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Could green stimulus drive reflation? We think looser fiscal rules or conventional ECB action to reflate Europe 

are less likely, but see a potential 40bp of upside from a greener Germany and the Green New Deal. 

* This article is based on research published for Morgan Stanley Research on January 31, 2020. It is not an offer to 

buy or sell any security/instruments or to participate in a trading strategy. For important current disclosures that 

pertain to Morgan Stanley, please refer to Morgan Stanley’s disclosure website: https://www.morganstanley.com/

eqr/disclosures/webapp/generalresearch. Copyright 2020 Morgan Stanley. 

Conventional fiscal stimulus or action led by a green ECB seem unlikely…  In the euro area – although 

we see some upside risks – our base case has modest growth, inflation below target and the ECB on hold 

over our forecast horizon. With the ECB having limited scope to add further monetary stimulus, some have 

looked to fiscal stimulus to reflate Europe. But this appears challenging: many euro area countries do not 

have the ability in the current fiscal framework to add fiscal stimulus, agreement on meaningful euro-level 

fiscal capacity still seems far off, and the surplus countries with headroom, principally Germany, while 

they are financing some modest incremental easing (together amounting to ~0.4pp of euro area GDP) look 

unwilling to add substantial fiscal stimulus. 
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…but green stimulus looks palatable: The new leaders of the Commission, European Parliament and ECB are 

committed to tackling climate change. In particular, the European Commission has presented and the Parliament 

has supported in principle a Green New Deal, which aims to finance at least €1 trillion of investment over the 

next 10 years to tackle climate change. This highlights the possibility that decarbonisation could drive a policy 

shift and reflation in Europe ("greenflation"), much as our equity analysts see decarbonisation as a secular theme 

likely to drive markets. We estimate that this could add 25bp to EU growth, by increasing public and private 

sector investment. 
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The EU's carbon targets imply a step increase needed in action to decarbonise  
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Some greenflation options: We look at four green stimulus options, in what seems to us rising probability of 

impact. First, adjustments to the fiscal framework to allow additional borrowing to invest in green projects. 

Second, ECB action to incentivise green activity. Third, a green shift in German politics, which could open the door 

to a 1% of German GDP increase in green investment. Fourth, use of government guarantees – a key financing 

mechanism in the Green New Deal – to accelerate expansion of green projects, now that new renewables are 

broadly cost competitive with fossil fuels. 
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40bp upside risk to growth: Overall, the emerging green push highlights upside risks to growth, since greener 

policy is likely to drive higher investment, with a high multiplier effect on near-term growth, and a possible 

positive impact longer term on productivity. The scale and timing of greenflation remains unclear: we are 

sceptical that the EU would loosen the fiscal framework or that the ECB would play a leading role.  But we see 

about 20bp of upside risk to EU growth if Germany pursues green stimulus, and about 25bp of upside risk to EU 

growth from the Green New Deal. Given some potential overlap, we see an upside risk of 40bp to EU growth from 

greenflation over the next 2-3 years. 

EU green investment has recently fallen, but higher investment could drive higher growth   
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Greenflation to end stagnation? 

 

Semi-stagnant Europe: We have a downbeat view on the euro area. Although we do see some upside risks, 

especially in Germany, in our base case forecast we see growth improving only gradually over time, as trade 

tensions ease and some modest additional monetary and fiscal stimulus supports growth. Against this backdrop 

of modest growth, we expect inflation to hold below target through the forecast period.  In this situation, we see a 

strong case for policies that support growth moving back to trend and inflation back to target.   

 

Monetary policy | Out of ammunition: We see limited scope for the current set of monetary policy tools to 

reflate the economy and provide a significant boost to growth, since we see limited scope to cut rates further and 

limited impact from lower rates and additional asset purchases. While there are more radical options available, 

such as incentivising banks to lend more aggressively and financing individual accounts, we see legal, political 

and operational constraints to their implementation.    

 

Fiscal policy | Facing roadblocks: This looks challenging: many euro area countries do not have the ability in 

the current fiscal framework to add fiscal stimulus, agreement on meaningful euro-level fiscal capacity looks still 

far off, and the surplus countries with headroom, principally Germany, while they are financing some modest 

incremental easing – 0.4pp of euro area GDP – appear unwilling to add further fiscal stimulus. 

