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Governments are deciding on measures to help economies recover from the impacts of the COVID-
19 pandemic, but, as in previous crises, a narrow focus on fighting the recession could have
adverse effects on the environment and health. We suggest that health and sustainability should

be at the heart of the economic response.

The current COVID-19 pandemic is having devastating effects on health and on livelihoods
worldwide, albeit with wide variation between countries in incidence and death rates®. At the same
time, the physical distancing measures required to save millions of lives have triggered the most
severe global recession on record since the Great Depression, which started in 1929 and lasted for
most of the 1930s. US employee dismissals might reach 47 million, translating into a 32.1%
unemployment rate in the second quarter of 2020?. According to the International Labor
Organization, currently over 1 billion workers worldwide are at high risk of a pay cut or losing their
job. GDP growth in 2020 is expected to decline by 6% globally, 10.8% in the US and 13% in the

eurozone?? (Fig 1).

The current reduction in economic activity cannot be expected to produce long-lasting
environmental benefits. Experience of the previous global financial crises suggests that any declines
in greenhouse gases (GHG) emissions are likely to be short-lived and followed by an emission
rebound, boosted by stimulus packages and low oil prices®. Following the 2008 recession, the
subsequent growth in CO, emissions exceeded the transient drop observed, and about 40% of the
rebound effect was due to a small number of emerging economies, especially China and India. But

the effect was also substantial in the European Union (EU)*.

There is potential, however, to guide the huge injection of public resources into the economy
required for the post-crisis recovery, to achieve employment, health, environmental and

socioeconomic benefits.
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An integrated approach

The COVID-19 outbreak has shown that the world is unprepared to react promptly to global health
threats: most governments (e.g. US, UK, France) delayed taking action despite the devastating
impacts of the virus in Northern Italy, losing an important opportunity to slow transmission. This
demonstrates that the typical siloed approaches of governments to risk management fail to address
a global crisis with cascading large-scale health, economic and social effects. This unpreparedness
does not only apply to the management of pandemics but also to the prevention of the irreversible
consequences of climate change. Indeed, climate change is a global threat to health no less than
pandemics. Air pollution exposure raises the risks of heart disease, chronic respiratory disease,
stroke and other conditions that also increase the risk of death from COVID-19°. Ambient air
pollution from burning fossil fuels is responsible alone for about 3.6 million premature deaths

annually®’.

Since there is considerable uncertainty regarding the development of an affordable vaccine to fight
the virus, itis essential to improve the resilience of our society both to COVID-19 and to longer-term
environmental challenges. This can be done not only by focusing on cost-effective public health
interventions but also by reinforcing health and environmental monitoring and surveillance systems
and supporting international collaborative research efforts 8. More generally, embedding the
environment-health interface in the design of policies to tackle the post-COVID-19 recession would

deliver significant near-term benefits and strengthen society’s resilience to shocks over time.

Implementing an integrated economic response

The imperative is to place health and sustainability at the heart of the economy, implementing post-
COVID-19 policies that achieve multiple goals — health, environmental sustainability, employment

and equitable socioeconomic recovery. The policies pursued in the wake of the 2008-09 and 2011-

3
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12 financial crises failed to achieve these integrated objectives, because policy makers focused

mainly on priorities like employment and growth in isolation®.

The economic policy response to the COVID-19 shock should pursue integrated actions to improve
health and reduce GHG emissions by (i) removal of subsidies that are harmful for health and climate
and helping renewables to remain economically competitive, particularly when oil prices are low; (ii)
recapitalizing companies not only according to economic criteria, but also on the basis of

environmental and health criteria .

The need for a post-COVID economic stimulus is an opportunity to redirect harmful subsidies from
fossil fuels and other damaging products and services to more productive and necessary goods and
sustainable energy. At present fossil fuel subsidies remain high in some countries and exceed
subsidies for renewables®.According to the International monetary Fund in 2015 global post-tax
fossil fuel subsidies were estimated at $4.7 trillion, particularly reflecting failure to account for air
pollution and climate change impacts'®. Setting prices at fully efficient levels would have lowered
global CO, emissions by an estimated 28% and fossil fuel air pollution deaths by 46% . As in
previous economic crises, however, the drop in oil prices together with growing unemployment may
seriously compromise efforts to decarbonize the economy 4. Emerging evidence suggests that;
because of their political influence and the numbers of jobs at stake, a wide range of sectors
including aviation, oil and automotive industry, have successfully obtained environmentally
damaging bailouts and a substantial relaxation of environmental regulation (e.g. Norway has delayed
oil gas industry taxes)!. Investments in renewable energy projects experienced dramatic cuts during
the previous financial crises but, despite the current fall in the price of oil and the lower demand for
energy, investments in renewable energy compares favourably to fossil fuels'®. They can provide a

greater economic boost, leading to longer-lasting recovery®3.
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Halting environmental exemptions and rollbacks and shifting subsidies from unsustainable and
inefficient industries to supporting rapid decarbonization, for example by retrofitting buildings to
reduce energy use, building cycling infrastructure or funding renewable energy is an immediate

priority and would be cost-effective from a health, environmental and economic perspective.

