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Managing crises the case for a Green New Deal

Humanity is confronted by historic challenges. While the economic
and nancial crisis has rocked the foundations of our economic
system and threatened the livelihoods of millions of people here in
Europe and in the rest of the world, we cannot afford any further
delay in tackling the crises in the realms of climate change and

global justice.

It is by no means certain that we shall succeed
in managing the crises that face us and in nding
sustainable solutions based on solidarity. The tasks
that lie ahead pose a formidable challenge, but at
the same time more and more people across the
world are now aware of the need for concerted
and resolute action to resolve these crises. This
means that a historic opportunity is presenting
itself to renew the foundations of our economic
and social system. The crises are asking funda-
mental questions about the ways in which we run
our economies, the ways in which we consume
and the ways in which we transport ourselves
and our goods. Indeed, many people today are
already seeking new paths towards a good life
and sound economic management. They have no
wish simply to carry on as before.

The Green New Deal that is on the table is a
substantive outline of what can and must be done

now. Underlying the Green New Deal is the rea-
lisation that we cannot resolve the various crises
unless we work together, because all three crises
have common causes, such as the obsession with
quick returns in our economic system, because a
political response to the crises must accommodate
the interests of all stakeholders from the deve-
loping countries right to a better future to our
own peoples concern for their jobs and because
a wholehearted adoption of a new approach will
help us to emerge faster, better and with greater
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foresight from the current economic crisis with
good jobs geared to future requirements and a
focus on sustainability. Any attempt to play one
crisis off against the others, to postpone responses
to climate change or the quest for global justice
on account of the economic crisis, will fail. It is
today that resolute efforts are needed to achieve
a better tomorrow  for everyone.

The Green New Deal shows that this aim is
achievable.
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Three crises

The frequent breathless rush from one headline-grabbing problem to the
next obscures the fact that our world is currently experiencing three simulta-
neous problems, which must be seen as interconnected and dealt with accor-

dingly. These crises
and inequality

the nancial crisis, climate change and global poverty
cannot be put on the back burner or resolved in sequence,

for they are strongly interlinked. Unless the common causes of the crises are
understood, not a single one of them will be resolved.

The economic and nancial crisis

The worst nancial crisis since the 1930s has ta-
ken the world economy to the edge of the abyss.
Almost all of the industrialised nations have been
plunged into deep recession, with falling econo-
mic output, rising unemployment and a specta-
cular increase in public debt, and the emerging
economies and developing countries have also
been hard hit. While gigantic rescue packages
for banks and nancial markets and huge pump-
priming packages have served to avert a total
collapse, it is not at all clear what the basis for
economic recovery should be.

The crisis is the result of decades of the dere-
gulation policies of economic liberalism, the con-
sequence of a worldwide economic model based
on unrestrained capitalism in which the globalisa-
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tion and unshackling of economies and nancial

ows have not been followed by globalisation of
the social and environmental framework within
which markets operate.

The primary cause of the present crisis was the
bursting of the US property bubble, and its global
spread was due to the web of interdependence
in the nancial system. Banks lost trust in each
other, which meant that global money markets
dried up. The crisis was caused by the high risks
that banks, funds and insurers incurred in their
quest for double- gure returns and by errors
and gaps in supervision. Any analysis of the cri-
sis must also take account of global economic
imbalances between countries with growing ex-
port surpluses and others with mounting debts,
the concentration of wealth in ever fewer hands
and the unsustainability of our economic and so-

cial system. The plain fact is that the economic
crisis came about because the global economic
model of the last two decades was unsustainable
in several respects. It was unsustainable because
asymmetrical relations between importing coun-
tries, especially the United States, in which con-
sumers were becoming more and more indebted,
and exporting countries, like China and Germany,
which focused extraordinarily obsessively on the
pursuit of export records and failed to develop
domestic demand, could not be economically sta-
ble in the long term. It was unsustainable because
social inequality kept growing, and far too few
people were bene ting from economic develop-
ment. Lastly, it was unsustainable because it was
built on massive consumption of nite resources
and on increasingly dangerous concentrations of
greenhouse gases in the atmosphere.



