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Chapter 8
Innovating for climate change:
The green and digital twin transition
Developing new green technologies is crucial in the fight against climate change and covers more
than innovations in the energy sector. Green innovation is an essential part of the decarbonisation
effort, as many of the technologies needed in a net-zero emissions world are still far from mature. While
energy systems are paramount to the transition, they are not the only way forward: materials, land use
and many other fields are at least equally important. In addition, mitigating climate change cannot be
the sole focus. Societies need to also focus on adaptation and creating a circular economy, along with
other initiatives. Digital technologies are also frequently put forward as having enormous potential to
address climate change.
The European Union is currently leading the way in combining the potential of green and digital
technologies, despite its persistent lag in digital innovation and adoption. While the European Union’s
position is encouraging, other countries threaten to overtake it. Moreover, developing knowledge is one
thing, but implementing it is just as important.
For the twin transition to be successful, the European Union needs to leverage its innovation, while
also ensuring that knowledge is circulating among EU members and that technologies are being
adopted more widely. Europe seems to diffuse knowledge relatively well compared to other regions.
However, some successful practices and know-how remain stuck behind country borders.
For investment in both green and digital technologies, the corporate sector in Europe is well ahead of
the United States. EU companies are investing heavily in these areas with plans to step up their spending
even further in the coming years.
To move forward, the European Union should maintain the creation of green and digital innovations
and actively support their diffusion. This is not just about creating a healthy policy mix to foster green
innovation, but also about inclusiveness, reconfiguring markets and changing lifestyles and business
practices. COVID-19 is also a potent reminder of the destruction a crisis can cause. Climate change, which
has potentially even greater consequences, should be dealt with now. Otherwise, societies could find
themselves jumping from one crisis into the next.
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Introduction
New green technologies can help the European Union meet the demanding goals of its climate change
agenda (World Meteorological Organization (WMO), 2020). As mentioned in previous chapters, climate
action is needed now. Technical progress must be made in a variety of sectors, and green innovations
can incorporate technologies from different fields, such as the digital sector. Investing in environmentally
friendly technologies and supporting innovation in the private sector are clearly stated ambitions of
the European Green Deal (European Commission, 2019). In addition, Europe’s ambitions require a twin
transition in which both green and digital technologies play a central role.
In this chapter, we combine data from a range of sources to assess where Europe stands in the twin transition
of digital and green technologies. One major source is patent data taken from the PATSTAT database,
which makes it possible to evaluate the development and spread of green and digital technologies. In
addition, we use data from the EIB Investment Survey (EIBIS) to study the uptake of digital and green
technologies by the corporate sector. Furthermore, to analyse the development of young firms in the
energy and sustainability fields, we use data from Crunchbase, an online platform where newly launched
companies around the world can present their businesses and current financing needs. Finally, we rely
on a new data source, the EIB Online Survey on Environmental Innovations, which asks firms specifically
about their different environmental innovations, the motivations and barriers and their views on current
regulatory frameworks (for more information on the different data sources used, see Data annex).
The purpose of this chapter is to gauge Europe’s position in climate and digitalisation innovation and
to examine lessons from the past. The first section will map climate innovation patterns across different
regions and technologies. In the second, we point out that although the European Union is lagging
behind in purely digital innovation, it is at the forefront of developments in the areas where green and
digital technologies meet. We also look at where the corporate sector stands. We conclude the chapter
with a discussion of policy measures that can, in our view, help consolidate and further boost green and
digital innovation in Europe.

The climate innovation landscape
The development and diffusion of technologies that generate environmental benefits are crucial
for green growth. It is evident by now that the challenge of climate change cannot be tackled without
technological advances (Aghion et al., 2019). However, investment in green technologies is generally
considered to be below the socially optimal level. As with any other type of innovation, information
asymmetries between firms and external suppliers of finance – along with the high risk that outside
firms will ultimately benefit from innovation – can deter private investments in green innovation (Jaffe
et al., 2005; Rodrik, 2014; Aghion et al., 2016).
Market prices might not take into account the environmental benefits associated with green
technologies. The gap between market prices and the environmental benefit is specific to green innovation
(Popp, 2019). Market prices, particularly in the context of misaligned carbon pricing, provide insufficient
incentives for the development and uptake of innovations that lower emissions. Private-sector players
cannot be expected to ignore their own bottom lines, and the imbalance is driving green investment
below socially optimal levels. This section assesses how Europe measures up in climate innovation and
proposes some hypotheses about why innovation in the energy sector has declined in the last decade.
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Box A
Patent data as a measure of innovation activity
Patents grant the applicant exclusive rights to produce or use a specific new device, apparatus or
process for a limited period. More specifically, the legal protection gives patent-holders the exclusive
right to make, use, sell or import the patented invention for a set period of time, usually 20 years
from the filing date, in the country or countries covered.
By providing protection and exclusivity, a patent encourages investment in research and the subsequent
innovative work that will put those inventions to practical use. By providing temporary exclusivity on
intellectual property, patents give their holders a competitive advantage. Patents can also be licensed
or used to help create or finance a spin-off company. A patent holder, therefore, can derive value
from the patent even if the holder is unable to manufacture the product (for instance, universities).
As such, patents reflect a country’s inventive activity and its capacity to use and develop knowledge
for potential economic gain. A patent filing also contains a wealth of technical information that can
be useful for follow-up inventions. In addition, the elaborate and well-structured information stored
in patent documents allows for systematic and objective quantitative analyses that can provide
insights into technological progress. Indicators based on patent statistics are widely used to assess
the inventive and innovative performance of a country or a region.
In addition to containing technical details about the innovation in question, patent applications also
disclose material on prior inventions, such as any other relevant patents. While patent statistics can
be used to measure innovation, statistics on patent citations can be used to assess the spread of
knowledge and technology.
Nevertheless, some caveats exist for patent-based indicators. First of all, the propensity to patent
varies by technological domain and region. Second, not all innovations are patented (for reasons of
secrecy, for example), and not all patented inventions are innovative or even marketable products. At
the same time, obtaining a patent does not necessarily mean the patented technology is important
or has any commercial value. The value of patents varies widely. Lastly, part of the patent activity
stems from strategic behaviour (such as blocking out or scaring off potential competitors) rather
than innovative and valuable R&D efforts.
The patent data used in this chapter are sourced from PATSTAT (Worldwide PATent STATistical
Database). PATSTAT is a patent statistics database held by the European Patent Office (EPO) and
developed in cooperation with the World Intellectual Property Organisation (WIPO), the Organisation
for Economic Co-operation and Development (OECD) and Eurostat. PATSTAT was founded in 2006
and concentrates on raw data, leaving licensed users to create indicators. PATSTAT’s raw patent
data are collected from more than 100 regional and national patent offices worldwide, including
the most important and largest offices such as the EPO, the United States Patent and Trademark
Office (USPTO), the WIPO, the Japanese Patent Office (JPO) and the Chinese Patent Office (SIPO).
PATSTAT is a relational database: more than 20 related tables contain information on relevant dates
(filing, publication, grant, etc.), applicants and inventors, technological domains, references to prior
art, etc. The database is updated twice a year, in the spring and autumn. The data sourced for this
chapter were produced in collaboration with the Centre for Research and Development Monitoring
(ECOOM) in Belgium.
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Where Europe stands in green innovation
The European Union is often criticised for being poor at creating knowledge, compared to other regions
such as the United States, and for losing ground to China. Patent data, however, do not reflect badly on
the European Union. The data referring to the number of absolute patents across all domains suggest
that the European Union is still leading in volume, together with the United States, while China is rapidly
catching up. This trend runs in parallel to R&D expenditure over time, confirming that patent data can
be reliably used to measure R&D activities.

Figure 1
Patents and R&D expenditure over time, patent count (left axis) and R&D expenditure
(million PPS at 2005 prices, right axis)
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Source:	Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM and Eurostat data on intramural R&D
expenditure (GERD).
Note:
PPS stands for purchasing power standard.