 

Extra fiscal stimulus could be an option for breaking out of stagflation… Broadly aligned with our call, the 

euro area appears to have stabilised, while some survey data are starting to point to some pick-up in the course 

of this year. With a likely small impact from the latest ECB package, the potential for a fast recovery in the euro 

area, lacking a strong and harmonised global recovery, is linked to a more active role from fiscal policy, we think. 

Without sizeable fiscal capacity at the European level so far, fiscal policy remains mostly driven by national 

policy.   
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…but hard to see where it would come from: As a broad generalisation, those with the capacity to act – notably 

the core countries such as Germany and the Netherlands with debt below 60% of GDP and currently running 

surpluses – have been unwilling to act, since they are at full employment and are reluctant to add stimulus at this 

point in the cycle.  And conversely, those that might like to act – the more heavily indebted economies with still-

high levels of unemployment – do not have the fiscal space, with debt over 60% of GDP and limited headroom, 

even against the 3% of GDP deficit reference criteria, let alone against their more challenging medium-term 

budgetary objectives. 

 

Greenflation… We think the renewed political commitment to tackling climate change is likely to lead to an 

increase in government spending and in investment, both public sector and private sector, which could have a 

positive impact on growth.  This possibility is illustrated by the Commission's ambitious Green New Deal  – which 

seeks to mobilise €1 trillion to support decarbonisation over 10 years –  which may have a direct impact on 

growth through a higher proportion of capital investment, and an indirect impact through supporting a higher 

level of spending and investment from national budgets and the private sector. 

Steady progress in decarbonising the EU energy supply…  

Source: Eurostat, Morgan Stanley Research Source: European Environment Agency, European Commission, 
Morgan Stanley Research 

…or greenstagnation? There is a strand of environmentalist thinking that is suspicious of growth, amid concerns 

that it is destructive of the environment. In line with this thinking, some advocate achieving greener outcomes 

more through higher taxes and regulation, and less through greater public spending. Although regulation can 

drive green investment – as appears to be happening in the automotive industry with lower emission standards 

helping to drive electrification – this usually requires the right policy mix, with support from some additional 

government spending, e.g., on supporting R&D and financing the new infrastructure for electric vehicles. We see 

two high-level risks with a regulation and taxation-led approach to decarbonisation: first, it might deter 

investment and hit growth, reinforcing stagnation; second, it could create more barriers to trade, which could be 

a risk for a trade-dependent European economy, if increased production costs in Europe due to more expensive 

energy required permanent border adjustments (taxes on imports, subsidies on exports) to protect EU industry. 

At the sectoral level, energy intensive industries such as steel, chemicals and cement could be particularly 

impacted by differentially higher EU green taxation, carbon pricing and environmental regulation, and might then 

be at risk of relocation to jurisdictions with lower energy costs.  
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Euro area growth projected to stay weak in coming quarters  

Source: Eurostat, Morgan Stanley Research;  
Note: Thin line = Morgan Stanley forecast 

Source: Morgan Stanley Research estimates 
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…against a backdrop of broad public support for action on 
climate change  
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A Guarantee of Greenflation? 

 

Greenflation options: We take a more detailed look at four of the more plausible options for greenflation, i.e., 

green fiscal stimulus. Our preliminary assessment is that we are unlikely to see a shift to the European fiscal 

framework, or ECB action taking a lead. However, we do see some chance of a greening of German politics driving 

a national green stimulus in the euro area's largest economy. The other plausible pathway for "greenflation" 

looks to us to be increased use of government guarantees to support an accelerated roll-out of green technologies 

– notably onshore wind, offshore wind and solar PV – by the private sector, as proposed as part of the 

Commission's Green New Deal.  

 

Energy – across power and transport – is the focus:  Decarbonising the economy will require fundamental 

change in many sectors. However, two sectors stand out. First, the use of fossil fuels accounts for 54% of all 

emissions. In other words, replacing fossil fuels with decarbonised fuel or power would reduce carbon emissions 

by more than half. Second, since transport accounts for a further 25% of emissions, decarbonising transport 

would reduce carbon emissions by a further quarter. The central role of energy in decarbonisation was 

recognised by the Commission's assessment that "the production and use of energy… account for more than 75% 

of the EU's greenhouse gas emissions". Moreover, both these tasks now look achievable: new renewables are 

broadly already cost competitive with traditional fossil-fuel power generation, while many experts, including 

Morgan Stanley analysts, think that EVs will achieve cost parity with ICEs around 2025.        

 

We discuss these options in turn. 

