
It remains to be seen whether or 
not the party will be able to achieve 
some of its policy goals and contrib-
ute to an economic development, 
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which is sustainable and enhances 
the well-being of the population. A 
new concept of growth could assist 
supporting such a development as it 
would be easier to pin point whether 
the economic policies were driving 
the country in the desired direction. 
Such a growth concept would be re-
quired to be relatively easy to under-
stand for the population, and easy to 
use for politicians in policy-making. 
Accordingly, NEF’s proposal is very 
interesting as it does not include too 
many different indicators.
In conclusion, there is a huge ne-
cessity for a new concept of growth 
or development, which is easily un-
derstandable as well as politically 
applicable. This concept would 
need to be supplemented by radical 

policy reforms changing the current 
economic system, so it can support 
increased well-being and environ-
mental sustainability while being 
economically stable.
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The Challenge

“Inclusive Growth” refers to sustained economic growth 
while at the same time improving equal access to oppor-
tunities among (groups of) individuals and reducing in-
come disparities (ADB, 2011). It aims to provide different 
groups of a society with equal opportunities to partici-
pate in economic development processes, thus enhanc-
ing the living standards and promoting mobility across 
different social groups. A key driver of future develop-
ment in the world is “innovation”: Innovation drives long-
term economic growth, creates new jobs and potentially 
raises productivity growth to support an upward develop-
ment of wages over time. Innovation is multifaceted and 
can be carried out in various forms, e.g., product and 

Promoting Innovation 
to Achieve Inclusive Growth

service innovation, business model innovation, organi-
zational innovation and institutional innovation. Impacts 
of innovation on economic growth can be direct, indirect 
or be realized via spillover effects. However, how inno-
vation-driven prosperity can encourage inclusive growth 

Can innovation support inclusive growth? How could in-
novation be incentivized to increase prosperity and si-
multaneously better consider issues like income dispari-
ties and unequal access to opportunity? What kinds of 
innovation activities are expected to play a key role in 
this regard? Would it be government’s institutional and 
policy innovation or would it be innovation activities of 



141

GESolutions
GES 2015 | Values to Guide Economies

Finding Solutions. Together.

INNOVATION AND PROSPERITY
Promoting Innovation to 

Achieve Inclusive Growth

-
ernment’s institutional innovation strengthen innovation 

social inclusion? How could public-private cooperation 
work for innovation-based inclusive growth?

More private-public cooperation for all levels of education

Reiko Aoki

Executive Vice-President, 

Kyushu University

Public education, from primary to 
tertiary, started in the 19th century. 
There are many reasons for this. Ev-
ery person has a right be educated 
and have access to education. A 
person is disadvantaged if he or she 
is unable to read or write, or lacks 
basic knowledge such as math-
ematics (arithmetic), geography or 
sciences. A society can make better 
use of new knowledge and informa-
tion for innovation-supported better 
lives if people are able to read and 

trained workers.

gain for the society as a whole and 
for each citizen, it is easy to justify 
using public resources, i.e., taxes to 

only pecuniary, but also from exter-
nalities resulting in better democrat-
ic society from broader civic educa-
tion, for example. These properties 
make education a public policy is-
sue. However, politics may not al-
locate resources in a way that is 
socially optimal to support long-term 
inclusive social development. This is 

-

tors of education, the young, are not 
adequately represented in the politi-
cal system which makes the funding 
decision. Additionally, changing the 

large proportion of decision-makers 
have sunk their human capital in out-
dated knowledge. University educa-
tion and research is, for example, 
slow to adapt to changing market 
and/or societal needs when profes-
sors were educated 30 years ago 
and may not have time (or need) to 
keep up with frontier research and 
education methods.
I propose that we institutionalize 
public-private cooperation in pub-
lic education. Please note I am not 
proposing that we get rid of public 
education. Education should be pro-
vided by the state and be accessible 
to everyone. But it does not need to 
be only funded by taxes. The private 
sector can be involved both in fund-
ing and curriculum development, in-
novative learning and research. This 
is already common in private univer-
sities. I propose we extend this to all 
levels of education. The proportion 
of private to public should differ ac-
cording to the level and type of edu-

cation. The private sector may be 
more strongly involved in the educa-
tion levels (e.g., colleges and univer-
sities) where students are closer to 
the labor market. The involvement 
of the private sector in codeveloping 
the curriculum of colleges may, for 

and skills which are in line with the 
market demand. Governments may 

dollar invested in joint education 
programs with public investors to 
encourage private sectors’ engage-
ment in education.

better funded higher quality educa-
tion. Firms can allocate funds direct-
ly to education and research. Soci-

skills and knowledge and greater 
advances in science and technol-
ogy. 
This solution reduces transaction 
cost of taxing and allocating the rev-
enue. The transmission of informa-
tion from society to education will be 

involvement is not for better fund-

The Solutions
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-
sary for better information to shape 
education. The type of knowledge or 
skills a society needs can be trans-
mitted directly from the society to 
educational institutions.