The climate and resource crisis

The need for vigorous responses to the climate
crisis is becoming increasingly urgent. We are
regularly told of climate scientists new ndings
which are even more alarming than those that
went before. If the international community does
not manage to reverse the steady increase in the
volume of harmful emissions within the next de-
cade, the objective of limiting global warming to
an average increase of less than 2 C on pre-in-
dustrialisation levels will become virtually unattai-
nable. As things stand, it seems more likely that
the planet is headed for a temperature increase
of up to six degrees Celsius. The results would
be catastrophic. The geography of the inhabitable
world would alter in ways that are scarcely concei-
vable from a present-day perspective. Water sup-
plies and soil fertility would be jeopardised in vast
areas of the world. Extreme weather events and
their ravages would become ever more frequent.
Rising sea levels would inundate large, populous
and economically powerful coastal regions. Huge
migratory movements of climate refugees would
occur, numbering hundreds rather than tens of
millions. Biodiversity would be wrecked, and vital
ecosystems would vanish for ever. The total eco-
nomic damage would be devastating; economist
Nick Stern has estimated that it could amount to
as much as 20% of global GDP.

Like the nancial crisis, the climate crisis has its
roots in the lack of sustainability of our economic
system. As in the case of the nancial crisis, the
search for quick pro ts has taken precedence over
sound long-term strategies and sustainability. As
aresult, we are using up our planets nite resour-
ces at a breathtaking rate, wantonly destroying
unique ecosystems and polluting the environment
with volumes of emissions and waste that go far

beyond its capacity for absorption and must ulti-
mately lead to its destruction.

As with the nancial crisis, what is lacking are
rules to prevent a situation in which the few live
and do business at the expense of the many. The
fact is that both harmful emissions and resource
consumption are extremely unevenly distributed.
A minority of 20% of the world s population are
responsible for 80% of the consumption of its
resources. These reckless business practices and
lifestyles cannot be allowed to spread. An econo-
mic system designed to enable six or nine billion
people to live in decent conditions cannot be built
on nite fossil resources. The surges in commo-
dity prices before the onset of the credit crunch
testify to that.

The climate and resource crises have therefore
raised searching questions about the way we
engage in economic activity, the way we consu-
me and the way we transport ourselves and our
goods. The industrialised nations must cut their
CO2 emissions by almost 100% in other words,
they must achieve the transition to a carbon-neu-
tral economy if they are to halt climate chan-
ge. We must all reduce our dependence on nite
resources so that competition for them does not
endanger economic activity and peace.

The justice crisis

The two crises referred to above are occurring
in a world in which billions of people are denied
the chance of a decent life. The number of people
who are chronically affected by hunger has risen
above a billion for the rst time in human history.
Even more people have no access to education,

health care or clean drinking water. Prosperity,
however, is not only unfairly distributed between
North and South. Within individual countries too,
the gulf between rich and poor is widening not
only in the developing and newly industrialised
countries but also in the developed industrialised
nations. Growing social insecurity is a particular
problem in the industrialised countries. As the
gulf between rich and poor continues to widen,
entire sections of the population are excluded from
accesstowork,incomeandagoodeducation. How-
ever complex and involved the reasons for this
development may be, the machinations of the

nancial markets in recent years have posed huge
problems, even in crisis-free periods. Deregulated

nancial markets have greatly accelerated the
growth of the social divide and the concentration
of wealth; by creating pressure for rationalisation,
they have deprived more and more people of em-
ployment and income.
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Figure 1:

Percentage of green invest-
ments in recovery packages
and percentage of GDP
in 2008

The trailblazers of the Green
New Deal are South Korea
and China, whose invest-
ments are more sharply
focused on environmental
aims. Germany, on the other
hand, still has some ground
to make up.

8_The Green New Deal

Australia
Canada
China
France
Germany
Indonesia
Italy

Japan
Mexico
Saudi Arabia
South Korea
UK

USA

% Total Fund

The Green New Deal

The current nancial and economic crisis is often compared with the
Great Depression of the 1920s and 1930s. In those days too, a nancial crash
triggered a deep slump in the real economy. President Franklin D. Roosevelt
managed to turn things round in the United States by means of a large-scale
investment programme and with the aid of nancial, economic and social
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His New Deal was intended to re-deal the
cards , give a second chance to people rocked by
the crisis and build new foundations for the natio-
nal economy. Investment programmes and public
employment schemes created new jobs, the ban-
kingand nancial system was radically overhauled
and was refocused on the task of funding the real
economy. Minimum wage rates, the introduction
of welfare schemes and a progressive system of
income tax created new social cohesion. This is
the experience on which we base our strategy.