 

1. Easing the fiscal framework?  

 

One common proposal for how to support additional investment in reducing carbon emissions is adjustments to 

the fiscal framework to allow additional government borrowing to invest in green projects. This could take the 

form of exempting investment on green projects from the reference criteria of a 3% deficit or a 60% level of debt, 

e.g., by allowing a further 1% of GDP in investment on qualifying green projects, and an additional amount – 

perhaps 5% of GDP – green debt. 

 

"Borrowing to invest" option: With historically low borrowing costs, some see an opportunity to fund increased 

borrowing, particularly for one-offs, such as public investment projects, rather than for recurrent spending. For 

instance, the UK has moved to increasing the permissible level of net public investment from 2 to 3% of GDP, 

while debt service costs are under 6% of government spending.  With the majority of euro area bonds in negative 

yield territory, governments can borrow for free, which will enhance the return on any public investment with a 

positive return. 

https://ec.europa.eu/eurostat/statistics-explained/pdfscache/1180.pdf
https://ec.europa.eu/commission/presscorner/detail/en/fs_19_6714
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Objections: However, we see three objections to such a proposal, which cumulatively makes it implausible, we 

think:  

 

• High bar to changes: Any change to the EU fiscal framework, would require first unanimity among 

member states to make the change, and then a protracted process of Treaty change to implement the 

change. Moreover, we see little chance of unanimity on loosening the fiscal framework, since many 

countries – typically the core countries – see the fiscal framework as a necessary complement to the 

monetary union, and would argue that funding for green projects should be found within the constraints of 

the existing fiscal framework. 

 

Active debate on excluding green measures from the fiscal rules  

 

Review of fiscal framework: The European Commission is set to release a report on the so-called six-pack and 

two-pack legislative packages – which overhauled the fiscal rules during the euro crisis – in early February. In 

parallel, the Commission is also launching a review of the Stability and Growth Pact, and plans to make legislative 

proposals by the end of 1H-20. Paolo Gentiloni, the European Commissioner for Economic Affairs, has suggested 

easing the fiscal rules, leaving open the possibility of reforming the system in a way that could allow additional 

green investment. But, European Commission Vice-President for the Economy Dombrovskis sounded more 

cautious in December, adding that the goal of the review is to simplify and streamline the rules, avoiding divisive 

debates.  

 

No consensus on green exclusions: We found significant pushback against the idea of excluding green spending 

from deficit calculations. For instance, Eckhardt Rehberg, the senior budget spokesman for Chancellor Angela 

Merkel’s CDU, said that “We don’t need any more exceptions”, while Hans Michelbach, an MP for the CSU, the 

CDU’s sister party, and the party’s main spokesman on budget matters, argued that “Gentiloni’s plans are an 

attack on the stabilisation goals under the pretext of protecting the climate.” More recently, while talking about 

exclusion for green measures, Austria’s Finance Minister Blu mel noted that “the idea of the Stability and Growth 

Pact was well conceived but euro (zone) countries have too often not stuck to it. New exceptions should therefore 

not be defined but rather the penalties for breaches should be increased”. 

 

Source: Tullet Prebon, Morgan Stanley Research Source: Eurostat, Destatis, Insee, INE, Morgan Stanley Research  

Borrowing has never been cheaper…  ...yet public investment remains low  
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• Those who could ease don't want to; those who want to ease can't do so: At first sight, with only 

Cyprus having a deficit over 3%, most member states look to have some policy headroom to ease. In fact, 

with the debt to GDP ratios in Ireland and Germany falling, on our estimates, below the 60% reference 

criteria at the end of 2019, 10 out of 19 eurozone member states, and 16 out of 27 member states 

(excluding the UK), accounting for half (50%) of EU-27 GDP, now have debt levels below the 60% reference 

level and a budget deficit below 3% of GDP. Moreover, some of these countries are running surpluses 

against their medium term budgetary objectives, and therefore already have greater flexibility to pursue 

more expansionary policies, if they so wish. However, many of these compliant countries think that their 

economies are close to or at full employment and therefore do not need additional stimulus, even if 

inflation is running well below the ECB's target. Meanwhile, the large countries with debt well above 60% 

of GDP – France, Spain and Italy – all have deficits of over 2% of GDP, and still have large deficits compared 

to their medium term budgetary objectives, giving them limited leeway within the existing fiscal rules. 