Better representation of 
younger generation in an ag-
ing society 
Demographic change, particularly, 
the aging voter population, makes 

public policies with a long-run view 
and to invest in future generations. 
In Japan, the median age of voters 
is 55. The majority of voters will be 
over 60 in 15 years. Total govern-
ment expenditure for pensions (the 
part not covered by premiums), is 6 
billion yen, while total spending for 
science, technology and innovation 
is 500 million yen, less than 10%. 

Science and technology is invest-
ment in the future. Would it not make 
sense to reduce pensions by 10% 
and double science and technology 
budget to invest in the future? The 
reduction should not be across the 
board, but progressive like income 
tax, thus leaving the most impover-
ished unaffected by the reduction. 
Returns from the investment will 
mean better pensions in the future. 
In Japan, the current pension pay-
ment will bankrupt the system soon.
I propose giving all citizens the right 
to participate in the political system. 

and have parents vote on behalf of 
minors. Taking care of elderly and 
educating the young used to be an 
intergenerational resource alloca-
tion implemented by households 
or at most a village. After the intro-
duction of pension systems (social 

security) and public education, in-
tergenerational resource allocation 
became public policy. However not 
all generations (and all generations 
are effected by public resource allo-
cation) are represented in the politi-
cal system. They should be.
Please note that I am not proposing 
giving extra votes so it does not vio-
late the principle of one person one 
vote. Parents vote on their children’s 
behalf. How do we know parents will 
really act on behalf of the children? 
We know this by the same way we 
know we can entrust children’s wel-
fare, for instance with view to the 
type of education or medical help 
they should get, to their parents. 
Having more children might give vot-
ers with children an advantage. Chil-
dren will have some representation.

The role of technology for sustainable, equitable growth

Ravi Chaudhry

Founder and Chairman,  

CeNext Consulting & Investment

Sometime back, I initiated a study 
and a survey of new inventions that 
could have the most favorable and 
sustainable impact on the lives and 
livelihoods of a majority of people on 
our planet (i.e., at least three and a 
half billion people).

where the world desperately needs 
break-through inventions.
1. Green Energy
 Affordable, abundant, renewable, 

readily accessible, off-grid en-
ergy that is neither carbon-fuel-

based nor nuclear, nor controlled 
and distributed by big business.

2. Water
 Safe, affordable, water and sani-

tation for all.
3. Housing
 Affordable, durable, homes, built 

with green building materials for 
billions of poor people.

4. Food

food crops—not genetically mod-

yields, and organic fertilizers. Or-

ganic farming can double, even 
treble production, with less water 
usage.

5. Education and Skills for all
 Through new technologies, and 

providing perceptibly equal op-
portunities for growth, and equal-
ity before the law.

6. Health and Prevention of Disease
There is documented evidence that 
enough original work has already 
been done in each of these six do-
mains, and the relevant technolo-
gies are virtually on the cusp of be-
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ing gainfully commercialized. But 
there are two strong impediments 
that tend to slow down the process.
A. Suppression of new inventions by 
entrenched monopolies

fund this research fast enough for 
commercialization

Key Action Agenda
 Prompt governments to create 

unmistakable tax incentives for 
encouraging such research and 
make it viable.

 

exploitation and focus on how 
pooling of collective know-how 
can fast-track the process.

 Promote Shared Research 
through Open Source innovation, 
precluding the priority to patent 
and make money. Saving lives 
and improving livelihoods is a 
great reward in itself.

Make inclusive business pro table for companies and  

acceptable to low-income consumers and producers

Head of Communication and 

Public Affairs, Western Europe, 

International Finance Corporation

Inclusive Business (IB) Models go 
beyond corporate social respon-
sibility and philanthropic activities. 

