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Rebuild nature to capitalise on future
economic booms

Two of the modelled scenarios imagine different approaches
to managing natural capital when Victoria is favored by strong

economic conditions — Scenarios B: Symbiosis and C: Exploit.

While Scenario C: Exploit shows a future of consuming

and degrading our capital for short-term gain, Scenario

B: Symbiosis shows a future in which long-term structural
and investment changes lead to a synergy between the
environment and industries that depend upon it for prosperity.

section

Comparing these scenarios enables us to understand the
impact of different approaches to economic development in
favorable economic times.

The model shows that an environmentally conscious approach
to economic development (Scenario B: Symbiosis) can deliver
180,000 more jobs and more than $50 billion in added turnover
across the eight sectors in the year 2028, compared with
Scenario C: Exploit (Figure 15, Table 1).

Healthy natural capital enables Victoria to obtain superior
benefits from favourable economic conditions.

Figure 15: Trends for scenarios B and C show the impact of different approaches to
natural capital in strong economic conditions. Source: Nous Group (2014)
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4.3 Opportunities and risks are significant _ ! !
for critical Victorian industries Isolating the impact of natural capital

The research findings assessed scenarios that
incorporated both economic and environmental
changes from the baseline trend. But how much does
healthy natural capital alone contribute to economic
returns? To answer this question, The Nous Group
isolated the impact of natural-capital adjustment under
each scenario.

Certain industries are vulnerable to the health of natural capital.
The modelling suggests that two of Victoria’s most important
industries are at serious risk when natural capital diminishes —
health care and social assistance, and financial and insurance
services. These are two of Victoria’s biggest industries,

critical to the state’s prosperity. They are major contributors to
Victorian employment.

The model showed that healthier natural capital alone
can deliver an improvement in economic performance
by 5-19 per cent of industry value-add and 3-16 per

On the other hand, Victoria’s traditional industries could benefit
most from improvements in the natural capital, which they
depend on for prosperity. Agriculture and manufacturing would
have significantly higher value-add and employment under
healthier natural capital. This suggests that protecting natural
capital does not just lead to the development of new industries;
it can also support the vitality of traditional industries.
Importantly, agriculture and manufacturing are dispersed
across Victoria, and economic growth in the regions would Alternatively, in circumstances of reduced natural
provide jobs and benefits state-wide. capital, Victoria could experience a direct economic
cost. Exploiting natural capital that underpins the eight
industries modelled could cost those industries $9-22
billion in value-add (or 12 -15 per cent of the economy
respectively) and 35,000-100,000 jobs (3-17 per cent of
Victorian jobs respectively) in the year 2028.

cent of jobs in the year 2028 compared with a future

in which the impact of natural capital is ignored. This
positive trend was observed under both scenarios that
involve returning and improving the natural capital base
(Scenario A: Efficiency and B Symbiosis respectively).
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The economic benefits of investing in
natural capital illustrated globally...

The United Nations Environment Programme (UNEP) modelled
the global economic performance of investing 2 per cent

of global GDP (annually) in business—as-usual and ‘green’
investment scenarios.

The ‘green’ scenario included investing in energy efficiency in
buildings, industry and transport, renewable energy, improved
waste management, public transport infrastructure, and a
range of natural-based sectors including agriculture, fisheries,
forestry and water supply.

UNEP found that ‘green’ investment delivered long-term
growth to 2050 that was at least as high as its ‘business-as-
usual’ counterpart and would most likely have delivered better
economic outcomes (Figure 16).

At the same time, the ‘green’ scenario reduced energy
and water use and the ecological footprint of the economy
(Figure 17).

section
four

In other modelling, the OECD estimates that up to 20 million
jobs in renewable-energy generation and distribution could be
created worldwide by 2030%2. Countries investing in ‘future’
economies are growing jobs. For example, Korea’s New Green
Deal is expected to generate nearly a million jobs over four
years in a low-carbon transport network, water management
and river restoration, clean energy, ‘green’ technology and
waste-to-energy schemes®.

The International Labour Organisation’s models also show
that a shift to a ‘greener’ economy will create net gains in
employment in the order of 0.5-2 per cent, which would
translate into 15-60 million additional jobs globally34.

And in Australia

The Australian Solar Council estimates that the five million
Australians who have installed solar panels and hot-water
systems have created 18,500 jobs, supported more than 4,500
businesses, halved their power bills, and taken 2.8 gigawatt of
coal-fired generation offline.