• Risk of leakage: There is a risk that additional fiscal headroom might be used for purposes other than 

reducing carbon emissions. Most countries already spend considerable sums on actions which reduce 

carbon emissions, so if the constraint on green spending was relaxed, there would be a risk that they could 

reclassify existing spending as green, and create additional fiscal headroom for other purposes, leading to 

an easier fiscal policy stance, without necessarily any additional green spending. 

 

2. ECB to the rescue?  

 

A second common proposal is for the ECB to lead the policy effort, much as the ECB has done the heavy lifting in 

tackling the risk of deflation in the euro area through large scale and innovative policies. Moreover, the central 

bankers seem to be open to playing a role, with the establishment of the Network for Greening the Financial 

System. For instance, a major recent BIS report ("The green swan") set out ways in which central banks can 

contribute to tackling climate change. Similarly, the ECB review will consider what can be done to support 

objectives beyond price stability, including sustainability, while President Lagarde has said she would support 

doing whatever she could within the ECB's mandate to reduce carbon emissions and support biodiversity.     

 

Green QE, or green regulation? We see two main tools the ECB can use to promote green policies. First, it can 

discriminate in its asset purchases between green and "brown" bonds, and preferentially buy green bonds and 

Source: Eurostat, Morgan Stanley Research  Source: Eurostat, Morgan Stanley Research  

Some improvement:  A majority of member states meet 
the 60% of GDP debt criteria…  

…and in 2018 only one member state had a deficit above 
3% of GDP  
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refuse to buy brown bonds, which would in theory lower the cost of financing green projects by making green 

bonds cheaper to issue. However, in practice we see limited impact from green QE, since the eligible green bond 

universe is quite modest (€63 bn, on one estimate) and EU has already bought a significant proportion of the 

outstanding issue. Second, we think the EU can as a supervisor require that the banks under its supervision – 117 

banks with approximately €20 trillion in assets – have properly assessed the risks of climate change, which could 

increase the risk of extreme weather events, and the risks of a sudden transition, which could suddenly and 

dramatically reduce the value of hydrocarbon assets. Given the lack of green assets to buy, and the ability of 

stress tests and other regulatory interventions to change the risk assessment of an enormous volume of green 

and hydrocarbon assets, we see this second tool – regulatory intervention – as likely to have more of an impact 

over time. 

 

Constraints on the technocrats: While we see central banks as able to play a useful ancillary role and to chivvy 

the financial sector to take climate risks more seriously, we doubt that they can play a leading role, for two main 

reasons.  First, they have a core mandate which is price stability, and limited legitimacy in tackling issues not 

directly related to their core mandate. Second, the decisions on how to combat climate change will create winners 

and losers, and are in many respects political and distributional questions, which require political authority – 

which unelected technocrats such as central bankers lack – to resolve.  

 

3. Green shift in Germany?  

 

Going green for growth? Thirdly, we think that there is a significant chance of a green shift in German politics. 

This can be seen in the strong polling for the Greens, which points to a significant risk that they either enter the 

next coalition or that some of their policies are adopted by the next government. While the current coalition 

government of CDU/CSU and SPD has recently agreed an ambitious climate package and a record €43bn of 

investment spending in the 2020 budget, we see potential for a further increase. Under the Stability and Growth 

Pact, Germany still has ample fiscal headroom to increase public spending, and the Greens are proposing, among 

other measures, to spend an additional 1% of GDP on long-term investments, including environmental projects 

such as re-forestation. While there is only limited detail on the exact composition of the spending, it seems that 

only part of this would be classic high-multiplier (1.5x) investment, which implies a lower overall multiplier of 

perhaps 0.8-0.9x. 1% of GDP in additional spending on these assumptions would still have a material impact, 

increasing German growth by ~80-90bps, and  euro area growth by around 23-26bps (see box for more details 

on Green policies) as the increase in spending was implemented. 

 

A selection of green fiscal policy proposals 

 

The German Green co-leader Habeck has proposed a federal investment fund of approximately €35bn p.a. (or 1% 

of GDP) financed with new debt, which could focus on investment in infrastructure, re-forestation, and the 

transformation of agriculture. This would require loosening the German "debt brake" – the national rule that 

federal deficit financing should not exceed a structurally adjusted 0.35% of GDP – to allow a higher level of 

borrowing for investment in line with the less restrictive Fiscal Compact, which allows Germany a structural 

deficit of up to 1% of GDP. In addition, he favours a binding rule stipulating that investment at least makes up for 

depreciation of public assets, and grows in line with GDP. A recent policy success has furthermore been 

increasing the price of CO2 from €10 to €25 per ton when the new carbon trading scheme commences next year. 

