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Summary

The agenda of the new Commission displays the intention to adjust the concept of prosperity by
focusing political action on sustainability and well-being. We have defined ten leverage points that
can assist the pursuit of sustainable prosperity, through ensuring that ecological and social
objectives hold the same weight as economic policy objectives. In doing so, the EU can lead the
way in reducing the dependency of policymaking on economic growth.
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The window of opportunity is now:
Redefining prosperity to tackle today’s challenges

Today, the European Union faces historically unique challenges. In the coming years it will have
to increase the rate of decarbonisation of the European economy five-fold in attempting to reach
the European climate goals'. At the same time, the pressure on European natural capital,
ecosystems and biodiversity continues to increase despite the goals that have been set?. However,
proposals to implement the required changes hit on an increasingly polarized society, which
significantly limits the scope of environmental action® as the Yellow Vest in France have shown.
Even if unemployment may be falling and disposable incomes may be rising across the EU?4,
inequality is still stagnating at high levels®, precarious work forms are widely spread®, more people
face social isolation” and a higher portion of income goes to basic goods and services such as
(health, education, child-care)®.

To tackle these challenges simultaneously will require a transformation of the European
economic system? and urgent political action’®. The next Commission will be of particular
importance, since fair change takes time and decisive political action coupled with creative
solutions beyond mere technology are needed. Action needs to be taken early on if it is to overcome
the existing path dependencies of the fossil-fuel-based economic model, given that the
development of new technologies takes 20 to 70 years!!. Investment in new infrastructure, the
deconstruction of fossil-based infrastructure and necessary changes in lifestyles and norms are
sluggish and generate lock-ins*2.

The new Commission has put forth a bold agenda to pave the way to a sustainable and green
economy?®3. If the agenda is intended seriously, it means adjusting our current understanding of
prosperity. With the European Green Deal (EGD) at the top of the agenda, it is now the
environmental objectives that the EU is pushing to the forefront. At the same time, the new
president calls for focusing the European semester on the sustainable development goals (SDGs)
and ensuring that economic policy “works for the people”. The agenda creates a unique opportunity
to define prosperity as something other than merely by increasing material opportunities. Rather, a
sustainable prosperity can result from a new balance in material and non-material well-being: The
capability of people to flourish is not only accessed through income gains, but through healthy
social networks, a sense of purpose, leisure time and finding meaning?!. At the same time, the
associated environmental impacts must remain safely within ecological boundaries, for this
prosperity to be sustainable.

The success of this agenda and the future of the EU will be determined by how well its economic
policy responds to conflicting political goals and future uncertainties. The multitude of
objectives among the SDGs and EGD presents economic policy with mounting complexity. Trade-
offs and interactions between individual goals, the prioritization of goals and the integration of
policy measures are gaining importance. The limited predictability of policy measures in the age of
complexity calls for new ways of dealing with this uncertainty without falling into a mode of inaction.




The freedom.to choose:
Reducing the dependency.on.economic.growth

Political processes are needed to address this complexity and to focus EU economic policy
action on well-being and ecological preservation. The EU can build on activities that go beyond
GDP, such as the mainstreaming of health policy and gender and the current conclusions within the
Finnish EU Presidency®®. Furthermore, political examples of the OECD and some of its member
states provide first examples for inspiration how to effectively align policymaking towards wellbeing
and sustainability?®.

However, adjusting political processes will not be sufficient as long as the EU’s economic policy
still mainly centres around economic growth'?. This is no surprise, as economic growth still
remains a necessary condition for achieving different policy objectives and ensure economic and
thereby social stability. Growth seemingly makes it easier to fight inequality, generate jobs and
sustain fiscal balances. Increasing tax revenues are closely linked to economic growth and thus
decrease conflicts between political objectives, as additional revenues can be invested in different
policy areas.