The European Union is responsible for the highest number of newly introduced green patents. The
European Union is one of the main players in green patenting. It is closely followed by Japan, but well
ahead of the United States and China (Figure 2). In 2017, the number of green patents by the European
Union was almost 50% higher than the United States. As a share of the total portfolio, green patents in
Europe were 70% higher than in the United States.
Within Europe, green patenting activities are mainly driven by countries in Northern and Western
Europe. These countries hold more than 90% of all green patents in the European Union (Figure 3).
Northern and Western Europe leads in absolute terms and in the number of patents as a share of Gross
Domestic Product (GDP). Even though the number of green patents in Central and Eastern Europe and in
Southern Europe is significantly lower than in Western and Northern Europe, the share of green patents
in those regions’ total patent portfolio is comparable to Western and Northern Europe.
Patenting in green technologies increased in most EU regions until early 2010, then started to decline
(Figure 4). Green patenting reached its peak in the European Union, the United States and Japan around
2012, remaining relatively strong immediately after the global financial crisis and despite a stagnation in
overall patent activity. After 2012, however, green patenting activities began to drop off. China followed
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a different path, showing persistent growth, with a decline in the share of green patents relative to total
patents only apparent in recent years.

Figure 2
Green patents, patent count (left axis) and share of green in total patent portfolio (right axis)
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Figure 3
Green patents in Europe, patent count (left axis) and share of green in total patent portfolio
(right axis)
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Figure 4
Green patents and total patents, green patent count (left axis) and total patent count
(right axis)
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Figure 5
Start-ups and scale-ups in the energy and sustainability sector, number of start-ups (left axis)
and share of total start-ups, % (right axis)
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The decline in patenting activities since 2012 has gone hand-in-hand with a drop in the share of startups and scale-ups in the energy and sustainability sectors (Figure 5). The decline raises some questions,
given that start-ups are important drivers of aggregate investment activities and significant carriers of
innovation (Acemoglu et al., 2013; EIB, 2019). The EIB Online Survey on Environmental Innovations seems
to support the idea that start-ups were contributing to the green transition with innovative solutions.
The start-ups surveyed were more likely to say that the environmental changes they implemented are
not only new to the company, but also to the country and the global market (50% of start-ups claim that
their innovation is new to the world, compared with 19% of traditional firms). As green innovation is a
core part of any successful green transition, we need to understand better what drove this slowdown.

The inverse U explained
Across all regions, the most recent slowdown in green patenting is mainly driven by innovations
related to energy generation, transmission or distribution. Green patents are classified using eight
different areas, which mostly cover different technologies to mitigate or adapt to climate change. The
evolution of each area can be traced over time (Box B). While the relative share of energy patents was
still fairly low in 2000, their number rose constantly until 2012. In the European Union, energy patents
represented 40% of total green patents at around that time, before a decline set in (Figure 6).

Figure 6
Green innovation subdomains in the European Union, patent count
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Note:	The different lines reflect the count of patents in the different subdomains of green patents.

Energy generation, transmission and distribution are central to reducing carbon emissions, even
though they are only part of the solution. It is therefore important to understand why we see this decline,
in spite of a maintained strong discourse in favour of the technologies within that domain (International
Energy Agency (IEA), 2020a).
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Several factors can explain the pattern of energy patents, such as technological developments
outside Europe and technological maturity. Green innovation has not always been a priority, because
of insufficient demand or a lack of technological advancement.

Innovation’s natural life cycle
As technologies mature, the pace of innovation slows down. This is a well-known phenomenon, and
not generally something to worry about (see the seminal paper of Teece, 1986). Once a dominant design
becomes established, the effort devoted to innovation often decreases.
For solar photovoltaics (PV), the downward trend seems to be fully consistent with a technology
entering its maturity stage. This is not the case for other technologies, however. In solar PV, costs
came down as manufacturing increased, mainly in China, and the technology began to be rolled out.
Overall, the focus shifted to marketing rather than innovation, and to China from Europe. Nevertheless,
the slowdown in green innovation can also be seen in other segments in the energy sector (Figure 7).
For most, the downtrend is less clearly attributable to the maturing of underlying technologies. Energy
storage and hydrogen technology are good examples of areas considered very promising for carbon
neutrality. Yet patenting has also dipped for these technologies, suggesting that European innovators
are not responding to the potential.

Figure 7
Energy segments in the European Union, share of patents
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	The different dots reflect the share of a certain energy segment in the total patent portfolio of the European Union over time
(2012 vs. 2017).

In addition, even for relatively mature technologies, follow-up innovations are necessary to
accommodate for new circumstances. It seems that researchers decided against looking for new ways to
improve these technologies, possibly because the market was over-crowded. However, if carbon neutrality
is to be achieved, follow-up innovations remain highly relevant also in the mature sectors (IEA, 2020).
The decline in energy patents is a global phenomenon, with the European Union experiencing a
relatively smaller decrease than other regions. For the majority of technologies, the decline in patent
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applications in the United States and China is greater than in the European Union. In fact, the number
of patents in the European Union has even increased in wind energy, hydrogen technology and smart
grids. It is important that Europe maintains its competitive advantage in these different technologies,
ensuring that the market does not shift to another region, as was the case with solar PV.

Figure 8
Evolution of energy segments by region, growth rate from 2012 to 2017
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	The different bars reflect the change in the share of a certain energy segment of the total patent portfolio in the different
regions over time (from 2012 to 2017).

Price incentives and difficulties in finding funding
The decline in patenting activities occurred at the same time as the drop in fossil fuel prices (Figure 9).
This suggests – at least from 2012 onwards – a very strong correlation between fossil fuel prices and
energy patents. Higher prices are an incentive for finding new, alternative energy sources. However, if
prices decline, market players have less to gain from making substantial investments in alternatives to
fossil fuels. R&D investors will therefore have less reason to continue these developments, which makes
it difficult for these technologies to become widespread (Popp, 2002; Verdolini and Galeotti, 2011). The
market will feel less inclined to switch to alternative energy if the prices of conventional energy drop
(Dechezleprêtre et al., 2019). Using patent data, Aghion et al. (2016) focused on the car industry, showing
that higher fuel prices boost innovation in low-carbon technologies while curbing innovation in the
high-carbon ones.
Recent developments, such as the widespread exploitation of shale gas, could hurt the climate in
the long run. While shale gas decreases carbon emissions in the short run by encouraging a shift away
from coal, a boom in this industry will presumably increase carbon emissions in the long term, given
that shale investment has negatively affected research into clean technologies (Acemoglu et al., 2019).
Public policy is another crucial driver of low-carbon technologies (Johnstone et al., 2010), in particular
in the heavily regulated energy sector. As explained above, R&D investments by the private sector are
largely profit-motivated. If the technologies to be developed are not seen as adding value, most firms
and investors will not sign up for what is, after all, a risky endeavour.
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Figure 9
Energy patents in the European Union and fossil fuel prices, patent count (left axis) and price
of fossil fuels (right axis)
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Figure 10
Cyprus
Energy patents and EU Emissions Trading System (ETS) prices, patent count (left axis) and ETS
Hungary
price (right axis)
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investing in green innovations (Calel and Dechezleprêtre, 2016). Figure 10 seems to confirm that the
drop in ETS prices was followed by reduced patent activity.
Nevertheless, trends in fossil fuel and ETS prices explain only part of the patent decline. Despite the
financial crisis and a drop in fossil fuel prices, green patents continued to increase from 2000 to 2012
(Figure 1). Similarly, the decrease in ETS prices in the aftermath of the global financial crisis did not lead
to a decline in green patenting activities.
Public policy intervention could be behind the counter-cyclical trend. The implementation of the EU
Climate Change Package in 2008 can partly explain the uptick in energy patenting during the global
financial crisis. This package of measures, which was introduced despite the dire economic outlook at
the time, helped to establish the European Union as a major player in climate change. On top of the EU
Climate Change Package, several countries – such as Germany and the Nordic countries – introduced
targeted policies to lower emissions (Dechezleprêtre et al., 2019). These policies were later trimmed back,
heightening uncertainty and suppressing innovation. Ko and Simons (2020) argue that subsidy cuts of
this kind can affect innovation not only domestically, but also globally.
Even if firms devote resources to green technologies, finding funding for energy innovations – and
climate innovation in general – could be challenging. Due to their novelty, the high risk of spillovers and
the high sunk costs, energy and climate innovations often lack valuable collateral, hence the potential
difficulties in securing the necessary financing. The often experimental nature of green innovations
exacerbates this problem (Nordhaus, 2009; Rodrik, 2014; Popp, 2019).

