Innovation in green tech decks bizcon—uncertainty makes expectations, employment and production impossible to predict
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While overall for environmental policy (and policy-induced innovation) we don’t find substantial disruptive effects on the real economy with a combination of demand-side shocks resulting in investment crowding-out and negative supply-side shock in the energy sector, results are more clear-cut for a shock to environmental technology. This shock is interpreted as an exogenous increase in environmental technology that is not induced (or supported) by environmental policies or public investments.15 Figure (8) shows that a sudden increase in the number of patents for climate related technologies, while being very effective in curbing emissions and the damage costs, has a depressing effect on business expectations, somewhat on employment, and definitely on industrial production. At the same time, all prices are positively and significantly affected which suggest that the technological transition to low-carbon emission come at the cost of diverting resources from productive activities to mitigation investments. With a shock to technology, only households’ investments are now crowded out, whereas new investment opportunities are taken up immediately by the private sector and subsequently also by the government (perhaps as a consequence of the endogenous increase in policy mitigation). The negative effect on business confidence (after an initial and short-lived positive response) is most likely related to the possible uncertainty about the rate of innovation and the adoption of clean energy technologies that follows the increase of the newly patented inventions (Batten et al. (2020), Batten (2018)). Overall these results provide preliminary evidence that a shock to policy (and policy-induced innovation), even though acts as a supply type of shock on the energy sector (increasing prices and reducing output), does mitigate the effect of climate change and has the potential to boost the economic activity. On the other end, however, the results of a shock to technology suggest that, if innovation is not supported from the supply- and demand-side by the right policy mix, then the weight of the transition to a low-carbon economy would be carried by businesses and private investments, resulting in market failures that have the potential to slow down the economy. 
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