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Theme of The projecT

Environmental policies contribute to long-term 
well-being …

Environmental policies address well-being and 
sustainability objectives in the long run, affect-
ing firm and household behaviour. The purpose 
of such policies is to achieve environmental 
objectives that markets fail to deliver, by mak-
ing environmental externalities more costly in 
order to change both producer and consumer 
behaviour. Thus more stringent environmental 
policies imply higher costs for environmental-
ly-harmful behaviour. 

but can have ambiguous effects in the short term

A number of design features of environmen-
tal policies, such as stringency, predictability, 
flexibility, competition-friendliness, matter 
for economic outcomes. Theory, however, sug-
gests the effects on economic performance are 
ambiguous.

… with more empirical evidence required to in-
form the debate

The empirical evidence on the impact of en-
vironmental stringency is sparse and con-
text-specific. This has made it difficult to draw 
firm policy conclusions.  

resulTs of The work sTream

New indicators highlight rising environmental 
policy stringency… 

The OECD has developed a new composite in-
dicator of environmental policy stringency, in 
the form of a quantitative index.  While only 
a proxy under further development, it enables 
comparisons of stringency between countries, 
across time, as well as between policy instru-
ments. 

The new data suggests that environmental 
policy stringency has increased significantly 
in the OECD over the past two decades. Coun-
tries tend to opt for similar policy instruments 
but there are differences in the stringency of 
groups of market and non-market based in-
struments. While the United Kingdom, Poland 
and Australia tend to employ more stringent   
market-based instruments, Finland, Germany 
and Austria resort to relatively more stringent 
non-market based environment policies. 

… with little or no permanent effect on multi-
factor productivity in the long run…

Environmental policy tightening has no per-
manent effect, positive or negative, on multi-
factor productivity growth (MFP). In fact, ev-
idence suggests that all productivity effects 
tend to disappear within five years or less. 

No lasting harm to productivity levels is found 
at the macroeconomic, industry or firm levels. 
On the contrary, a tightening of environmen-
tal policies is followed by a temporary increase 
in productivity, leading to an overall improve-
ment in production efficiency for a large share 
of manufacturing industries. 

At the macro level, the anticipation of an en-
vironmental policy tightening may also tem-
porarily slow productivity growth – possibly 
due to increased investment in preparation for 
an expected policy change. Productivity levels 
subsequently rebound due to the temporary 
acceleration of growth rates. 

The temporary effects on productivity growth 
are not conditional on the stringency of envi-
ronmental policies already in place, but may 
depend on the flexibility of the environmental 
policy instruments. In particular, market-based 
instruments tend to have a more robust posi-
tive effect on productivity growth.
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… but with some potential efficiency-enhancing 
effects at the firm level in the short run

While on average the effect of policy stringen-
cy is neutral, there is evidence for productivity 
changes between and within economic sec-
tors. Most advanced sectors and firms gain in 
productivity, while less productive firms expe-
rience negative effects. This may be because 
larger and more productive firms can adapt 
more easily to a changing policy environment. 
They have more advanced technologies and 
more resources to invest in changing produc-
tion technology. They may, however, also out-
source environmentally harmful or less effi-
cient production.  

New approaches 

This is a first attempt to systematically measure 
environmental policy stringency… 

To fill the gap of reliable comparative meas-
ures of environmental policy stringency (EPS), 
selected environmental policy instruments, 
primarily related to climate and air pollution, 
are scored and aggregated into composite 
EPS indexes. Two EPS indexes are created, one 
for the energy sector and an extended one to 
proxy for the broader economy. They cover 
most OECD countries from the1990s to2012, 
the first-series of its kind. 

…  and to think about  the productivity implica-
tions of environmental policies

The indicators simplify the multidimensional 
reality of environmental policy, as they only 
relate to climate and air pollution. This is, how-
ever, a first step to measuring the stringency 
of policies internationally and to consider their 
implications for productivity. In this respect 
such measures and the way they are employed 
represent a significant advancement to the 
academic and policy literature on the topic to 
date.  
 

polIcY ImplIcaTIoNs

Policy stringency can improve productivity if 
policies provide incentives for an efficient real-
location of capital

The design of environmental stringency poli-
cies is crucial. Such policies should be pursued 
together with measures that lighten regulato-
ry and administrative burdens and in this way 
both environmental and economic objectives 
can be achieved.  

Stringent environmental policies can enhance 
productivity if policies are coupled with meas-
ures to allow a swift reallocation of capital to-
wards more productive firms. To this end, pol-
icies that encourage competition and reduce 
barriers to entry and exit should be pursued.

The Burdens on the Economy due to Environ-
mental Policies (BEEP) indicator provides evi-
dence on the anti-competitive bias of some 
aspects of environmental policies. The indica-
tor highlights that the economic effects of en-
vironmental policies vary considerably across 
countries, not all of which is related to the 
stringency of those policies. 