Figure 11
Venture capital funding to firms in the energy and environment sectors, number of firms (left
axis) and share of venture capital (in %) (right axis)
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In addition, the energy sector is plagued by a relatively high concentration of market power and the
larger incumbent firms are aggravating the lack of finance for smaller firms. Incumbents that engage Cyprus
in
innovation generally build up a good track record and therefore have more collateral to offer to external
Hungary
financiers (Czarnitzki & Hottenrott, 2009). These large firms may prevent smaller, innovative firms with
Croatia
breakthrough technologies from reaching the momentum needed to attract finance.
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In addition, venture capital funding to start-ups and scale-ups active in energy and the environment
seems to be decreasing. Figure 11 shows a decline in venture capital funding over time, both in absolute
and relative terms. These funds are also often criticised for not investing with the sufficiently long horizon
needed to support the transition (EIB, 2019).
The above explanations and the way they reinforce each other seem to underpin the inverse U-pattern
of energy patents. The above findings suggest an interplay between a variety of issues, with none being
a determining factor. Nevertheless, this pattern and its underlying factors are instrumental in defining
the policies and actions needed to move forward. The end of this chapter looks more at this issue.
In addition, not only the creation, but also the diffusion of innovation is critical if Europe wants to
remain at the forefront of green innovation. Green technologies, no matter how advanced they may be,
are essentially useless if they are not widely adopted. Knowledge creation, and especially its circulation
and exploitation, is crucial for growth in our knowledge-based economies (Griliches, 1998; Cockburn and
Henderson, 1998). Even if the green energy technologies required to curb emissions exist, the obstacles
to their diffusion hamper further development.

Diffusion of the green knowledge created by the European Union
Existing research suggests that low-carbon technologies are not diffused less than other technologies.
Comparing low-carbon and high-carbon technologies to a range of other emerging technologies,
Dechezleprêtre et al. (2017) find that the intensity of knowledge that spills over from low-carbon
technologies is similar to that of other emerging technologies. Knowledge spillovers from high-carbon
technologies, however, lag behind.
In green innovations, the strongest ties in terms of knowledge flows remain national. The cross-country
citation index measures how often countries refer to one another in relative terms (known as citation
intensity). It indicates that most green knowledge stays within national borders or regions (as shown in
the diagonal cells in Figure 12, based on the relative intensities of the links between the countries citing
patents and those being cited).

Figure 12
Cross-country green patent citations within the European Union
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This index,

represents the relative intensities of citations between citing country i and cited country j.
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Beyond national borders, the strongest ties are within Western and Northern Europe, and mainly
between countries sharing borders. This finding is in line with the EIB’s analysis (2019), which shows
that geographical and technological barriers have a major impact on knowledge flows across countries.
However, knowledge must circulate between different regions to ensure the greening of the economy on
a global scale (Dechezleprêtre et al., 2017). While knowledge flows seem to strongly depend on national
and regional ties, climate change remains a global problem, and more exchange is needed.
The home bias in knowledge flows is even greater in the United States than in Europe: 70% of citations
for the United States remain within the country’s own borders vs. only 47% of citations for the European
Union (or 68% and 58% when focusing on the four main regions of comparison, as shown in Figure 13
below).

Figure 13
Green patent citation links across the European Union, Japan, the United States and China
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	Share of total patent citations from a region to another region – not including any other citations of other regions.

Globally, European patents represent a substantial source of new knowledge, confirming the value of
the knowledge being created in the European Union. While Figure 13 confirms that most green patents
are cited from within the home region, citations of EU patents account for a significant share of overall
citations in all regions. In spite of this, citations of European green patents are not necessarily proportional
to the amount of knowledge being created (see Figure 2), as the United States is also cited frequently.
Proportionally, green patents created by the European Union are more intensively cited than the
total patent portfolio, unlike in the United States. Of all citations, green patents from the European
Union attract more attention on a global scale (Figure 14). For the United States, the opposite picture
emerges. US green patents do not receive an outsized number of citations from other regions compared
to their overall patent portfolio.
These observations are in line with the findings of the EIB Online Survey on Environmental Innovations,
which also confirms that knowledge circulation largely remains within country boundaries. The EIB
asked firms that recently introduced a green innovation whether they collaborated in the development,
and if so, with whom. The results of this new survey reveal that most collaborations take place within
the home country, another substantial share remains within EU borders, and slightly more than 20% of
collaborations are with partners outside the European Union (Figure 15).
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Figure 14
Share of citations overall and share of citations of green patents (in %)
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	The different bars reflect the share of a region’s total citations of EU or US patents, for the total patent portfolio and for the
green patent portfolio.
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Figure 15
Collaboration patterns of green innovators, share of environmental innovators (in %)
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Question:	What type of organisation did your company collaborate with to develop these products, services or processes? For each,
please indicate where the collaborators are located.

While the diffusion of technological knowledge is crucial, the adoption of green innovations by
other market players is at least as important. Knowledge that is developed and further diffused can
only unleash its full potential if the related technologies are also adopted by users. The EIB Investment
Survey allows us to examine this aspect from the angle of the corporate sector.
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The adoption of green technologies by the corporate sector
Not only do European firms generate more green technologies than companies in other regions, they
also invest more in tackling the effects of climate change than US firms. According to the latest results
of the EIBIS, 45.3% of EU firms have already invested in confronting the impact of weather events and in
contributing to the global reduction in carbon emissions, compared with 32.4% of US firms (Figure 16).
In addition, the European Union clearly has a higher share of firms planning to make green investments
over the next three years (including those that have already invested before and those that have not).
Only 32.8% of European firms report that they have not yet invested and have no plans to do so, lower
than the corresponding 50% in the United States.

Figure 16
Climate investment behaviour, share of firms (in %)
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Source: EIB Investment Survey (EIBIS 2020).
Base:
All firms.
Note:	Weighted by value added.
Question:	Thinking about investments to tackle the impacts of weather events and reduction in carbon emissions, which of the
following applies?

Green innovators in the European Union are also more likely to introduce innovations that are new
to the country or the global market than in the United States. The European Union has, on average,
more firms that introduced a product, process or service that was new to the country or the global market
in 2019 (Figure 17). This highlights the European Union’s strong potential for developing or adopting
green technologies, along with its solid foundation in ground-breaking innovations that can be further
diffused. Ensuring all this valuable knowledge is passed on remains key.
Firms investing in innovations with an environmental impact feel that these investments pay off and
plan to increase them further. We asked firms participating in the EIB Online Survey on Environmental
Innovations what impact “not investing” would have had on overall levels of sales. More firms responded
that “not investing” would have had a negative impact than a positive impact (net balance of 14%). While
15% of firms said that they invested too much, 57% say that they invested about the right amount and
28% consider their investments to be too little. Looking ahead, all firms that invested in the past three
years said they were planning to do so again in the next three years. Some rebalancing is to be expected:
firms that feel they have underinvested in the recent past plan to invest more in the coming years, while
those planning to invest less feel that they have already invested too much (Figure 18).
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Figure 17
Innovativeness of green firms that are new to the country/world, as a share of green
innovators (in %)
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Source: EIBIS 2020.
Base:
Green innovators.
Note:	Green innovators are defined as firms that invested in green technologies, and introduced a new product/process/service
(in the firm, local or global market) and/or invested in R&D in the last financial year. Firms are weighted by value added.
Question:	Were the new products, processes or services...new to the country / company / global market?