Source: The Australian Solar Council http://solar.org.au

2025

[77 Green investment scenario

2030

2035 2040 2045

[ Business-as-usual

Figure 16: Projected trends in annual GDP growth rate. Source: United Nations Environment Program 2011
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The economic risks of depleting
natural capital have been illustrated
elsewhere

Unabated climate change could cost the world at

least 5 per cent of GDP each year; if more dramatic
predictions come to pass, the cost could be more than
20 per cent of GDP. However, the cost of reducing
emissions could be limited to around 1 per cent of
global GDP.

Unabated climate change and expenditure on
adaptation measures could cost the Australian
economy (measured through annual GDP) 1 per cent by
2025, 2.1 per cent by 2050, and 5.9 per cent by 2100.

Source: Garnaut climate change review

-51

The International Labour Organisation models suggest
-60 that under a business-as-usual scenario, productivity
Real GDP Energy  Water Forest Footprint f
GDP  capita demand demand land biocapacity levels in 2030 would be 2.4 per cent lower ‘than today
and 7.2 per cent lower by 2050 due to environmental
degradation and loss of natural capital.

W2015 [M2030 [72050

Figure 17: Impacts of the green investment scenario relative
to business-as-usual for selected variables (percentage
difference). Source: United Nations Environment Program 2011
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Protecting natural capital offers Victoria substantial economic
opportunities. Exploiting it poses substantial economic risks.
This is consistent with findings of similar research undertaken in
other parts of the world.

If we choose to rebuild our natural capital, Victoria’s economy
will grow and out-perform projected trends. Our model
suggests that $15-36 billion in additional economic benefits
and 100,000-200,000 additional jobs could be achieved in
2028.

On the other hand, if we choose to continue the ‘business-
as-usual’ economy, Victoria will eventually decline. Our model
suggests that $16-78 billion could be lost as well as up to half-
a-million jobs from eight industry sectors.

Not only will an economy underpinned by healthy natural
capital outperform an economy in which natural capital is left to
degrade; it will do so whether economic conditions are weak
or strong. Investing in natural capital minimises economic
downturns and job losses during weak economic periods, and
maximizes them when times are good.

section
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The well-being of Victorian businesses and
communities is dependent on a future economy
that operates within the means of the planet we
share.

5.1 Our vision for the future economy

Qur vision for the future economy is for economic and
employment prosperity to be driven by public and private
investments that reduce pollution, waste and greenhouse
emissions, improve energy and resource productivity and
prevent the loss of biodiversity and natural capital.

The future economy opts for low-to-zero net carbon energy,
buildings and transport. Agricultural output is doubled by
improved land and water productivity. We produce more

with fewer materials, and with less energy and water. Waste

is ‘designed out of’ the things we build and make, ultimately
leading to the phase-out of landfills. Greenhouse emissions
are slashed and the climate is safe. Forests are protected and
replanted to sequester carbon. Fish stocks, river and soil health
and biodiversity are replenished. Our economy uses no more
resources than nature can replenish.

The future economy is socially inclusive and measured by

the well-being of the society it serves. Businesses make
reasonable profits but not at the planet’s expense. The true
costs of doing business are incorporated into profit-and-loss
statements. Importantly, long-term thinking influences actions
and policies.

Crucially, the future economy leaves a legacy for future
generations, not a liability.

section
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5.2 The enabling conditions for the future
economy

The Future Economy Group seeks a planned transition of the
Victorian economy with significant progress by 2020, delivering
economic, environmental and employment benefits to all.

The following section suggests six powerful ideas that

have emerged from a review of the policies that are proving
successful in promoting economic transition across the globe.
Although the change will involve many factors, the following
suggestions are made with the Victorian and Australian
governments in mind. After all, governments set policies,
regulations and incentives — the ‘rules of the game’ that
determine our future.

The message from these recommendations is clear: concrete
policy options for shifting to a future economy exist and are
being implemented by many countries throughout the world.
The governments that act early and embrace these ideas will
not only support the change but will also ensure that they are
optimally placed to take advantage of it.

Is economic growth sustainable?

Continued economic growth is seen by many as
necessary to provide society with the goods and
services it needs and desires. As a result, continuous
growth targets are frequently set by governments
around the world.

Yet the kind of economic growth we depend on at the
moment is unsustainable. And simplistic growth targets
based on increases in gross domestic product are often
aspirational without clear plans for achieving them.

The transition to the future economy will require
substantial capital investment in sustainable
infrastructure and technologies, clean energy and food
production and repairing nature’s infrastructure. This will
be hard to achieve in the absence of a strong economy.