-
ful, long-term growth strategies by 
engaging individuals at the “base 
of the economic pyramid” (BOP). 
Inclusive businesses engage low-
income individuals across the value 
chain—as suppliers, distributors, 
retailers and consumers. In doing 
so, inclusive businesses reach un-
tapped markets, diversify their sup-
ply sources and access new chan-
nels for retail and distribution. As 
they achieve commercial sustain-

the poor. Since 2005, IFC has in-

450 inclusive business companies 
in over 90 countries. IFC’s inclusive 
business clients have integrated 
more than 250 million low-income 
individuals into their core business 
operations—including patients, stu-

dents, farmers, utility customers, 
and micro borrowers. The Asian De-
velopment Bank and Inter-American 
Development Bank also have a spe-

have evidence-based case studies 
that validate the capacity of private 
companies to contribute to poverty 

returns. Evidence can be drawn 
from across the IFC portfolio—inclu-
sive businesses are active in all re-
gions and in the agribusiness, edu-

retail, and utility sectors. The impact 
of inclusive businesses is being ac-
knowledged broadly. Fortune Maga-
zine’s recent “Change in the World” 
list recognized 50 global companies 
that are doing well by doing good. 
The list included several of IFC’s in-
clusive business clients:

 Alibaba is the largest e-com-
merce company in the world. The 
company has brought tens of mil-

lions of poor people online, and 
reaches some 15 million MSMEs 
through its microcredit platform. 

 Roshan has brought cellular ser-
vice to over six million subscrib-
ers in Afghanistan. It also en-
gages low-income entrepreneurs 
through its network of 33, 000 
agents. 

 Essilor is expanding access to 
eye-care to the estimated 2.5 
billion people worldwide who 
have poor vision but lack access 
to corrective tools. Essilor sells 
“no-frills” glasses at low prices, 
reaching underserved popula-
tions in 22 countries.

 
services across Africa, serving 
over 10 million customers. Micro-

and a strong rural presence allow 
it to reach unbanked individuals.

Inclusive business is win-win. The 
private sector has a critical role to 
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play in driving inclusive and sus-
tainable growth. Challenges persist 
when it comes to integrating the 
BOP. Yet with the right business so-
lutions, there need not be a trade-off 

development impact. Once an IB 
model is established, it is sustain-
able on its own. IFC’s investments 

-
nancial returns that are on par with 
total portfolio returns. The 4.5 bil-
lion people living at the BOP spend 
small amounts individually, but on 

year. Companies realize high growth 
opportunities when they engage 
this market effectively. Established 
inclusive business models have 
been scaled and replicated in other 
emerging markets.

The example of Jain Irrigation

The Company
The only Indian company included 
on Fortune’s list, Jain is the larg-
est manufacturer of micro irrigation 
systems (MIS) worldwide, and also 
a leading fruit and vegetable pro-
cesser. The MIS product enables 
small farmers to adopt water and 

MIS can generate water savings of 

30 to 65%, boosting crop yield and 
therefore farmer income.

The BOP Challenge
The longstanding practice of rainwa-
ter dependence among smallhold-
ers; lack of knowledge about MIS; 
relatively high cost of the product; 

Low productivity due to lack of ac-
cess to inputs and training.

The Solution
Jain reaches farmers as both con-
sumers and producers. It offers in-

farmers can produce more and bet-
ter crops. Jain also purchases fruits 
and vegetables from farmers for 
processing and sale in international 
and domestic markets. Jain uses 
its own agronomists and engineers 
to engage directly with small farm-
ers in their communities to explain 
the value of MIS. The company also 
trains its 4,500 distributors and deal-
ers to teach farmers to use the sys-
tems. Jain taps into a 50% subsidy 
from the Indian government for the 
purchase of MIS. For the remain-
ing 50%, Jain works with banks to 

a subsidiary—the Sustainable Agro 

Commercial Finance Ltd.—in 2011 
for this purpose.

Lessons Learned
Jain needed to understand that 
smallholder farmers are value-con-
scious and price-sensitive custom-
ers. It needed a product with high 

-
provements in farm productivity and 

-
pany has reached 5 million small 
farmers in India, has established 
a plant in Turkey and is looking to 
replicate the model in other emerg-
ing markets. Marketing efforts, facili-

training, and securing rural distribu-
tion channels are key to the uptake 
of the product.

Results
Increased farmer yields: 130% for 
onions; 98% for pomegranates; 90% 
for cabbage.
Increased farmer incomes: gross in-
come increases per hectare of be-

30–40% to 80–85%. 
More productive supply chain 
through research, development and 
training programs.
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Toward inclusive growth: Opportunities and  

outcome distributions

Hung-Jen Wang

Professor, Department of 

Economics, National Taiwan 

University

Innovation in technology has been 
a key driving force behind modern 
day economic growth. Even though 
growth has raised the long-term eco-
nomic well-being, the mid-to-short-
term results of growth reveal unset-
tling issues. They include problems 
of income inequalities, relative de-
privation, and justice between gen-
erations, etc. A recent study on in-
come inequality, for instance, shows 
that income inequality in OECD 
countries has increased over the 
past decade, while the development 
of ICT technology has also grown. In 
the United States, 47% of all income 
generated between 1976 and 2007 

while innovations in technology may 
stimulate the economy, they are not 
necessarily equality-enhancing. Dif-
ferent kinds of innovation activities 
are needed to gear the economy to-
ward inclusive growth. This may be 
achieved by enhancing participation 
opportunities and by a more redis-
tributive tax system.