Figure 18
Investment assessment and outlook of environmental innovators, share of environmental
innovators (in %)
100
80
60
40
20
0
Too much

More investment planned

About the right amount

Around the same as current investment levels planned

Too little

Less investment planned

Source: EIB Online Survey on Environmental Innovations.
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All environmental innovators.
Question:	Q: In terms of the investment you already made in products, services or processes to generate environmental benefits, was
the investment too much, too little, or about the right amount to ensure the success of your business going forward?
	Q: Looking ahead to the next three years, do you expect your company to invest more, less, or around the same amount
compared to current levels?

What now: Turning the tide or turning the page?
Europe is in pole position on green technology, but it has to decide where to go from here. How can
we continue to ensure that companies develop green technologies and diffuse their knowledge, and
that this knowledge will be adopted by different market players? In addition, what direction should the
green transition take and what technological opportunities should be further explored?
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Overall, the findings suggest that Europe is leading the way in green technologies, and a lot of potential
exists for the diffusion and adoption of the knowledge it has created. In addition, the observed inverse
U effect is mainly driven by the energy sector and can be largely attributed to policy design, which was
a factor in the contra-cyclical uptick before and after the global financial crisis.
The uncertainty about the regulatory environment and taxation remain the main barriers to green
investments by innovative firms. Furthermore, the cost of investment activities seems to be a major
impediment, especially in the European Union (Figure 19). It is worth noting that the availability of
financing is frequently mentioned by EU innovators as a major obstacle. Those willing to invest appear
to face difficulties in finding the necessary funds for their plans. Overall, both green innovators and
innovators that have not yet invested in green technologies see many barriers. Strikingly, the share of EU
innovators that perceive obstacles to green investments is the same as those that have not yet invested.

Figure 19
Obstacles to green investment for innovative firms, share of innovators (in %)
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and/or invested in R&D in the last financial year. Firms weighted by value added.
Question:	And to what extent, if at all, is each of the following an obstacle to investing in activities to tackle the impacts of weather
events and contribute to emissions reduction?

In addition, firms are experiencing difficulties in borrowing for climate-related projects and feel
that the collateral required is stricter for these projects. More than 60% of firms say that they were
not able to borrow as much as they would like for climate-related projects and more than 40% say that
the collateral required for external finance is stricter for this type of project (Figure 20). This is striking,
given that most firms indicate that they experience no negative impact on sales after investing in
environmental innovations.
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Figure 20
Impact of investing in environmental innovations and financing constraints, share of
environmental innovators (in %)
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Question:	Q: If you had not invested in projects that are intended to generate environmental benefits, what impact would that have Croatia
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The challenges point to the need for a clear regulatory environment and a better framework for green
Romania
innovations, as well as greater financial incentives to overcome the high costs. Support is not only
needed for firms that have already invested, it is also crucial for providing incentives to those that have
not yet invested. The market-failure arguments outlined above seem to be particularly true in Europe,
where a large share of firms complain about the high costs of investments and a lack of financing.
The discussion on fighting climate change focuses primarily on modifying energy systems, but
other factors such as materials and land use are also important (Intergovernmental Panel on Climate
Change (IPCC), 2018). Steel, cement, aluminium and plastics are some of the materials that make up a large
share of carbon emissions and demand for them is increasing rapidly. Another example is the transport
sector, which still accounts for 24% of direct carbon emissions from fuel combustion (IEA, 2020b). Several
technologies need to be developed to support the transformation of the transport sector.
In this context, digital technologies are seen as having enormous potential. As pointed out by the
International Energy Agency (2017), this potential can only be leveraged if there are sufficient incentives
for public and private investment in new technologies. Nevertheless, digital improvements could already
trigger major changes in traditional sectors (Branstetter et al., 2019), potentially ushering in a new era of
technology (Ghobakhloo, 2020).
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Box B
Patent data as a measurement of green and digital innovations
Throughout Chapter 8, patent data are used to measure innovation in the green and digital domains.
The indicators used in the European Green Deal are broadly based upon the methodology of Haščič
and Migotto (2015) for the green aspects and the EPO (2017) for the digital components.
This box provides a brief but comprehensive overview of how these indicators are built to help
readers better understand the issues covered.

Green innovation
The green patent classification can be broadly split into two main categories: (1) patents that directly
target climate change mitigation technologies; and (2) patents covering technologies that contribute
to the issues of climate change indirectly, namely environmental management (air and water
pollution, waste disposal, etc.) as well as those directed at adaptation to water scarcity. A breakdown
of these different technologies is shown in the table below. When referring to green patents, the
report considers all of these technologies. Nevertheless, where relevant, individual subdomains are
discussed and presented.
Table B.1
Including
Environmental management

Air pollution abatement; water pollution abatement; waste management; soil remediation;
environmental monitoring

Water-related adaptation technologies

Demand-side technologies (water conservation); supply-side technologies (water availability)

Climate change mitigation
Energy generation, transmission or distribution

Renewable energy generation; energy generation from fuels of non-fossil origin; combustion
technologies with mitigation potential

Capture, storage, sequestration or disposal of
greenhouse gases

Carbon capture or storage; capture or disposal of greenhouse gases other than carbon dioxide

Transportation

Road, rail, air, maritime transport; enabling technologies in transport such as electric vehicle charging
and application of fuel cell and hydrogen technology to transportation

Buildings

Integration of renewable energy sources; energy efficiency such as lighting, heating, home appliances;
thermal performance

Wastewater treatment or waste management

Wastewater treatment; solid waste management

Production or processing of goods

Metal processing; climate mitigation technologies in, amongst others, chemical industry, oil refining
and petrochemical industry, minerals and cement, agriculture, livestock or agrifood industries

Digital innovation
The digital patent classification used in this report is based upon a classification of industry 4.0,
published by the EPO. This classification identifies three broad categories of patents, each of which
is further subdivided into specific technology domains. The resulting cartography aims to capture
the buildings blocks of industry 4.0, at least in terms of patent applications. The tables below give an
overview of the different domains and their sub-technologies, as also presented by the EPO (2017).
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The three main sectors identified in the classification are “core technologies,” “enabling technologies”
and “application domains.” Core technologies are considered to be the basic building blocks upon
which the technologies of the fourth industrial revolution are built. This class consists of inventions
that contribute to three of the established fields of information and communications technology
(ICT) inherited from the previous industrial revolution.
Table B.2
Core technologies

Including

Hardware

Sensors; advanced memories; processors

Software

Intelligent cloud storage and computing structures; adaptive databases; mobile operating systems;
virtualisation

Connectivity

Network protocols for massively connected devices; adaptive wireless data systems

The second domain captures enabling technologies. These are technologies that are further built
upon and complement the core technologies. The EPO subdivides this second domain into seven
technology fields.
Table B.3
Enabling technologies

Including

Analytics

Diagnostic systems for massive data

User interfaces

Virtual reality; information display in eyewear

3D support systems

3D printers and scanners for parts manufacture; automated 3D design and simulation

Artificial intelligence

Machine learning; neural networks

Position determination

Enhanced GPS; device-to-device relative and absolute positioning

Power supply

Situation-aware charging systems; shared power transmission objectives

Security

Adaptive security systems; intelligent safety systems

The third “application” domain captures technologies that are closest to the market and reflect
the final applications of digital technologies. This domain is subdivided into six different sectors of
applications to indicate in which part of the economy the various technologies can potentially add
value.
Table B.4
Application domain

Including

Personal

Personal health monitoring devices; smart wearables; entertainment devices

Home

Smart homes; alarm systems; intelligent lighting and heating; consumer robotics

Vehicles

Autonomous driving; vehicle fleet navigation devices

Enterprise

Intelligent retail and healthcare systems; autonomous office systems; smart offices; agriculture

Manufacture

Smart factories; intelligent robotics; energy saving

Infrastructure

Intelligent energy distribution networks; intelligent transport networks; intelligent lighting and
heating systems
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Depending on the focus of the different parts of the chapter, we use different levels of aggregation.
When referring to digital patents, we refer to all patents belonging to one of the three main domains
of industry 4.0. In some other cases, we break indicators down into the three main classes, namely
core technologies, enabling technologies and application domains. Only rarely and in some specific
settings do we zoom in on some of the subdomains of these three building blocks of digital patents.