Growth of the sustainable economy and sustainable
industries such as clean energy will be essential to
solving the problems we face.

But ‘business-as-usual’ growth, at the expense
of natural capital, may lead to economic and
environmental collapse.
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Build a circular system of
production and consumption

In a world with increasingly scarce and expensive
resources that are finite in nature, the economy
should be efficient and circular, providing the
secure resources supply essential to business.

Industrial evolution has been dominated by a linear model of
production and consumption; goods are manufactured from

raw materials, sold, used, and then usually discarded as waste.

The efficiency of this linear system has improved over time

but there is room for even greater efficiencies and innovation.
Depleted natural capital, the increasing scarcity of resources
and the growing population and consumption rates will require
productivity gains of a new order of magnitude that is simply
not possible under a linear system.

A circular system of production and consumption creates an
industrial economy that is restorative to nature and society by
intention. It also creates innovation opportunities and creates
new markets. It aims to enable effective flows of materials
and energy so that natural capital can be rebuilt. Products
are designed for longevity, remarketing, remanufacture,
disassembly or repurposing (Figure 18). Materials are
recovered and used again, and biological materials can be
returned to nature or used to create energy. This approach is
often referred to as a ‘cradle to cradle’ rather than a ‘cradle to
grave’ approach.

It saves millions of barrels of oil, methane emissions from
landfill, emissions from electricity generation and materials.
Globally, a circular economy could triple the materials recycling
rate compared with the "business-as-usual’ approach and
reduce waste to landfill by more than 85 per cent®.

And it saves money.

The Ellen MacArthur Foundation in partnership with the World
Economic Forum and McKinsey & Company has conducted
inaugural research into the economic rationale for a circular
economy. They found that over US$1 trillion a year (more
than three times Victoria’s entire annual gross state product)
could be generated globally by 2025 if companies focused
on encouraging the build-up of circular supply chains,

which would increase the rate of recycling, re-use and re-
manufacture®.

section
five

The global population is set to rise to 9 billion and
Victoria’s to 6.4 million by 2050

Global consumption rates of goods and services are
increasing nearly four times faster than population rates

In the past 10 years, there has been a 29 per cent
increase a year in waste generated by each Victorian.
Recycling rates are also increasing

In Victoria, several materials-capture businesses exist,
recycling computers, lights and more. Opportunities
exist for smart product design and production that
could revitalize Victoria’s manufacturing industry

Knowledge
Recycling
Infrastucture

Waste &
resources
industry

Retailing/
consumption

Householders/
businesses

-~

End of life

Figure 18: The Circular Economy
Source: Environmental Services Association
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Critical policies to drive the circular economy include:

¢ Product stewardship and a service based economy.
If businesses are responsible for the impact of their product
over its entire life-cycle and for what happens to the product
at the end of its useful life, enormous materials efficiencies

could result. Manufacturers would have an incentive to design

their products for longevity, refurbishing and disassembly
—even to change the way their products are consumed,
through service or rental agreements rather than sales.

¢ Landfill phase-out schedules should be established in
combination with product stewardship schemes to drive
materials’ capture and re-use. The Victorian government
has taken steps along this path by increasing landfill levies,
making recycling more economically competitive.

¢ Setting new standards for the productivity of materials and
resources as well as the extent of recycled content used
could drive substantial productivity gains. This could begin
with simple new consumer labelling at the point of sale that
outlines the use of resources in making the product.

* Research and innovation in circular material flows across
industry sectors could be supported to help businesses
change to a circular economy. This should include
international collaborations among research and business
institutions, achieving economies of scale.

Examples of implementation of these policies include:

* The Korean government’s ‘Extended Producer Responsibility’
system, which requires manufacturers and importers to
recycle a certain amount of their products. Over 6 million
tons of materials were recovered in the first five years of the
scheme’s implementation, savings more than $US1.6 billion
and creating 3,200 new jobs®’.

® The United Kingdom retail giant Marks & Spencer recycles 94
per cent of its waste, and has reduced overall waste by more
than a third®.

¢ Ricoh photocopiers and printers are designed and
manufactured in a way that they can be recycled or re-used.
Ricoh aim to reduce their input of new resources by 25 per
cent by 2020 and by 87 per cent by 2050%.

¢ In Australia, carpetmaker Godfrey Hirst reclaims, recycles and
reprocesses used carpets, turning some of them into fence
posts®,
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Place a value on nature

Businesses reap extraordinary benefits from
nature. Because these benefits are rarely
incorporated into bottom lines, they are neither
measured nor managed. As a result, businesses
are exposed to reductions in the availability of the
materials and services they rely on.