 

But obstacles ahead: However, we also see several obstacles to this outcome. First, there is politics. It is a long 

way before a proposal from a Green leader becomes Green party policy, and much further still before it becomes 

government policy. With elections scheduled for autumn 2021, it might be as late as 2023 before any green shift 

https://www.bloomberg.com/news/articles/2019-10-23/ecb-asset-purchases-set-for-a-green-twist-under-lagarde-chart
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in Germany, if it ever happens. Second, Greens can at times put more emphasis on higher taxation and regulation 

as a way of incentivising a more rapid energy transition rather than additional public investment – an approach 

which could hit rather than support growth. Third, significant additional fiscal stimulus in Germany would 

require modifying the constitutional commitment to avoiding a deficit (the "debt brake"), which in turn would 

require a two-thirds majority in both chambers of parliament, which makes it significantly harder to achieve. 

Source: Opinion polls, Morgan Stanley Research  Source: European Commission, Morgan Stanley Research  

German polling: Greens in stable second place  German fiscal policy space – in contrast to most major 
euro area economies  
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4. Guaranteeing greenflation 

 

Guarantees | Facilitating stimulus without widening the deficit: Fourth, and probably most plausibly, we see 

expanded use of the public sector balance sheet as an option to support an accelerated expansion of green 

technologies, and in particular renewable energy. The fundamental change which makes this approach possible is 

the dramatic decline in the cost of energy from three of the new renewables – onshore wind, solar and now 

offshore wind – so that they are now broadly cost competitive with fossil fuel power. As a result, the direct fiscal 

cost of financing a renewable project is now low and can even be negative – as with the contracts in the UK's 

2019 CfD auction, which implied a notional monetary budget gain of £657 mn by 2026/27. In short, the levelised 

cost of electricity from wind and solar is broadly comparable to the cost of fossil fuel power ("subsidy-free"): for 

instance recent EU baseload wholesale electricity prices averaged 5.2c/kWh (Q3-19), compared to an average 

levelised cost of electricity in 2017 from wind at 6c/kWh. However, in the absence of a government guarantee, or 

some other form of public sector participation, the risk could be too great for a private sector developer to raise 

debt financing at a level consistent with a commercial project. This then creates the scope for a mutually 

beneficial deal. The policy maker wants to accelerate decarbonisation without widening the budget deficit, while 

the developer wants to derisk the project so that it can be financed at a low rate. In principle, provision of a 

public sector guarantee, e.g. guaranteeing a fixed price of electricity but one at or below the market price of 

future electricity as in the case of the UK CfD auction. 

 

Only half a free lunch: The impact of "guaranteed greenflation" is constrained. There are limits on the capacity 

to ramp up deployment of new projects. There could be some direct fiscal costs, since some contingent liabilities 

could get called, some direct fiscal support will likely be needed to strengthen energy systems to cope with more 

dispersed and fluctuating sources of power and provide additional storage, and governments will often find 

themselves stuck with the physical and social costs of decommissioning defunct fossil fuel industries, particularly 

coal. Nonetheless, we think the emergence of cost competitive renewable technologies provides an unusual 

opportunity for governments to stimulate private sector investment and growth using contingent guarantees 

rather than direct subsidies. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/838914/cfd-ar3-results-corrected-111019.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/838914/cfd-ar3-results-corrected-111019.pdf
https://ec.europa.eu/energy/sites/ener/files/quarterly_report_on_european_electricity_markets_q_3_2019.pdf
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Capacity constraints? One issue is whether there is the capacity to expand activity meaningfully, in a way which 

makes a difference to the European growth outlook. We have a couple of high-level reasons for thinking this will 

be possible. First, the volume of investment and capacity additions is currently lower now than in 2010-12, 

implying spare capacity in the industry. Second, the industry has a history of responding rapidly, helped by a 

shorter construction cycle than traditional energy investments, seen eg in 2011 in solar and in 2017 in wind. 

Source: IRENA, European Commission, Morgan Stanley Research  Source: UK BEIS, Morgan Stanley Research  
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Upside risks: Overall, the emerging green push translates into upside risks to growth. But the route to 

greenflation remains unclear. We are sceptical that the EU will loosen the fiscal framework, or that the ECB can 

play a leading role. Still, a greener policy is likely to drive higher investment, which has a higher multiplier effect 

on growth. We see some chance of a greening of German politics, given the popularity of the Greens and the 

precedent of the nuclear shutdown, which could lead to greater green stimulus, given Germany's fiscal headroom. 