The crossroads between green and digital technologies
Where Europe stands in digital innovation
While Europe is at the forefront of green technologies, its position in digital adoption or innovation
is less encouraging. Not only are digital adoption rates of European firms lower than those of their US
counterparts (see Chapter 4 for a detailed analysis), innovation in digitalisation is also lower. Patent data
reveal that Europe is lagging behind both the United States and China for patent applications relevant
to industry 4.0 (Figure 21). Whereas the share of digital patents in the total patent portfolio has remained
relatively stable in Europe since 2013, the share in the United States has increased, widening the gap
between both regions. Another point is that Europe and China had a similar share of digital patents in
their overall portfolios around 2003. Since then, China has managed to double this percentage, whereas
it has increased only slightly in Europe. The share of start-ups mentioning artificial intelligence in their
description paints a more optimistic picture (Figure 22).

Figure 21
Share of digital patents in total patent portfolio, share of patents (in %)
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	The different lines reflect the share of digital patents in the total patent portfolios for the respective regions.
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Also in digital patent citations, Europe is losing its competitive advantage to the United States. In the
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early 2000s and until recently, European digital patents had a relatively high impact, as measured by the
citations they received (forward citations). This has, however, changed in recent years (Figure 23). In 2010,
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and has continued to outperform since then. Relative to the European Union, China and Japan also have
an increasing share of patents receiving forward citations. Overall, these data confirm that Europe has
slowly been losing its impact in digital innovation, especially in comparison to the United States.

Figure 22
Share of start-ups (in %) mentioning artificial intelligence in their description
14
12
10
8
6
4
2
0
08

09

EU

10

11

12

13

14

15

16

17

18

US

Source: Crunchbase, authors’ calculation.
Base:
Firms founded over 2008-2018 that are still active.
Note:	The different lines reflect the share of start-ups mentioning artificial intelligence in their description on Crunchbase.

Figure 23
Forward citation patterns in digital technologies, relative to EU-baseline (1)
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There are significant differences within Europe, with most digital innovations coming from Western
and Northern Europe. In absolute patent counts, Western and Northern Europe dominate the rest of
the European Union. However, the picture becomes more nuanced when the share of digital patents in
the overall patent portfolio (Figure 24) is factored in. In recent years, Central and Eastern Europe have
become a strong runner-up in the relative importance of digital patents, even slightly surpassing Western
and Northern Europe in the last few years. In absolute numbers however, Central and Eastern Europe
is still lagging behind significantly. Southern Europe is performing relatively weakly, in absolute counts
and the share of digital patents in the total patent portfolio.

Figure 24
Digital patents in the European Union, patent count (left axis) and patent share (right axis)
0.25

12 000
10 000

0.20

8 000
0.15
6 000
0.10
4 000
0.05

2 000
0

0
00

01

02

03

04

05

Western and Northern (right)
Western and Northern - patent count
Source:

06

07

08

09

10

Southern (right)
Southern - patent count

11

12

13

14

15

16

17

Central and Eastern (right)
Central and Eastern - patent count
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Despite its stagnant innovation in digital technology in general, Europe is clearly outperforming
its main competitors in certain digital subdomains. While stagnation remains true for the majority of
subdomains, it is not the case for digital patents in transportation (Figure 25). In this domain, only Japan is
approaching Europe’s performance. But even though China and the United States still lag behind Europe,
they are rapidly catching up. Europe’s position in digital innovation is fragile, even in fields where it is
performing relatively well.
Digital technologies are put forward as critical enablers of the green transition and meeting the
sustainability goals defined in the European Green Deal. If emerging digital technologies are properly
employed, they could play an essential role in tackling environmental challenges. Examples include
smart urban mobility, precision agriculture, sustainable supply chains, environmental monitoring and
disaster prediction. In addition, digital technologies can be instrumental in monitoring climate change
and facilitating the much-needed shift towards a circular economy. Data analytics allow companies to
match supply and demand for underused assets and products. The cloud, in combination with mobile
and social media, can take products or even entire industries fully online. Moreover, 3D printing creates
opportunities for manufacturing biodegradable inputs (Lacy and Rutqvist, 2015). Recent reports claim that
although the ICT sector and its recent digital advances are contributing to growing energy consumption,
the net benefits outweigh the costs (GeSI 2015; IPCC, 2018).
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Figure 25
Digital patents in the transport application domain, patent count (left axis) and patent share
(right axis)
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The relatively poor representation of digital technologies in the European Union seems at odds with
the apparent need for these technologies in greening the economy. Nevertheless, given that Europe is
performing well in the development of green innovations, it is important to understand how it is faring
at the intersection of the digital and green domains.

The green and digital crossroads
Europe is currently the leading region in developing the combination of digital and green technologies.
In 2017, it had 76% more patents in the digital-green domain than the United States and over four times
more than China. Only Japan outpaced Europe in this domain until 2016, before experiencing a steep
decline (Figure 26). Europe may not be a global leader when it comes to digitalisation, but it is at the
forefront of green technologies and in the combination of digital and green innovations.
The top players in the green and digital field are the Scandinavian countries as well as Germany and
France. In the European Union, Western and Northern Europe clearly leads the way. Figure 27 gives an
overview of the countries that have an above-average relative technological advantage (RTA) in the
digital and green domain or an above-average number of patents in both green and digital innovations.
The technological specialisation index captures the share of digital and green patents as a share of a
country’s total patents, weighted by the same share in the European Union overall. An RTA of above one
thus implies that the country is relatively more specialised in digital and green innovations, compared
to other European countries. Overall, we can see that the green and digital surge is driven by a handful
of countries.
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Figure 26
Green and digital patents, patent count (left axis) and patent share (right axis)
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Figure 27
Advantage in green and digital patenting across EU members (2012-2017)
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Europe’s main digital and green strengths are in environmental management and transportation
technologies (see Box B for a detailed description of the different green and digital domains measured
using patent data). Europe co-developed more digital innovations within these green domains than within
the others (Figure 28). It is worth noting the same trend is seen in the different subclasses of the digital
domains. The full range of digital innovation – from the basic building blocks to the actual applications –
is merged with these environmental management and transportation technologies.

Figure 28
Co-occurrence matrix of digital and green patents
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	The graph shows the co-occurrence of patents in core, enabling and application digital technologies for each of the subsectors of green patents.
	The mapping presents the outcome of the weighted co-occurrence matrix, defined as
, with i=digital domain
and j = green domain.
	Green means that there is a high rate of co-occurrence while red implies that at that there is a relatively low occurrence of
digital and green patents in the respective domains.

The digitalisation of the transport sector is an integral part of the European Green Deal. Even before
the announcement of the deal, the European Commission pinpointed digitalisation as a priority. While
Europe is lagging behind in most sectors for digital innovation and digital adoption, the transportation
sector is following a different pattern and seems to enjoy a strong head-start. Europe is well ahead of
the United States in industry 4.0 patents for vehicle applications, despite trailing in many other areas. The
development of environmental management technologies is also an area where the European Union
holds a high number of green patents (Figure 6).
Overall, digital technologies are absent from only very few green sectors at this stage. Nevertheless,
different green technologies seem to involve different types of digital patents. While energy patents
mainly incorporate the basic building blocks of digital technologies (developing core digital technologies),
green patents in water-related adaptation and carbon capture and storage are more geared towards
actual applications aimed at the end user (developing digital technologies in the application domain).