Today as environmental costs don’t appear on business profit-
and-loss statements, they are not incorporated into economic
decision-making. For example, a company logging native
forests will record the value of the timber but not the costs that
destroying the forest will have on society through lost water
filtration, carbon sequestration and reduced oxygen supply.

Under current approaches, businesses and consumers enjoy
the benefits of economic activity that damages nature while
the costs are borne by society as a whole and, in particular, by
future generations.

Our economy needs to account for the true value of nature and
the true cost of using natural capital.

Maintaining nature’s capacity to bestow is often cheaper
than having to replace lost resources by investing in heavy
infrastructure and technological solutions*'.

Ultimately nature is priceless. Some values such as the serenity
of a flowing river or a walk in the bush cannot be measured.

But we can put a price on the services provided by nature that
are traded in the marketplace, such as electricity, water, wood
and food. We can also put a price on pollution and damage to
the environment.

section
five

Should we put a price on nature?

Some argue that nature should be protected not
because of its economic value, but for its own

sake. There are legitimate concerns that creating
financial incentives to protect nature could lead to the
‘commaodification of nature’ and further exploitation.
There are also methodological challenges in assigning
monetary metrics to complex natural processes.

Others believe that if we don’t start incorporating the
value of nature into our economy, we may lose nature
forever. It is often quoted that we use nature because it
is valuable, but we lose nature because it is free.

Ultimately nature has many different values, some
are intrinsic and others can be measured in monetary
terms. It is important that both monetary and non-
monetary values attributable to nature must be taken
into account in decision-making.

Nature can be better incorporated into economic decisions
through the following policies:

¢ Understand nature’s value: A first step is to understand
nature’s value to the economy. Work is done on this globally,
but there is little research in Australia. The Victorian and
Australian governments should undertake detailed modelling
to estimate the value of natural capital to the economy
and employment and to understand the economic risks of
business-as-usual and the opportunities provided by a more
sustainable economy.

¢ Account for nature’s value: Unlike economic and human
capital, natural capital has no dedicated systems of
measurement, monitoring and reporting . A second step is to
include natural capital in the nation’s accounting systems and
monitor how natural assets depreciate or grow in value over
time*3. This is already being pursued through the System of
Environmental and Economic Accounting developed by the
United Nations Environment Programme?*4. The Australian
Bureau of Statistics is developing ‘Measures of Australia’s
Progress’, which is starting to account for some of the value
of nature.
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¢ Measure and disclose the environmental costs of
business and industry sectors: We cannot manage the
environmental costs of businesses if we do not measure
them. It will become increasingly important to measure
environmental costs within businesses and industry-by-
industry and incorporate them into accounting practices.
This could be achieved through product labelling and
environmental profit-and-loss statements at a business or
industry level.

Governments should also measure and disclose the
environmental costs of their own activities, through their
annual budget processes.

* True cost accounting: The price of goods and services
should reflect their full costs, including environmental costs.
Consumers would therefore pay the full cost of what they use.
This can be achieved in many ways.

Natural resources could be valued to reflect their degree of
scarcity through, for example, taxes, levies and fees on the
extraction of forest resources, fisheries and minerals.

Penalties for pollution, pollution caps and compensation
payments based on the value of natural capital compromised
by economic activity would also internalise costs. This

can be strengthened through creating markets, payments
and tradable permits for rebuilding natural capital, via such
activities as reafforestation, pollution reduction and materials
recycling. Although politically challenging, these types of
policies are starting to emerge in Australia through the price
on greenhouse emissions and the carbon-farming initiative.

¢ Invest in protected areas: The full value of nature cannot
be fully priced. We may still value it, however, by investing
in natural-resource management and through creating
protected areas such as parks and marine reserves. These
will then provide the materials and services — such as fish and
fresh air - essential to our economy.

A study of the economic costs and benefits of investing in
expanding the world’s nature reserves to 15 per cent of global
land and 30 per cent of global marine environments showed a
return on investment of $100 for every $1 invested*®.

section
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Today, annual global environmental damage is
estimated to be US$6.6 trillion (11 per cent of global
GDP). By 2050, this is expected to increase to US$28
trillion

The top 3000 listed global companies alone are
responsible for environmental costs (externalities) of US
$2.1 trillion

The following five industries make up 60 per cent of the
above environmental cost: electricity generation, oil and
gas, industrial materials and mining, food production,
and construction and materials

Greenhouse emissions, water extraction and air
pollution are amongst the largest environmental costs

Examples of implementation of these policies include:

¢ In New Zealand, the Te Papanui Conservation Park provides
the Otago region with water for free that would cost $NZ136
million annually to bring in from elsewhere?’.