Enhancing participating op-
portunities
Inclusive growth cannot be achieved 
without providing opportunities and 
means to engage everyone in the 
process of economic development, 
particularly those who are underpriv-
ileged (i.e., the “pro-poor” policy). 
With regard to the education system, 
the poorer and the underprivileged 

population has higher drop-out rates 
and lower education attainments. 

-
sign should be rethought. For in-
stance, a recent report in Taiwan 
shows that by including indigenous 
language and cultural materials in 
the curriculum for the aboriginal chil-

-
dent, less likely to skip classes, and 
have better overall academic perfor-
mances. Flexibility and customiza-
tion are key in this regard.
While education is vital for social 
mobility, the access to and the cost 
of quality education has increasingly 
favored the rich in many develop-
ing as well as developed countries. 

provide low-cost and high-quality 
education and implement reforms 
on the funding of education. Utiliz-
ing ICT in education, such as the 
cases of Coursera and Khan Acad-
emy in English-speaking countries, 
is useful in this regard, and similar 
programs should be encouraged 
in other parts of the world. While 
Coursera and Khan Academy were 
able to attract several venture capi-

them going, similar conditions may 
not be easy to obtain in other parts of 
the world. Instead, governments in 
those places may consider the build-
operate-transfer (BOT) scheme 
with a private sector partner. In this 
partnership, the government works 

with top public schools/universities 
to provide content, and the private 
sector partner builds the web-based 
infrastructure and operates the busi-

Economic policies are seldom Pareto 
improving and those with disadvan-
taged socioeconomic backgrounds 
are often the most vulnerable. The 
vulnerability manifests itself not only 
in their limited capacity in absorbing 
the policy’s adverse effect but also 
in being alienated in the decision-
making process. To a greater extent, 
the disconnect between citizens and 
government is a disconcerting issue 
shared by many countries. As an 
example, Taiwan’s Legislative Yuan 
attempted to ratify the “Cross-Strait 
Agreement on Trade in Services” 
with Mainland China in March 2014, 
and it invoked huge public protest 
on the ground that the process is 
undemocratic and the voices of 
small and local businesses were not 
heard. The protest became what is 

-
cation process is put on hold for an 

“Let their voices be heard”
Public deliberation is suggested as a 
way to engage people in public deci-
sions, and various methods, such as 
the town hall meetings and the delib-
erative polling, has been adopted at 
the community level in some coun-
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tries with some success. To make 
public deliberation a part of formal 
policy decision process, it needs to 
be institutionalized and increase in 
scale. The institutionalization may 
be achieved by providing proper in-
centives to the agency and the lead-
ership. For instance, political and 
policy-leaders who resort to public 
engagement should be reorganized, 
applauded, voted for, and funded. To 
increase the scale, the goal is not to 
engage all citizens in every public is-
sue—this will only strain the people’s 
energy and ground governance to a 
halt. Instead, we should encourage 
people to spend some of their time 
on some of the issues that are core 
to their own interests. By engaging 
the stakeholders in the decision-
making process, we may not only 
increase the likelihood of having 
successful policies, but also help to 

build social trust in the community. 
The latter is important in addressing 
the issue of relative deprivation.
Capital is critical for running busi-
ness, but the access to it is a prob-
lem for many start-ups and small 

scene, and various models (dona-
tion-based, reward-based, social 
lending, equity lending, etc.) and 
platforms have been made avail-
able. They have proved to be suc-
cessful in building up small busi-
nesses in some cases. A note of 
caution is necessary, though: While 
crowdfunding lowers the bar for 
start-ups and, hence, facilitates en-
try it cannot replace the role of local 
creditors who provide capital to keep 

case for many developing coun-
tries, crowdfunding is not the cure. 

Crowdfunding is useful, but it is not 

system.

Redistribution through tax
As a result of economic growth, the 
rich accumulate a disproportion-
ally large share of the wealth while 
they pay a low effective tax rate. A 
progressive global wealth tax (the 
“Piketty tax”) is advocated by some 
to deal with the problem. The now-
much-discussed Piketty tax would 
start at 0.1% and top out at 10% 
on wealth. The problem is that the 
wealthy might transfer title of their 
assets abroad, and that’s why the 
tax has to be global. However, get-
ting every country to tax equally and 

requires innovative approaches to 
cross-country cooperation and tax 
law design.
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