This necessity of maintaining continuous economic growth to ensure political and economic
stability is increasingly becoming a structural challenge. Many member states are confronted
with declining and stagnating growth rates®. Trade-offs between economic growth and the
environment are becoming increasingly apparent raising the question of whether growth is in fact
“uneconomic”, once future costs are taken into account™. More holistic welfare metrics as the
Genuine progress indicator show a growing disconnection between economic growth and welfare?®,
Additionally, the internalization of environmental externalities may well slow down economic
growth.

In view of today's goals and challenges, the question of how to unbind economic and social
stability from economic growth arises. This is essentially a question of how to reorientate towards
what matters: well-being and sustainability. Independence means being free to decide whether the
economy grows or not, as long as the EU achieves its social and environmental goals. Economic
growth will then become one means among many to meet certain objectives. To this end, the EU
needs to find ways of decoupling economic and political stability from long-term economic growth.

The expertise of European stakeholders and the results of current research offer a variety of
ideas on how to answer this question. We have conducted over thirty interviews with people
involved in EU politics and spoken with numerous experts. This has resulted in the identification of
ten leverage points for sustainable prosperity. This list does not provide final answers. It is intended
as an invitation to discuss what is needed to achieve four goals on the path to sustainable prosperity
in the course of the EGD, Horizon Europe, the implementation of the Social Pillar and the Agenda
2030 for Sustainable Development:

1. Environmental and social objectives have the same importance as economic policy objectives.
2. Trade-offs are weakened and the achievement of social and environmental goals is facilitated.
3. Policy processes are designed so DGs coherently contribute towards common goals.

4. Economic policy decouples economic and social stability from economic growth.



10 Leverage Points for Sustainable Prosperity

1.

Establish a sustainability and well-being framework for the European economy by defining
enforceable limits on resource extraction and targets for well-being and inequality to give
value to what people value.?*

It has already been successful to set binding limits for carbon emissions in the fight against
climate change. The next step is to extend these limits, for example in the EGD, to resources and
their impacts in order to avoid the loss of biodiversity. The associated price signals will boost
innovation in resource productivity gains and at the same time decrease the pressure for business
to grow.?? For a just transition, the ecological goals should be supplemented by social goals that
ensure that burdens and benefits are distributed more equally.

Lift social and environmental indicators to the same level as GDP by prioritising associated
SDGs in the European Semester, by accelerating the publication of necessary data and by
anchoring them more firmly in the policy process.?3

The establishment of regular debates on the monitoring of SDGs in the College and EU Parliament,
the allocation of responsibilities at the highest political level and the coupling of budget allocation
to these indicators are suitable for this purpose. Further ideas include an action plan to introduce
a System of Global and National Accounts in the EU, develop a comprehensive environmental
index and define an interdepartmental SDGs strategy, as well as to improve methods in
forecasting SDGs.

Increase the consideration of ecological and well-being aspects by complementing the better
regulation toolbox with further tools for policy assessment.?*

Currently, there is a bias of available tools and guidelines for assessing economic impacts (9 tools)
compared to assessing the environmental impacts (1 tool) or social impacts (4 tools). New tools
can help to overcome disagreements over methodology and a perceived lack of theoretical
foundation underpinning new indicators. To provide a better understanding of the impacts, the
tools should explicitly address the weaknesses of cost-benefit analysis and include approaches
from system thinking and multi-criteria analysis.

Improve coherence between policy areas and the achievement of environmental and social
policy objectives by adjusting policy design and decision processes.?®

The EU already performs better than many member states with regard to policy coherence.
However, further options to increase exchange between DGs include a more frequent use of task
forces and inter-service groups for legislative processes or the granting of veto rights to certain
DGs for environmental or social policy measures.

Move from evidence-based to transformative policymaking by creating co-creative innovation
spaces for policy development and involving different stakeholders from all fields of society.?¢
Incremental changes will not be enough to meet today’s challenges. Innovation spaces can be
used to identify measures for systemic change and experimental fields for bold policy proposals.
Due to the necessary paradigm shift in society as a whole, past evidence on actors’ behaviour is
only able to support a narrative for the future to a limited extent. Rather, this evidence may even
reinforce existing path dependencies.