¢ In New York, payments to maintain water-purification services
in the Catskills catchment worth $US1-1.5 billion were
assessed at significantly less than the estimated cost of a
filtration plant, worth $US6-8 billion and $US300-500 million
ayear in operating costs. Taxpayers’ water bills went up by 9
per cent instead of doubling*®.

¢ |n India, compensation is paid by companies that obtain
permits to convert forests to other uses. Payments are made
into a publicly managed reafforestation fund to improve the
country’s forest cover. Approximately 143 million Euros are
released each year for reafforestation?®.

e The UK government has set up the Natural Capital
Committee to advise on the condition of the natural
environment and the sustainability of natural-resource use.

¢ In 2010, PUMA developed the world’s first environmental
profit-and-loss account for their products. It demonstrated
145 million Euro in environmental costs for the key areas of
greenhouse-gas emissions, water use, land use, air pollution
and waste®.
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Redirect government payments from
polluters to problem solvers

Government investment through subsidies

and other financial incentives is an important
accelerator of innovation and helps new industries
emerge. However, this investment should not be
used as a lifeline for technologies and processes
of the past.

Subsidies and other government payments are pervasive in the
industrial, mining, agriculture, transport and energy sectors.
They are expensive for governments and often deplete natural
and encourage inefficiency, waste and over-use. They lead

to the premature scarcity of valuable finite resources and the
degradation of natural capital®'. Subsidies also bias the market
against investment in cleaner and sustainable alternatives.

Fossil-fuel subsidies, for example, deter consumers and
businesses from adopting energy-efficiency measures that
would be cost-effective in the absence of subsidies. They also
defer the deployment of renewable energy.

Alternatively, subsidies and payments that have a public
benefit could be a powerful enabler for a transition to the future
economy. Public-good subsidies may be useful in promoting
early action to avoid locking in long-term unsustainable

assets and to avoid losing valuable natural capital that is
critical for future generations. They could help enable ‘green’
infrastructure and technologies to prosper, especially those
that produce substantial non-financial benefits or financial
benefits that are difficult to quantify in the economy.

Government investment should be prioritised to areas that
stimulate the future economy, redirecting payments from
polluters to problem-solvers, to the benefit of nature and the
economy.

section
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Global subsidies amount to almost $US1 trillion a year
for agriculture, fisheries, energy, transport and other
sectors combined Source: TEEB

In 2011, fossil-fuel consumption subsidies worldwide
were estimated at $US523 billion, $US111 billion
higher than in 2010. By comparison, financial support

to renewable energy amounted to $88 billion Source:
International Energy Agency

The Australian Government provides around $10 billion
of public funds each year to subsidise fossil-fuel use

in the form of tax rebates and concessions, foregone
revenue and expedited write-downs of assets

“Science and economics tell us we need to make
the transition to clean energy as quickly as possible.
Phasing out inefficient fossil fuel subsidies is an
important part of that equation

“We have subsidized oil companies for a century.
That’s long enough. It’s time to end the taxpayer
giveaways to an industry that’s rarely been more

profitable, and double-down on a clean energy
industry that’s never been more promising.”

“Fossil fuel subsidies are a handbrake as we drive

along the road to a sustainable energy future. Removing
them would take us half way to a trajectory that would
hold us to 2C.”
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Shifting payments from polluters to problem-solvers would
require policy development in the following areas:

¢ Phase out harmful subsidies. An analysis of subsidies
that diminish natural capital should be undertaken and a
plan devised to remove or reform them. Criteria could be
developed for subsidies and payments that promote public
good, reduce pollution and rebuild natural capital. This should
be done at both the Victorian and national level.

It is accepted that subsidy reform could lead to increases in
the prices of subsidised goods. Careful attention to the effects
on essential goods and services to vulnerable communities of
reviewing subsidies would be needed.

¢ Introduce incentives to rebuild natural capital. \Where
significant price distortion discourages sustainable
investments, incentives are important®. This is particularly
true when environmental costs such as pollution are not
reflected in the prices of goods and services.

Incentives could be in the form of direct subsidies, price
control, for example through feed-in tariffs, or loans for
sustainable investments, market-based instruments such
as tradeable permits and auctions, and tax reform, such as
accelerated depreciation of sustainable infrastructure.