However, we see the most likely path to greenflation as being through an expansion in the use of government 

guarantees to fund renewable energy projects. We think this could have a major impact, now that a broad group 

of renewable projects – including solar PV and onshore and offshore wind – are commercially viable in many 

cases without material fiscal subsidy. 
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What's the impact of the Green New Deal? 

 

What's the deal with the green deal? The new European Commission (EC) has made climate change one of its 

top priorities. In December it released its vision of a "European Green Deal" which aims to achieve carbon 

neutrality in the European Union by 2050, while meeting tighter reductions in emissions by 2030.  

 

Green growth boost of about 200 bps? The EC estimates that to be on track with this target would require 

€260 billion of additional annual investment (1.9% of EU-27 GDP) over the next ten years, or €2.6 trillion in 

additional investment. If this were implemented, using a standard multiplier of 1 for investment, this would imply 

a 200bp boost to EU growth, as investment was ramped up to the new level, of around 200 bps.  

 

The Commission's more modest plan: The Commission plan – the Sustainable Europe Investment Plan – is 

significantly more modest. It aims to coordinate €1 trillion over the next ten years, i.e. about €100 bn pa – to fund 

investments to tackle climate change. To this end, it cobbles funding together, partly from existing sources and 

partly on the assumption that others will join in. Roughly half is to be funded from the EU's long-term budget. 

Meanwhile, national governments are expected to allocate around €114bn to the plan, co-financing projects 

supported by the EU. In addition, private investors are expected to invest, with around €280bn of investments to 

be mobilised, using guarantees and the European Investment Bank (EIB). Finally, a so-called "Just Transition 

Mechanism" (~€143bn), aimed at helping the regions and sectors facing bigger challenges to decarbonise, is to 

be financed via a complex mix of the EU budget, national budgets and support from the EIB. 

The financing sources and components of the Commission's Green New Deal                             
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Source: European Commission, Morgan Stanley Research  

https://ec.europa.eu/info/sites/info/files/european-green-deal-communication_en.pdf
https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_24
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Just smoke and mirrors? The Green New Deal looks to be almost entirely funded either from existing budgets, 

apart from a proposed €7.5bn in additional funding for the Just Transition Mechanism, whose funding is itself not 

yet clear, or from other sources, notably national budgets and the private sector, whose participation is not under 

the control of the Commission. So it is still just a draft plan, and it is not yet clear if the crucial detail of the 

proposals will be supported in capitals and at the EU Parliament. 

 

We see a modest green fiscal boost: Despite these caveats, we see an upside risk to growth from the green new 

deal, which we provisionally size at around 25bp of EU GDP, from two sources:  

 

a) a shift in the composition of public sector spending to an increased proportion of investment, which has a higher 

multiplier than current spending (about 10 bp);  

 

b) an increase in private sector investment, through use of guarantee and other mechanisms for public sector 

participation to de-risk projects, particularly renewable energy projects which are now broadly cost-competitive 

with fossil fuel comparators and do not require sizeable fiscal subsidy (about 15bp).  

 

We would expect this impact to start in 2021, with the start of the new budgetary period, but plan to wait for 

more detail on the financing and timing before building this upside risk into our forecast. 

The Green New Deal could deliver a 25bp boost to growth, we think, on prudent assumptions                             

Source: Morgan Stanley Research  

Conclusion 

 

‘Green stimulus’ has a chance… The various European institutions appear committed to tackling climate 

change, with the European Commission’s Green Deal an example of this drive. But “greenflation” doesn’t come 

without fiscal challenges. Many euro area countries do not have the ability in the current fiscal framework to add 

fiscal stimulus, agreement on meaningful euro-level fiscal capacity still seems far off, and the surplus countries 
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with headroom, principally Germany, look unwilling at this stage to adopt a major fiscal boost. In this report, we 

have looked at four potential pathways for “greenflation”.  

 

…with the use of government guarantees likely to prove key: Our preliminary assessment is that we are 

unlikely to see a shift to the European fiscal framework, or ECB action taking a lead. Instead, we do see some 

chance of a greening of German politics driving a national green stimulus in the euro area’s largest economy. The 

other plausible pathway for "greenflation" looks to us to be increased use of government guarantees to support 

an accelerated roll-out of green technologies – notably onshore wind, offshore wind and solar PV – by the private 

sector, as proposed as part of the Commission's Green New Deal. 