INVESTMENT REPORT 2020/2021: BUILDING A SMART AND GREEN EUROPE IN THE COVID-19 ERA

Part II
Investing in the transition to a green and smart economy

Green and digital knowledge diffusion
Europe is not only a leading force in the co-occurrence of digital and green development in patents,
but also in adopting existing digital knowledge in its green patents. In addition to looking at digital
and green technologies in a single patent, we have evaluated the extent to which digital technologies are
cited in green patents. Europe has the highest share of green patents in which digital technologies are
cited. This citation pattern provides a clear view on the extent to which digital technologies are adopted
(and not necessarily co-developed) in green innovation. The share of digital citations in green patents
overall is highest in Europe, closely followed by the United States, and is increasing steadily (Figure 29).

Figure 29
Green citing digital, share of green patents
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	Share of green patents with backward citations to digital relative to all green patents with backward citations. Backward
citations refer to previous patents on which the current invention is based.
Poland

Not surprisingly, the digital domains that are heavily cited in green patents coincide with the domains
Cyprus
that co-occur in green and digital patents (Figure 30). The trend implies that Europe is not only codeveloping these digital technologies in patents, but is also adopting pre-existing digital knowledgeHungary
in
its green developments.
Croatia
Slovakia

The share of green patents citing digital patents is 70% higher than the share of green patents in
Greece
which digital technologies are developed at the same time. This demonstrates that digital technologies
are successfully circulating and becoming more integrated in green technologies, especially in Europe
Bulgaria
(Figure 31). Furthermore, it indicates that some of the patents that we would classify as “purely green”
Romania
also include existing digital knowledge. For the share of green patents citing digital patents, Europe is
clearly ahead of other regions. The United States, China and Japan have, on average, 50% fewer digital
citations in their green patents than the European Union.
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Figure 30
European citation map
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	Share of green patents with backward citations to digital in a certain digital domain, relative to all green patents with
backward citations in the respective green domain. This indicator is weighted by the total number of backward citations to
digital, relative to all green patents with backward citations.

Figure 31
Share of digital-green patents and green patents with digital citations
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The impact of European patents at the digital and green crossroads is higher than in other regions
(Figure 32). Even if the share of cited patents is higher for the European Union, the actual number of
forward citations to these digital-green patents is higher in the United States. Unlike in the digital field,
where Europe at some point had a higher number of forward citations per cited patent, this is not the
case for patents developed at the digital and green crossroads. Therefore, it is important to stress that
Europe’s head-start is fragile and its current advantages could easily collapse.

Figure 32
Forward citations of green and digital patents, relative to EU baseline (1)
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Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	Number of forward citations to digital and green patents (shaded line) and number of forward citations per digital and
green patent with forward citations (solid line), relative to the EU base (solid blue line).
Poland

Competition and concentration as key forces in the green and digital
sector

Cyprus
Hungary
Croatia

Slovakia
The relationship between the diffusion of knowledge and competition is strongly debated. Some
Greece
economists argue that market power is necessary to foster innovation, while others fear that market
concentration leads to a general slowdown of the economy and innovation (for instance, Philippon, 2019).
Bulgaria
Competition is an important force that determines the cost of goods and therefore overall public welfare.
Romania
Utterback et al. (2018) emphasise that one technology may either enhance or inhibit another technology’s
growth. They describe cases of pure competition, but also of symbiosis (where both the new and older
technologies mutually enhance growth) and predator-prey interaction (where one technology enhances
the other’s growth rate but the second inhibits the growth rate of the first). A core question within this
debate is the extent to which the high concentration in the digital market is affecting the development
of sectors that focus on digital and green technologies.

Nine out of the top 20 players developing digital-green patents are European. Top companies can
be measured by the share digital-green patents represent in total patents and by the absolute count of
digital-green patents. Figure 33 presents these measures for the top patent applicants (those with the
highest number of digital-green patent applications). Besides the clear dominance of Japan and Europe, the
list also shows the strong presence of automotive companies. The bars in the figure also reveal that both
measures – patent share and absolute count – are important, with many European companies holding an
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exceptionally high share of digital-green patents. The same pattern holds in green technologies, where
many European firms dominate.

Figure 33
Top green and digital players, patent count (left axis) and share of digital and green patents
(right axis)
4 000

0.6
0.5

3 000
0.4
2 000

0.3
0.2

1 000
0.1

BMW (Bayerische Motoren Werke)

Panasonic Corporation

Hitachi Automotive Systems

Vestas

Isuzu Motors

Peugeot Citroen Automobiles

GE (General Electric Company)

Mitsubishi Heavy Industries

Scania CV

Honda Motor Company

Denso Corporation

Mitsubishi Electric Corporation

Renault

Nissan Motor Company

Continental Automotive

Siemens

Robert Bosch

Toyota Motor Corporation

0

Hitachi

0

Volkswagen

298

DE

JP

DE

JP

JP

DK

JP

FR

US

JP

SE

JP

JP

JP

FR

JP

DE

DE

DE

JP

Digital/green patent count

Digital/green patent share (right)

Source: Authors’ calculations based upon PATSTAT (PCT) data in collaboration with ECOOM.
Note:	The bars reflect the number of digital and green patents for each company from 2000 to 2018. The colours refer to the
different regions (blue = European Union; red = Japan; grey = United States).

In digital technologies, the United States dominates. Google, Amazon, Facebook, Apple and Microsoft
(also known as GAFAM) confirm their digital supremacy based on patent data (Figure 34). However, none
of these famous top companies in the digital sector end up at the top of the “green” or “green and digital”
categories. The top companies in green and digital-green technologies are from Europe and Japan.
The digital sector is often criticised for a lack of competition, which allows some companies to profit
from winner-takes-all dynamics. It is important to look closely at whether similar trends are afoot in
green and digital-green domains. Digital integration in green technology is expected to offer immense
opportunities for progress and should lead to stronger symbiosis between both technologies. However,
Akcigit and Ates (2019) signal that as soon as a leading technology is successful, it is rapidly implemented
by leading firms. The rapid adoption by leading firms may discourage smaller or less pervasive firms from
innovating, thereby slowing down the innovation process.
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Environmental innovators are more likely to be embedded in dynamic markets (Figure 35). In the
EIB Online Survey on Environmental Innovations, we asked firms about the impact of the transition to
a carbon-neutral economy on their competitive positions. Companies that have already introduced an
innovation with environmental impacts are more likely to say that they think competitors will exit or enter
the market. In addition, they feel – slightly more than other firms – that they may face a loss of competitive
advantage. Digital and environmental innovators in particular feel that competitors may enter their market.
These concerns clearly show that environmental innovators feel their markets are more dynamic. At the
same time, the innovators are less concerned about losing their competitive advantage, a potential signal
that they still believe in their innovation potential. The assertion that competition is a potential trigger
for innovation is also supported by Aghion et al. (2020), who found that the combination of sustainable
consumer behaviour and competition has increased innovative activity in the automotive sector.

Figure 34
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Note:	The top players in the different technologies are measured by their patenting intensity in the respective group. The size of
the areas reflect the patent count in the respective technology.

In addition, digital environmental innovators are more likely to enjoy a bigger playing field – likely
competing on a global scale (Figure 36). The potentially large market holds enormous potential for
digital and green innovators. At the same time, however, the digital and green sector risks replicating
the winner-takes-all dynamic witnessed in the digital sector, where just a handful of firms dominate the
global market. How the digital and green sector evolves is strongly dependent on competition policy,
an area that must be an integral part of policy design, as will be discussed further in Section 3.
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Figure 35
Competitive environment of environmental innovators (% of firms)
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Source: EIB Online Survey on Environmental Innovations.
Base:
All firms.
Question:	Looking ahead over the next five years, do you think the transition to a carbon-neutral economy will impact your company
in any of the following ways?
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Figure 36
The markets of environmental innovators, share of environmental innovators (in %)
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Question:	In which geographical markets do you mainly operate for your products, services or processes intended to generate
environmental benefits for customers?
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Firms’ uptake of green and digital technologies
The patent data provided valuable insights into innovation activities, while the EIBIS data shed
additional light on the extent to which firms embrace both digital and green technologies. More
specifically, our data allow us to compare firms that are investing in green while also implementing digital
technologies with firms that are purely green, purely digital or have no investment in green innovations
and no digital technologies. (Figure 37).