These incentives could have deadlines that would encourage
innovation and avoid public expenditure beyond a point
necessary to stimulate the future economy. Such a policy
would identify specific needs and make adjustments, put
caps on total spending and impose sunset mechanisms.
Importantly, incentives must be stable and predictable to give
certainty to investors.

section

Examples of implementation of these policies include:

¢ |n London, a congestion charge reduced daily vehicle
journeys by 70,000 and greenhouse emissions by 20 per
cent®s,

¢ |n 1999, the German government started to increase
incrementally taxes for engine fuels, electricity, oil and gas,
reducing greenhouse emissions by 3 per cent in 2010%4. In
Germany, environmentally-related tax revenue generated
$57.5 billion in 20125,

¢ Kenya introduced a feed-in tariff on electricity from wind,
biomass and small hydropower in 2008, and extended the
policy in 2010 to include geothermal, biogas and solar energy
resource-generated electricity®.

¢ [ndia has established a rebate in property tax for users of
solar-water heaters®”.

¢ Australia’s Renewable Energy Target creates a financial
incentive for investment in renewable-energy sources
through the creation and sale of certificates.
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Create smart governance and regulation

Well-designed regulations can control the most
harmful forms of unsustainable behaviour, either
by creating minimum standards or prohibiting
certain activities. A smart regulatory framework
reduces business risks and increases the
confidence of investors and markets. And it often
does so at least cost.

While at times governments have moved away from a
regulatory environment, it is often better for businesses to work
with clear and effectively enforced standards and not have to
deal with uncertainty or face unfair competition®.

Smart regulatory policies include:

e Standards can be effective tools for achieving environmental
objectives and encouraging markets in sustainable goods
and services. Standards concerning the efficiency of energy
use, water and materials will be important to the future. In
addition, standards can make sustainable consumer choice
the easy choice by phasing out the highest-impact products
and services .

Standards concerning home energy and water use, for
example, have increased the efficiency of Victoria’s housing
stock.

These standards are developed and implemented at both
state and national levels, although they are best harmonized
across the entire national economy.

¢ Sustainable public procurement can help create and
strengthen markets in sustainable goods and services.
Government procurement represents a large proportion
of total public spending. By using sustainable public-
procurement practices, governments can create high-volume
and long-term demand for sustainable goods and services.
This sends signals that allow businesses to make longer-
term investments. Producers may achieve economies of
scale, lowering costs. In turn, this can lead to the wider
commercialisation of sustainable goods and services,
promoting sustainable consumption.

¢ Improving company reporting and corporate-governance
promotes long-term thinking and environmentally-sustainable
investment. This could include mandatory sustainability
reporting for companies over a certain size and that have an
environmental impact, product labelling, risk transparency
and accountability for all financial services and products, and
full disclosure of all costs and environmental impacts.

section
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In 2012, Australian governments at federal, state and
local levels spent 18 per cent of the nation’s GDP on
goods and services

In 2011-12, the federal government spent $42 billion on
procurement contracts for goods and services

Examples of implementation:

e Sustainable public procurement programs in Austria,
Denmark, Finland, Germany, the Netherlands, Sweden
and the United Kingdom reduced the carbon footprint of
procurement by an average of 25 per cent®.

¢ Public procurement has also helped to grow markets in
Europe for organic food and drink, fuel-efficient vehicles and
sustainable timber products.

* The ASX has recently released and updated version of 70
Principles of Good Governance for listed businesses. These
principles now require listed entities to report or explain why
they are not reporting on performance information that relates
to their financial and non-financial sustainability risks and
performance®.
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Measure all prosperity

Businesses rely on natural and social capital for
success. It’s important to measure these assets as
well as GDP, to assess the health of the economy
and the prosperity of society.

The size and success of an economy is typically measured by
its Gross Domestic Product (GDP) - the total dollar value of
the goods and services produced by a country (in Victoria it is
called the Gross State Product).

On the basis of GDP alone, Australia’s and Victoria’s
economies would be considered to be in great shape. But GDP
doesn’t give a reliable picture of long-term economic health
and is misleading as a measure of social and environmental
well-being.

GDP does not reflect the extent to which production and
consumption extract from natural capital. In fact, often these
negative environmental impacts are counted towards GDP.

For example, where pollution causes an illness and expensive
medical treatment is required, the costs of cleaning up the
pollution and medical services are counted as part of GDP.
GDP increases while well-being declines.

We need to measure wealth beyond GDP. We need to take into
account the value of natural and human capital. This would
reflect the true progress and resilience of an economy.