Today, as then, strenuous joint efforts are nee-
ded to pave the way for a better tomorrow. Un-
like its forerunner, however, todays New Deal
can only be a Green New Deal, one which is con-
cluded for the bene t of the environment, not to
its detriment. Trying to resolve the economic cri-
sis without taking any account of climate means
destroying the basis for future life. Moreover, un-
like the national economic programme launched
by President Roosevelt in 1933, the Green New
Deal must be an internationally coordinated stra-
tegy. In view of today s global interdependence,
purely national efforts will not achieve the desired
effect. With the Green New Deal we can generate

sustainable economic impetus - an economic im-
petus which is not fuelled by the de cit spending
of millions of US consumers but which is under-
pinned by the environmental restructuring of our
economy, by massive investments in eco-friendly
low-carbon infrastructure and technology.

Today, as in the past, such a New Deal can-
not be anything other than a fair and equitable
deal. Whether in the industrialised nations, in the
countries with emerging economies or in the de-
veloping world, people will not support a Green
New Deal unless it is fair. Only if the right of de-
veloping countries to nurture their own econo-
mies is preserved will they support efforts to com-
bat climate change. Only if our own people are
not threatened by mass unemployment and job
insecurity will they embrace the greening of the
national economy, which, besides creating many
opportunities, will also bring dif culties.

The Green New Deal, in other words, is far
more than an environmentally and socially
responsible economic recovery programme. Nor
is it an abstract vision for a different and bet-
ter economic system. The Green New Deal is a

speci ¢ package of measures through which our
economic system can be environmentally and so-
cially restructured in the coming years. The Green
New Deal directly answers the pressing questions
that people are asking: where can new sustaina-
ble jobs be created? Which sectors of the econo-
my can inject fresh economic impetus? How can
our economic system become stabler and more
sustainable? What can we do nationally and glo-
bally to narrow the ever-widening gap between
rich and poor?

The Green New Deal rests on three pillars. The

rst is the re-regulation of the unbridled nancial
markets so that, instead of continuing to create
one speculative bubble after another, they gua-
rantee the funding of sustainable economic de-
velopment. The second pillar is the environmen-
tal and social restructuring of our society, driven
by massive investments in measures to combat
climate change, in education and in justice as well
as by green industrial policy. This will create jobs
and generate new economic dynamism. The third
pillar is the renewal of the social contract between
North and South and between rich and poor in
our own countries.

The Green New Deal_9



Figure 2:
Annual growth of global GDP

The nancial crisis has led to
the most spectacular collapse
of the world economy since
the Second World War.
Negative global GDP growth 4
has been registered for the rst

time ever. 3

10_A Green Leash for Financial Markets

Gross Domestic Product

mmmm Madison 2001
s |WF 2009

S
S
S

©
,\
N



A green leash for

nancial markets

The main trigger of the present economic crisis that has destroyed the live-
lihood of millions throughout the world and brought the global economy to
the brink of total collapse was unbridled, pro t-driven wheeling and dealing

in the international nancial markets.

With the aid of new nancial products, the
main purpose of which was to enable investors
to spread their risks, a gigantic house of cards
was built of mortgages, loans and nancial deri-
vatives. In good times, it showered dream pro ts
on global nancial operators, but, when the wind
changed, the house of cards collapsed, taking the
world economy with it. Even during economic
upsurges, however, the operation of the nancial
markets was fraught with problems. The pressure
to maximise short-term pro ts severely exacerba-
ted social and environmental problems. The dere-
gulated nancial markets greatly accelerated the
widening of the social divide and the concentrati-
on of wealth in ever fewer hands.

Politicians are not blameless for the present
crisis. For too long they tolerated a situation in
which the new nancial instruments such as credit
derivatives, securitisation instruments and hedge
funds were largely immune to effective supervi-
sion. For too long, politicians looked the other
way, even though it was known that banks were
circumventing their own equity requirements by
outsourcing transactions to special-purpose enti-
ties. For too long, politicians looked on as new

nancial operators conducted bank-like trans-
actions, issuing long-term loans and re nancing
themselves with short-term borrowing, without
being subject to the same regulation as banks.
Scarcely anything was done to shift the focus
away from short-term pro ts.