With green
investments

Green

Green and digital

No green
investments yet

Green investment

Figure 37
The four digital and green profiles

Non-digital/green

Digital

Non-digital

Digital
Digital intensity

Source:	EIBIS 2020.
Base:	All firms
Question:	Green: Now thinking about investments to tackle the impacts of weather events and reduction in carbon emissions, which
of the following applies?
	Digital: Can you tell me for each of the following digital technologies if you have heard about them, not heard about them,
implemented them in parts of your business, or whether your entire business is organised around them?

While the United States clearly has a higher share of digital firms than the European Union, Europe
is stronger in green firms and those embracing green and digital at the same time. With 14%, the
share of green firms in the European Union is nearly three times as high as in the United States, where
the share is 5% (Figure 38). The European Union also outpaces the United States for the share of digitalgreen firms (32% vs. 28%).
Most of the green and digital firms are active in the manufacturing (37%) and infrastructure (34%)
sectors. The high share of these firms in manufacturing may be partly explained by the greening of the
transportation sector. The construction sector has the highest share of firms that did not invest in either
the green or digital segments (42%), followed by the service sector with 27% (Figure 39).
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Figure 38
Digital and green profiles by region, share of firms (in %)
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Note:	The different profiles are defined as in Figure 37. Firms are weighted by value added.

Figure 39
The four digital and green profiles, by sector, share of firms (in %)
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Source: EIBIS 2020.
Base:
All firms in the European Union.
Note:	The different profiles are defined as in Figure 37. Firms are weighted by value added.

Larger firms are more likely to be both digital and green than small ones (Figure 40). While only 13% of
microfirms and 18% of small firms are green and digital, this share increases markedly for medium-sized
(29%) and large firms (42%). The share of purely digital firms also increases with firm size. The relationship
between firm size and digitalisation and green activities can be explained by the fact that investments
in digital and green technologies can be risky and involve high fixed costs. Costs and risks are easier to
bear if they are spread over larger revenue streams.
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Figure 40
The four digital/green profiles, by firm size, share of firms (in %)
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Source: EIBIS 2020.
Base:
All firms in the European Union.
Note:	The different profiles are defined as in Figure 37. Firms are weighted by value added.

Digital-green firms invest more. If we compare the distribution of investment intensity (defined as
investment spending per employee) of firms that are green and digital to other companies, we consistently
observe higher investment intensity in green and digital firms. In addition, zooming in on the different
areas of investment shows that both digital-green and digital firms tend to invest relatively more in
R&D and intangibles in general (Figure 41). The stronger focus on intangible investments is particularly
pronounced for digital firms.

Figure 41
Composition of investment of the four digital/green profiles, share of investment (in %)
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Source: EIBIS 2020.
Base:
All firms in the European Union.
Note:	The different profiles are defined as in Figure 37. Firms are weighted by value added.
Question:	How much did your business invest in each of the following with the intention of maintaining or increasing your company’s
future earnings?
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Going forward, it is crucial that Europe maintains its competitive advantage in green and digital. The
innovativeness of digital-green firms plays a particularly important role in dealing with climate change.
All in all, European firms do not seem to be suffering from any slowdowns in innovation. As EIBIS data
show, a large share of firms investing in green and digital are highly innovative (Figures 42 and 43) and
more likely to introduce new products, processes or services to their country or the global market. This
implies that these firms are not only heavily building upon other innovations but that they also have the
potential to further diffuse their own innovations within their country or the global market.

Figure 42
Innovativeness of the four digital/green profiles, share of firms (in %)
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Source: EIBIS 2020.
Base:
Innovative firms.
Note:	The different profiles are defined as in Figure 37. Firms are weighted by value added.
Question:	Were the new products, processes or services...
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Figure 43
Share of innovation (in %) that is new to the country/global market
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Being green and digital is a game changer for resilience and reputation
Digital-green firms expect decarbonisation to affect market demand and their reputation. We asked
firms about the expected impact of climate change on their markets. Specifically, we wanted to know
how they assess the effect of decarbonisation on market demand, supply chains and their reputations.
Overall, green and digital-green firms are relatively similar in their assessment. Their most common
perception is that their reputation will be positively affected (Figure 44).

Figure 44
Impact of the climate change transition for the four digital/green profiles (in %)
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Source: EIBIS 2020.
Base:
All firms in the European Union.
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Note:	The different profiles are defined as in Figure 37. Firms are weighted by value added.
Cyprus
Question:	Limiting global warming requires a reduction of carbon emissions over the upcoming decades.
	What impact, if any, will this transition to a reduction in carbon emissions have on the following aspects of your business
Hungary
over the next five years?
Croatia

Being green and digital has clear upsides. Digital-green firms have higher productivity than other firms
Slovakia
and are more likely to have hired new employees over the past three years, suggesting that they are more
Greece
dynamic. On balance, 35% of digital-green companies stated that they increased employment, compared
Bulgaria
with 30% of digital firms, 26% of green firms and 21% of firms that are neither green nor digital (Figure 45).
Romania

With COVID-19 hitting society and the economy extremely hard, firms at the digital-green crossroads
seem less likely than others to translate the short-term job losses into permanent ones (Figure 46).
Firms whose staffing has been impacted by the pandemic in the short term were asked whether this
would result in permanent job losses. Digital-green firms were the least inclined, indicating that they at
least intend to keep employee levels relatively stable in the long term. This might indicate that digitalgreen investors actually create jobs. As digital and green skills are generally lacking, re-training and
re-skilling in those segments might help bring about a more inclusive transition (see Chapter 10). The
increased use of digital technologies by already highly digitalised firms was discussed in Chapter 4 and
could signal a “winner-takes-all” dynamic.
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Figure 45
Share of firms having hired new employees over the past three years (in %), for each digital
and green profile
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Source: EIBIS 2020.
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All firms in the European Union.
Note:
The different profiles are defined as in Figure 37. Firms are weighted by value added.
Question:	How many people did your company employ either full or part-time at all its locations three years ago? How many people
Poland
does your company employ either full or part-time at all its locations, including yourself?
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Figure 46
Long-term impact of COVID-19, share of firms (in %)
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The different profiles are defined as in Figure 37. Firms are weighted by value added.
Question:	Do you expect the coronavirus outbreak to have a long-term impact on any of the following?
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Green and digital companies are most likely to state that COVID-19 has them rethinking the scope
of their projects (Figure 47). This does not bode well for a market segment in which Europe currently
holds a commanding lead.

Figure 47
Share of firms planning to change the projects’ scope due to COVID-19 (in %)
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Source: EIBIS 2020.
Base:
All firms.
Note:
The different profiles are defined as in Figure 37. Firms are weighted by value added.
Question:	Has your company’s overall investment expectations for 2020 changed due to coronavirus? Will your company …
	You just said you will invest less due to coronavirus. Can I just check which of the following actions your company will
undertake?

What is holding firms back and what can we do?
Small firms and firms in the construction sector are less likely to be green and digital. Small firms
across all sectors are significantly less likely to have invested in green and digital technologies. In addition,
these firms are less likely to be innovative, less likely to create new jobs and less likely to compete
internationally. Digital-green firms perform much better and seem to be coping with the current crisis
more successfully. Encouraging firms to digitalise and invest in green technologies should therefore be
high on the policy agenda.
In addition, innovations are not only needed in technology, but also in business practices and consumer
behaviour. The results from EIBIS clearly indicate that firms investing in both green and digital not only
score better in management practices in general, but are also more likely to embrace climate change in
their company culture (Figure 48).
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Figure 48
Management practices, by digital/green profile, share of firms (in %)
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Question:	In 2019 and under normal conditions, did your company… …?
… use a formal strategic business monitoring system
…reward individual performance with higher pay
…have a designated person responsible for defining and monitoring climate change strategies
…set and monitor internal targets on carbon emissions and energy consumption.
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Fostering green and digital innovations should be a policy priority. Reducing carbon emissions
Romania
sufficiently only seems feasible if clean technologies are successfully adopted. Patent data, data on startups and the EIBIS and the EIB Online Survey data all highlight the importance of innovation. In addition,
scientific research suggests the urgent need for policy intervention. It is also crucial that we reassess not
only the negative consequences of carbon emissions, but also investment in green and digital innovations.
Furthermore, investment in key infrastructure will help the European economy transition rapidly.