A movement to go ‘beyond GDP’ is gaining momentum
around the world, resulting in measurement of natural and
social capital, as well as well-being. Among the indexes are the
Canadian Index of Well-being, the Genuine Progress Indicator
(Figure 19), the Happy Planet Index, the Social Progress

Index, the Human Development Index, the ecological footprint
measure and the World Happiness Index.

The Victorian and Australian governments should work with
businesses and communities to develop other measures

of well-being to complement GDP. These should cover
environmental, social and economic indices.

Examples of implementation of these policies include:

e The OECD’s Better Life Initiative measures 11 dimensions that
are essential for a good life, including income and wealth, jobs
and earnings, housing conditions, health, work-life balance,
education and skills, social connections, civic engagement

section
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In the USA, GDP rose 18 per cent with
no increase in jobs

In Canada, GDP rose by 31 per cent compared with
well-being measured through Canada’s well-being
index, which rose by only 11 per cent

Air pollution damages are equivalent to 1-5 per cent of
the global GDP

and governance, environmental quality, personal security, and
personal measurements of well-being®.

* The Happy Planet Index is a global measure of sustainable
well-being. It uses global data on life-expectancy, well-being
and ‘ecological footprint’ to rank countries on how many long
and happy lives they produce per unit of environmental input.
In 2012, 151 countries were rated. Australia was ranked 76th
- we enjoy a high life expectancy and high levels of well-being,
but our very high ecological footprint significantly reduces the
latterse.

Growth VS. Progress
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Figure 19: USA GDP compared to the genuine progress
indictor  Source: Redefining Progress
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Invest in capacity building and skills

A shift to the future economy will require a just
transition for workers and industries.

In some sectors, support will be needed to move workers to
new jobs. In the energy sector, for example, coal miners might
need to be trained for alternative livelihoods, which could
include participation in generating renewable energy and
rehabilitating old coal mines.

The expansion of knowledge and skills to incorporate an
understanding of natural capital will be important in key
professional areas that are essential to driving the future
economy. Accountants, economists, lawyers, managers and
designers, for instance, will have to understand what natural
capital is all about.

Training new workers and re-skilling the old will be essential.
Germany, for example, is experiencing a shortage of skilled
workers in renewable energy production, especially engineers,
operations and maintenance staff and site managers.

Capacity building policies and activities should include:

¢ A review of the industries and jobs within the future
economy. This will be an important guide to understanding
the types of jobs and skills that will be required in the future. In
Victoria, jobs and skills auditing should be done on a regional
basis to ensure that communities heavily reliant on a small
number of industries, such as those of the Latrobe Valley and
Geelong, are first in the queue for change.

e Committing to clear, reliable schedules for the industries
most affected by change to a future economy to give them
time to re-adjust, re-skill and avoid hardship.

¢ Investment in education, training, skills development
and capacity building to ensure a just transition for workers.
While skilling for the future economy should be integrated
into training programs and facilities, a centre for excellence to
guide the change might be useful. Given Victoria’s strength
in international education, over time the state could consider
expanding our expertise and knowledge in clean economies
as a potential new export opportunity.
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¢ solar water heating

¢ rail and tram manufacture

¢ energy and water efficiency in buildings
¢ recycling

¢ wind turbine manufacture

Examples of implementation:

¢ The Victorian Government and the Plumbing Industry
Commission joined forces to establish the Plumbing
Industry Climate Action Centre training facility in Brunswick,
Melbourne. The centre is a 5 Star Green Star rated building,an
example of innovative design and sustainable plumbing. The
centre provides training in ‘green’ plumbing, including in the
latest technology in water and energy efficiency®.

¢ An International Labour Organisation study found that
imposing a price on carbon emissions and using the
revenue to contribute to workers’ superannuation, lowering
associated costs to business, would create 14.3 million net
new jobs over a period of five years, which is equivalent to a
0.5 per cent rise in world employment®s.
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5.3 Financing the future economy

Public investment in China

Investing in the future economy will return
significant profits to businesses, reliable jobs

to Victorians and income from a strong economy
to governments.

There is no complete estimate of the investment needed to
move the entire global economy - or the Victorian economy, for
that matter - to a sustainable footing. But the amounts involved
are substantial. But so too are the returns.

The United Nations recommends extra investments in the
order of 1 to 2 per cent of global GDP a year from 2010 to 2050
to build capacity, adopt new technologies and management
techniques, and scale up sustainable infrastructure.