About the authors 

 

Jacob Nell is a Managing Director at Morgan Stanley, and chief UK economist. He joined the firm in December 

2010 and worked for four years as the Russia economist, based in Moscow. Prior to joining Morgan Stanley, Jacob 

worked for over five years in the oil industry at BP in London, where he worked on strategy for Lord Browne, and 

at BP and TNK-BP in Moscow, including as commercial director for greenfield projects. Previously, he worked for 

ten years at the UK Treasury, including a stint in the Prime Minister's Policy Directorate at No.10 Downing Street 

(2001-03). He has also worked for extended periods at the Russian (1995-97), Azerbaijani (1999-2001) and Iraqi 

(2003-04) Ministries of Finance, and worked for two years as assistant editor of the journal Central Banking. 

Jacob has a BA degree in PPE from Balliol College, Oxford, and an MSc in Economics from Birkbeck College, 

London. 

 

Joao Almeida is a member of the European economics team, with coverage focussed on the EU periphery, 

including Italy, Spain, Portugal and Greece, as well as the euro area and the ECB. He joined Morgan Stanley after 

completing his studies. Joao holds both a master’s degree in financial economics from the Libera Universita  

Internazionale degli Studi Sociali Guido Carli and a master’s degree in finance from the NOVA School of Business 

and Economics. He holds a bachelor’s degree in economics from the University of Aveiro. He has received 

multiple awards for his academic performance from the academic institutions where he studied, private financial 

institutions and the Bank of Portugal. 

 

Markus Guetschow is an economist at Morgan Stanley, primarily covering Europe. Prior to joining the firm in 

April 2019, he worked as an investment consultant at Cambridge Associates in London, advising European and 

UK pension funds on asset allocation and alternative investments. Markus has a BA in International Relations 

from Queen Mary, University of London, an MSc in Economic History and Development from the London School 

of Economics, and an MSc in Finance and Economics from the University of Warwick. 



Euro Area Economics: Greenflation? 

 
www.suerf.org/policynotes               SUERF Policy Note No 138 15 

SUERF is a network association of 
central bankers and regulators,  
academics, and practitioners in the 
financial sector. The focus of the 
association is on the analysis,  
discussion and understanding of  
financial markets and institutions, the 
monetary economy, the conduct of 
regulation, supervision and monetary 
policy. SUERF’s events and publica-
tions provide a unique European  
network for the analysis and  
discussion of these and related issues.  

 
 
 
 
 

SUERF Policy Notes focus on current 
financial, monetary or economic  
issues, designed for policy makers and 
financial practitioners, authored by  
renowned experts.  
 
The views expressed are those of the 
author(s) and not necessarily those of 
the institution(s) the author(s) is/are 
affiliated with. 
  
 
All rights reserved.  

 
 
 
 
 
Editorial Board: 
Natacha Valla, Chair 
Ernest Gnan 
Frank Lierman 
David T. Llewellyn 
Donato Masciandaro 
 
SUERF Secretariat 
c/o OeNB 
Otto-Wagner-Platz 3 
A-1090 Vienna, Austria 
Phone: +43-1-40420-7206 
www.suerf.org • suerf@oenb.at 

SUERF Policy Notes (SPNs) 

 
No 133 Making sure your bot colleague is less biased than you!  by Frank De Jonghe 

No 134 Regulating fintech: what is going on, and where are the challenges? by Fernando Restoy 

No 135 Cost-Efficiency and Productivity of euro area banks  
by Ivan Huljak, Reiner Martin and Diego 

Moccero 

No 136 Mortgage Lending and Macroprudential Policy in the UK and US by Alan Brener 

No 137 R-star decline and monetary hysteresis  by Phurichai Rungcharoenkitkul 

https://www.suerf.org/policynotes/10207/making-sure-your-bot-colleague-is-less-biased-than-you
https://www.suerf.org/policynotes/10355/regulating-fintech-what-is-going-on-and-where-are-the-challenges/html#f1
https://www.suerf.org/policynotes/10281/cost-efficiency-and-productivity-of-euro-area-banks
https://www.suerf.org/policynotes/10429/mortgage-lending-and-macroprudential-policy-in-the-uk-and-us
https://www.suerf.org/policynotes/10503/r-star-decline-and-monetary-hysteresis