Decouple well-being from material consumption by supporting the diffusion of sustainable
and non-material lifestyles.?’

Consumption beyond the satisfaction of basic needs has various drivers such as participation,
status, efficiency, comfort. However, the extent to which more consumption translates into
greater well-being is controversial. Sustainable and sufficiency lifestyles are a central lever to
reduce today’s environmental pollution and growth dependencies. Proposed measures include,
for example, labels for assessing the absolute energy consumption of goods compared to a per
capita consumption benchmark, strengthening the provision of alternative goods or services for
satisfying needs (e.g. car-sharing instead of individual transport), a support of regenerative
practices through a right to repair, or a ban on advertising environmentally dangerous goods.



10.

Reduce the energy- and resource requirements for the EU economy to flourish by redirecting
innovation towards improving life quality.?®

Work is by far the most expensive production input. Therefore, despite many EU strategies for a
circular economy and efficiency, technical progress is largely aimed at increasing labour
productivity. This goes hand in hand with more capital and thus higher consumption of energy
and resources, thereby reversing the reductions in energy and resource consumption through
efficiency gains. Breaking through this dynamic holds great potential for sustainability. As
measures, the member states can shift the tax burden from labour to resources and energy or
create incentives for companies to promote innovations that go beyond compliance with
minimum environmental standards. This also reduces the imperative of businesses to grow their
material throughput to be competitive.

Enlarge the understanding of green jobs by supporting job creation in labour intensive sectors
and promoting work-sharing.?®

Work is necessary for social participation, recognition and the generation of income. However, in
addition to existing measures like re-education schemes for green industries, jobs in resource-
light but labour-intensive and ,,well-being sectors” (care, craft, culture) are also green jobs. These
offer high welfare potential for the EU. Furthermore, while a termination of jobs with high
environmental impacts is needed, unemployment can be combated not only by creating new jobs,
but also by strengthening work-sharing and reducing working-times. This is of special importance
for regions faced with rapid structural change. Policies for sustainable prosperity must therefore
aim to stimulate investment in labour-intensive sectors, simplify work-sharing or support the
reduction of working-times in EU member states. With regard to addressing growth dependence,
this frees policymakers from the need to reduce pressures on the labour market resulting from
labour-productivity gains by expanding economic activity.

Harmonize environmental and social objectives by moving beyond market-based solutions.3°
Efficiency is a key strength of market-based economic policy instruments. However, this applies
only to a specific set of assumptions about human behaviour. Once long-term consequences,
norms, time-inconsistent preferences, habits and path dependencies are included, other
instruments can produce better welfare outcomes. This is particularly true when market-based
instruments have high distributional effects and higher prices restrict access to basic goods and
services with low price elasticities. This applies, in particular, to carbon prices and taxes.
Regulations, targeted industrial policy, changes in ownership structures or other non-monetary
provisioning systems (commons, community based) can help to promote alternatives, prevent
unsustainable practices and ensure access to basic entitlements.

Rethink taxation by taxing and redistributing rents.3!

The pursuit of more economic activity is closely linked to the fact that many economic actors
benefits from increasing rents. On the other hand, the lack of taxation of these rents undermines
public revenues and thus increases the pressure to grow. Rents, however, are not only a problem
from an egalitarian perspective. High rent seeking even stands against market-liberal ideas that
income should be assessed according to the effort. Such rents come from land, resources,
innovations or inheritances. The EU could recommend that member states tax rents to make them
available for the public. This creates new sources of fiscal revenues, which on the one hand
reduce the pressure for more economic growth to increase the state budget. On the other hand,
these revenues are used to support those hit hardest by environmental policy and help fight
inequality.
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