This extra investment is substantial, but it can be mobilised by
smart public policy and innovative financing mechanisms.

Public financing will be essential to jump-start the transition

to the future economy. As previously discussed, phasing out
damaging subsidies could free up resources for sustainable
investments. Removing subsidies in energy, water, fisheries
and agriculture alone, for example, would save 1-2 per cent of
global GDP every year®.

Private investment, however, will be the main driver of the
future economy. Trillions of dollars are controlled by long-

term investors, such as public financial institutions and
superannuation funds, whose liabilities are not due for payment
on a short-term basis. These organisations are well-positioned
to provide the bulk of financing for the future economy.

Long-term institutional investors are increasingly seeing the
potential for minimising environmental, social and governance
risks by building up portfolios in sustainable investments

- amove that can be supported by defining a regulatory
framework that encourages long-term investment as well as
integrated and sustainability reporting.

The Victorian and Australian governments should kick-start
the transition to the future economy through setting a goal for
investment in clean industries, technologies, and research and
development. Savings from redirecting damaging subsidies
and payments could be used to start this investment.
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Governments have a crucial role to play in
stimulating the future economy. They create
conditions that can make it happen. They can
foster technologies and innovation oriented
towards sustainable, inclusive development. And
they provide frameworks within which sustainable
decisions can be made.

Of all the activities critical to the future economy, The Future
Economy Group considers the following the most immediate.

In the next two years, the Victorian government should work
with business to:

1) Undertake detailed economic modelling on the relationship
between Victoria's economy and natural capital to help
determine the industries and jobs most at risk from diminishing
natural capital

2) Develop a plan for the future of Victoria’s economy that
drives economic and employment prosperity through public
and private investments that reduce carbon emissions and
pollution, improves energy and resource productivity, and
prevents the loss of biodiversity and natural capital.

This plan should:

e Set clear goals for the economic, social and environmental
outcomes of the future economy

¢ Apply the policy measures outlined in this report to the
Victorian context, including developing standards and
regulations, governance measures, financial support, and
creating market opportunities for the future economy

¢ Detail transition strategies for each major industry sector, with
a priority on the most exposed sectors and communities.

section

3) Require the Treasurer and Minister for Finance to disclose
the environmental costs of Victoria's economy through annual
budget papers.

4) Develop opportunities to improve Victoria’s knowledge
on pollution-reduction and clean technologies in Victorian
industries through trade missions and international
collaborations, with a view to developing Victoria as a
knowledge broker in clean economies.

5) Continue to measure the state of natural capital in Victoria
through the State of the Environment Report.

The federal government is also critical to driving the future
economy because it largely manages the subsidies, payments
and taxes that currently result in diminished natural capital. In
the next two years, the federal government should begin to
reduce harmful subsidies. We recommend that they should

be eliminated by 2018. The government should also work to
internalise the cost of depleting natural capital by establishing
financial disincentives for pollution and depleting natural capital
and incentives for rebuilding it.

Finally, local governments are critical to the future economy as
they are best placed to plan for a change in regional industries
and their workforces. Victorian local governments should
develop future economy plans for their regional industries

that seek to strengthen local economies and jobs and rebuild
natural capital.
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Adopting a new agenda that sets a pathway from
business-as-usual to a 21st-century economy and
changes the way business interacts with nature
will result in better long-term outcomes for all
participants in the economic system - businesses,
government and all Victorians.

But only if we choose this future today.

With humanity stretching the Earth’s ecological boundaries
and Victoria’s natural capital declining, time is of the essence.
We must seize the opportunity to rebuild our natural capital
and secure our economy while we have the opportunity and
resources to do so.

Structural change is required and hard decisions will need

to be made. Perhaps the hardest will be to dismantle the
myth that we need to choose between a strong economy
and our natural assets. For too long a false choice has been
perpetrated, pitting economic growth against nature. For too
long, sustainability has been thought of as an impediment
rather than a fundamental quality of a responsible and thriving
economy.

section

As players in our economy and society, we will reap the benefits
of rebuilding natural capital if we choose to speed towards
sustainability — if we embed sustainability into our markets,
business plans and government policies. Until we do so, our
businesses and jobs will be exposed to the economic shocks
headed our way from climate change, resource scarcity and
other consequences of depleted natural capital.

A bright, better future is possible, and Victoria, with its diversity,
strength and natural asset base is well-positioned to be a
dominant economy in the years ahead.

The Future Economy Group looks forward to working with
political and business leaders to take important steps today to
secure our economic and environmental future.
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