An additional complementary economic policy response to COVID-19 is to recapitalize firms so as to
restart investment and growth in the economy. So far, the short-term economic response to fight
the COVID-19 recession has been liquidity provision via debt financing to firms and households
whose cash flow has dropped or disappeared altogether. This is clearly an urgent need because firms
and families will go bankrupt otherwise. However, the injection of liquidity does not solve the
possible emergence of insolvency, as the losses born by firms during the crisis burn part of their
equity capital (i.e., the value of its assets minus its debts). Paradoxically, liquidity provision may
aggravate the solvency problem if firms emerge from the crisis with greater, possibly crippling,
indebtedness and lower equity capital, and therefore with higher risk of bankruptcy. This will
eventually slow down investment and growth, as previously happened in the Eurozone in the wake
of the 2008-12 financial crisis!*. To avoid a repetition of that experience, the economic policy
response to COVID-19 should include the injection of fresh equity capital into firms. Given
households’ severe wealth loss, such recapitalization will require substantial public funding . It is
essential to establish criteria to identify which firms should benefit from recapitalization with
taxpayers’ money. These criteria should not only include firms’ economic viability, but also
environmental and health effects . Clearly, firms whose products jeopardize public health and
environmental sustainability and whose business model would not be competitive if they paid the

economic costs of their environmental and health externalities should not be prioritized for support.

In the EU, this can happen not only at the level of individual governments but also via a cooperative
pan-European arrangement to enable firms to be recapitalized irrespective of the fiscal capacity of

their national governments, i.e. only on the basis of their economic potential and their contribution

5
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to a healthy environment. This would be consistent with the European Green Deal that aims to
accelerate progress towards a zero-carbon economy, with major benefits for health and the

environment®

. The EU could establish an equity fund to recapitalize companies across Europe,
financed by the European Investment Bank (EIB) with participation from long-term investors, as well
as with the issuance of long-term bonds. Being directed to this broad class of investments, such a

fund would be quite different in scale and scope from existing EU initiatives, such as the European

Investment Fund, which focuses on funding small and medium enterprises.

On the economic front, this new fund would target firms with good profitability and growth
prospects, prioritizing those that have received little (or no) state aid from their own governments;
in addition, it would require funded companies to refrain from paying dividends in the near term, or
repurchasing their own shares and to ensure that the capital injection is not squandered on
compensation of shareholders or top managers. But beside these economic efficiency criteria, the
fund should also consider health and sustainability criteria in the choice of firms to be recapitalized.
By prioritizing these criteria, this fund is likely to attract institutional investors that rely on
Environmental and Social (ES) ratings to allocate their investments. ES ratings are already widely
used in asset management: mutual funds actively compete for climate-conscious investment flows,
s0 as to be achieve the “Low Carbon Designation” created by Morningstar in 20186. Moreover,
stocks with high ES ratings have turned out to be particularly resilient during the COVID-19 crisis,
featuring significantly higher returns than other stocks’. ES ratings would be usefully
complemented by health criteria in the portfolio selection, thus prioritizing also companies
producing essential diagnostic and other medical equipment, together with those whose products
improve or protect health. Some investments may indeed qualify both on environmental and health
criteria: for example, renewable energy technologies yield a double environmental and health
benefit, with the potential to prevent about 430,000 premature deaths annually in the EU from air

pollution attributable to burning fossil fuels®®.
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Removal of environmentally harmful subsidies and recapitalizing companies based on ES and health
standards — may also be an opportunity to minimize the social impacts of recession, by creating
sustainable employment opportunities as part of the stimulus package. In 2018, 11 million people
were employed in the renewables sector worldwide and, if pre-crisis investments are not redirected,
this number could rise to 42 million jobs globally by 2050%2 . For instance, in the US only, the Obama
Administration’s Recovery Act generated 900,000 job years of employment while driving down the
costs of clean renewable energy®®. Hence, recovery from the COVID-19 crisis could be a great
opportunity to re-orient the economy towards sustainability while promoting employment and

growth.

In the words of President Obama’s chief of staff, Rahm Emanuel: “You never want a serious crisis to
go to waste.” This is a very serious crisis: rather than wasting it, let us turn it into an historical

opportunity.
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