The dynamism and innovative power of func-
tioning markets can be a great help in meeting
the challenges of climate change and combating
global poverty. This will not work, however, if the
consequences of the crisis are con ned to the
amendment of a few details of existing regula-
tory provisions or to better and more transparent
supervision, necessary though these things are.
The time has come to create an effective regula-
tory framework for the world economy, a frame-
work that puts markets at the service of social and
environmental development. The nancial mar-
kets in particular must be redirected towards their
proper purpose, which is to fund investments, to
provide for liquidity and to underwrite risks. We
need nancial markets that channel capital into
investments in our future instead of destroying
our future through speculation and a mania for
pro ts.

The Green New Deal

Financial markets

1 Close the casino

2_Gear nancial markets to
sustainable investment

3_Green reins on capitalism

4 A fair world economy

Economy

Social justice
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1 Close the casino

If the nancial markets are to become
servants of the real economy once more,
they must start to cushion risks emana-
ting from other markets again instead
of posing a deadly risk to the economy
themselves. While crises and recessions
can never be entirely eliminated, the un-
numbered nancial and monetary crises
of the past two decades were not un-
avoidable but were the consequence of
a totally misplaced and quite plainly dis-
credited neo-liberal deregulation policy.
Virtually everywhere in the world, poli-
ticians have contributed to this process
under pressure from the nance lobby.
In this way, the nancial markets have
become a gaming casino. The time has
come to close the casino.

> Simple rules for everyone

The crisis was able to wreck the global nancial
system so quickly because the rules prescribing
the amount of equity that banks had to hold as
security for their risks (known as capital adequacy)
were awed. To make matters worse, many

nancial operators acting like banks did not have
to offer any security at all. Moreover, the existing
system of regulation goes in the wrong direction,
since it lays down complex detailed rules, while
the required level of capital adequacy depends
on rating agencies assessments of the position,
assessments that often prove to be wrong in the
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event of a crisis, which is precisely when capital
adequacy becomes important. A new regulation
philosophy is needed today. Instead of complex
rules for each individual type of case, which are
easily circumvented, there should be simple rules
that apply to all players banks, hedge funds or
whatever else investment bankers might dream
up tomorrow. The bigger the bank, the high-
er the security requirements  that must be the
principle. This would counteract the tendency to
form bigger and bigger banks and would prevent
a scenario in which more and more operators be-
come too big to fail so big, in other words,
that their collapse would automatically plunge
the entire nancial system into crisis. Such a sim-
ple, universal rule could put an end to many of
the recent problems. Hedge funds, which often
leverage their high-risk transactions with huge
inputs of borrowed funds without any obligation
to offer adequate security, could not continue to
operate in that way and would no longer pose a
risk to the system. To this end, the Basel Il inter-
national regulatory agreement and the EU Capital
Requirements Directive must be reformed.

> Bring nancial transactions out of
the shadows

The fact that politicians on both sides of the
Atlantic have long been giving too much unque-
stioning support to nancial innovations has fur-
ther encouraged ights of fancy in the nancial
markets. A large percentage of todays nancial
transactions are conducted in places where the-
re is no oversight and with products that are not
subject to supervision. Financial products are not
standardised, and the risks they entail are down-
right unfathomable. That was precisely how
the house of cards was built in recent years. In
future such transactions must be banned. Finan-

cial products must be standardised, and all tra-
ding in them must take place in stock exchanges.
In addition, nancial regulators must be able to
remove from the market any nancial products
that pose risks to the stability of the system. Such
procedures are absolute standard practice in other
industries in cases where products potentially pose
serious risks to the general public or to the buyer.

Another target of heavy criticism has been the
securitisation of risks. The problem, however, is
not the securitisation mechanism as such. Secu-
ritisations are, and will remain, a useful way to
pass on loans to a creditor who is better equipped
to accept the risk, thereby creating scope for the
securitising body to make more funding available.
There is, however, a need for rules designed to
ensure that only high-quality securitisation pro-
ducts are marketed. Banks should be required
to keep at least 20% of their receivables in their
own books. Moreover, borrowers must not nd
themselves in dire straits or have their consumers
rights curtailed as a result of their loans having
been sold on.

> Clip the wings of rating agencies

Rating agencies occupy a key position in the

nancial markets. Provided their assessments
are correct, they ensure transparency and there-
by save market players money. Now that there
are only three major providers of credit-rating
services, namely Moodys, Standard & Poors
and Fitch, even the downgrading of a trans-
ferable security by two agencies can lead to a
hecticselling frenzyand knockthe nancialmarkets
sideways. Instead of delivering reasonably sound
information and assessments, the rating agencies
repeatedly arouse the herd instinct on the stock
exchanges.



The agencies are subject to con icts of interest.
They are paid by those whose products they rate.
If these ratings are wrong or are not worked out
properly, however, the losers are normally those
whose actions depend on them. In order to avoid
con icts of interest as effectively as possible, the
business model of rating agencies must be altered.
A sharp line must be drawn between consultative
functions and rating. Ratings should be paid for
by those who use them, not by the rated bodies,
which always foot the bill at the present time.
That principle must be enshrined in the reformed
EU rules governing nancial markets. Moreover,
an independent European rating agency may be
a useful addition. It is also essential to downgrade
the role of ratings. The power that rating agencies
possess today was given to them by politicians by
means of banking regulations or through decisions
taken by central banks. This applies especially to
the banking system, in which ratings have almost
superseded the banks own checks in some cases.
Simpli cation of the capital-adequacy obligations
would serve this very purpose of diminishing the
importance of ratings.

> Introduce a nancial turnover tax

A tax on nancial turnover would also make
the nancial markets more stable. This would
mean that every purchase and sale of nancial
products would be taxable at a minimal rate,
such as 0.1%. The underlying idea is that certain
speculative transactions in which buying and sel-
ling follow in quick succession, thereby genera-
ting high turnover, would become unpro table
because of the tax. Real transactions, however,
which have a longer time frame, would scarcely
be affected. The nancial turnover tax is thus one
step up from the Tobin tax, which was intended
exclusively for international transactions between

different currency areas, and a stock-exchange
turnover tax, which would only affect turnover
in stock exchanges. The fact is that currency spe-
culation and stock-exchange turnover are not the
only problems today and that trade in derivatives
in unregulated markets is a particular headache.
Such a tax could be introduced in the euro zone
without impairing Europe s competitiveness; the-
re would certainly be no need for international
consensus. The nancial turnover tax would also
nally make the nancial sector contribute to the
funding of the common good like every other
industry. The revenue from such a tax, which,
according to studies, would amount to EUR 64
billion within the EU even at a rate of only 0.01%,
could also be used to nance the social and deve-
lopment measures of the Green New Deal.

> Supervise nancial markets more
strictly

The supervision of the nancial market in
Germany by the Federal Financial Supervisory
Authority (Bundesanstalt f r Finanzdienstlei-
stungsaufsicht) and the Deutsche Bundesbank
has failed to achieve its real purpose of curbing
aberrations before they develop into crises. We
need a marked improvement in supervision of
the nancial market in Germany. The Superviso-
ry Authority must be made more independent of
the industries it is supposed to oversee. It must
be more proactive in forestalling crises instead of
waiting until they erupt before it acts, and it must
become more incisive in overcoming problems,
for example through the power to take nancial
products off the market and to correct unsustai-
nable business models of banks. At the present
time, the companies that it oversees provide half
the members of the administrative board of the
Federal Financial Supervisory Authority. This can

lead to con icts of interest, which then prejudice
the imperative independence of market supervisi-
on. The staf ng of the Supervisory Authority must
be increased so that the Authority can operate on
an equal footing with the market players.

The Member States of the EU must ensure that
an appropriate supervisory structure is created in
response to the integration of Europes nancial
markets. That is the only way to guarantee rapid
reaction in an emergency. The group supervision
of European banks that has been agreed so far is
not enough. An EU supervisory structure must be
modelled on the German Federal Financial Super-
visory Authority and the British Financial Services
Authority (FSA), in that it must cover all nancial
services. Separate supervision of securities, insu-
rance and banking is an anachronism. Besides the
task of safeguarding the stability of nancial mar-
kets, the remit of a European supervisory authori-
ty must also include the protection of investors.

> Create greater trust by establishing
consumer protection in - nancial markets

The nancial crisis has con rmed in a spectacu-
lar manner that there are wide gaps in consumer
policy in the nancial services eld. Closing the
casino also means tailoring nancial markets to
the interests of consumers. It is wrong that lack of
knowledge and bad advice should cause people
to buy risky nancial products and to lose their
money as a result. Accordingly, advice should be
geared in future to consumer protection, not bro-
kers commission. We want aggrieved consumers
to be able to enforce a right to compensation.
Financial products that are not transparent must
be prohibited.
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