Global interaction
It is an understatement to say that the role of policymakers is extremely important. Without policy
intervention, the green innovation market will not regulate itself. In climate change (a global public issue),
problems arise because individual nations enjoy only a small fraction of the rewards of their actions
(Nordhaus, 2019; for a comprehensive overview on the topic, Cramton et al., 2017) – which also creates
problems for private investments. In other words, nations acting purely in their own interests would only
take minimal action because most of the benefits from cooperation spill over to other nations. It is only
by designing, implementing, and enforcing cooperative multinational policies that nations can ensure
climate change policies are effective.
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With its European Green Deal, the European Union is on track for achieving a common policy goal
for a large region. That being said, even if a common strategy at the European level could be drawn up,
the global community – and often more polluting regions – would not necessarily follow it. Therefore,
Europe should not only avoid unfair competition in its own region, but also ensure that the enormous
efforts made can actually filter through to other continents. To protect climate investments, a global
consensus and a common understanding of how to reach climate targets must be attained. Multilateral
compensation funds or border-carbon adjustments are policies that make sense in this respect (Chancel
and Piketty, 2015).
The coronavirus recovery efforts underway represent an opportunity to form a consensus on what
needs to be done to support the transition to a more sustainable economy. In spite of the apparent
urgency, policymakers have not succeeded – so far – in turning the climate tide. To meet the ambitious –
and necessary – climate goals, adopting promising technological advancements is crucial. Policymakers
can play an important role in promoting innovations that would help achieve climate targets.
If the European Union is to remain a global leader in the green and digital-green fields, preventing
investments in these areas from stalling is primordial. While global interaction should stay high on the
policy agenda, ensuring that Europe remains in pole position in green and digital-green innovations is
also crucial. At the same time, action needs to be taken sooner rather than later. There is not only urgency
with climate change, but also from a purely accounting perspective. Given that the lifespan of newly
built factories, housing or power plants stretches far beyond the 2050 target (Pfeiffer et al., 2018), it is
important that we implement the necessary changes today.

Green investments from the private sector
Policymakers should create incentives for private investors to develop and adopt climate-friendly
innovations. Because the negative effects of pollution and climate change are not priced into markets,
private investors (consumers included) have very little incentive to take sufficient action. As long as the
market failure for these innovations remains unaddressed, it will be difficult to make progress.
The importance of consumer preferences and market pressure clearly motivates firms to introduce
environmental innovations (Figure 49). A large share of firms react to consumer preferences, market
demand, energy prices and cost savings. The finding is in line with the trend in patent applications and
fossil fuel prices discussed in Section 1. Firms that introduce an environmental-friendly innovation most
often state that they have done so because of their company’s strategy, core values and reputation. This
focus is likely related to consumer preferences and market opportunities.
At the same time, scientific policy should push companies to invest in innovation. Even if innovations
address a sufficiently big market, private investors may still hold back for fear of spillovers. In addition,
the possibility of other companies benefitting from the technology and the high sunk costs of R&D
investments could make it extremely difficult for firms to find the necessary funding. These so-called
knowledge market failures are not new in the innovation literature and can be addressed by a variety of
measures. Nevertheless, the novelty and often experimental nature of green innovations suggest that
they may be more prone to these failures (Rodrik, 2014; Dechezleprêtre et al., 2017).
Green investments are hampered by high costs and a lack of support (external finance and government
support). Respondents of the online survey (Figure 50) mention these barriers the most frequently.
Furthermore, respondents signal that regulation and industry standards are real obstacles to introducing
innovations intended to generate environmental changes.
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Figure 49
Motivation for making changes to respond to environmental effects share of environmental
innovators (in %)
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Source: EIB Online Survey on Environmental Innovations.
Base:
All environmental innovators.
Question:	To what extent, if at all, are each of these factors obstacles to making changes in your own company to respond to
environmental impacts AND/OR offering products, services or processes intended to generate environmental impacts for
your customers?

Figure 50
Obstacles to making changes to respond to environmental effects, share of environmental
innovators (in %)
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Source: EIB Online Survey on Environmental Innovations.
Base:
All environmental innovators.
Question:	To what extent, if at all, are each of these factors obstacles to making changes in your own company to respond to
environmental impacts AND/OR offering products, services or processes intended to generate environmental impacts for
your customers?
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The direction of innovation may be even more important than its pace – notwithstanding the pressing
need to deal with climate change. Even though innovation is a top priority on policymakers’ agendas
(see also Chapter 4), additional innovation in technologies that do not necessarily contribute to carbon
neutrality may actually make the problem worse (Acemoglu et al., 2016). It is fundamental to have welldirected innovations introduced to the market that reduce the costs of clean technologies to a level
below those of environment-harming technologies.

Getting the prices right
Fully internalising the risks of climate change is impossible, and a consequence is that climate change
effects are seriously underpriced from a societal perspective. Carbon prices are a very useful lever for
most countries. These policy measures are highly efficient and can achieve a great deal. They provide
incentives across the economy and can generate useful public revenue, which can in turn be invested in the
transition to a green economy. Importantly, these prices can trigger investments, including in research and
development, which can spur economic growth, especially in periods of inadequate aggregate demand.
Using carbon prices to stimulate innovation, as also shown in this chapter (Figure 9), could also
counteract the impact of wide swings in fossil fuel prices (Figure 8). Some technologies displaying a
serious downturn in patenting might have fared better if carbon prices had not dropped so sharply. However,
while increases in the price of fossil fuels – either due to market forces or carbon-pricing policies – may
affect which energy technology is cheapest, they are not yet at a level that would encourage producers
or consumers to choose green technologies that may be more expensive. To promote these costlier but
often more promising technologies, more targeted policy measures are necessary (Popp, 2019).
Indirect policies, such as carbon prices, risk stalling investments in technologies further from market
launch. The fact that these policies favour technologies that will soon come on to the market is not
necessarily problematic or inefficient. The climate change crisis is a complex problem for which action
has to be undertaken urgently. If all environmental externalities are internalised, the cheapest technology
is more likely to be an environmentally beneficial one. As policy can hardly take all environmental
externalities into account, policymakers can impact innovation even when they adopt a technologyneutral policy. At the same time, specific technologies may need to be supported, even if they are not
cost competitive in the short term.
Direct policies, such as targeted grants or early-stage deployment policies, could be useful tool to
foster innovation in technologies that have not yet become cost-effective. This was the case with solar
PV in the early 2000s (Johnstone et al., 2010). New clean technologies (such as energy storage and carbon
capture and storage, to name just a few) exhibit strong learning-by-doing effects and increasing returns
to scale in production and R&D (Farmer and Lafond, 2016). Prices for solar PV modules, for example, fell
by approximately 20% each time the total cumulative installed capacity was doubled.
It is still debatable whether support should be this targeted. This might bring success for the specific
technology being targeted, but may not be the most effective use of public funds and could prevent
other promising technologies from being developed.
Even if direct policies can direct resources to specific areas that need government intervention, it is
difficult to identify projects that will necessarily produce successful outcomes. Innovation is highly
uncertain. A portfolio approach – providing support to numerous projects and technologies to reduce
the overall funding risk – is likely to be most effective. Governments with deep pockets especially are in
an excellent position to support a diversified portfolio of projects.
For early-stage technologies, policies are needed to help cross the bridge from research and
development to market launch (Howell, 2017). In this context, the European Union’s flagship research
and innovation programme Horizon Europe will direct EUR 100 billion to research and innovation,
making it one of the biggest initiatives in the world. Climate-related projects will account for 35% of
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Horizon Europe. In addition, specific innovation programmes and prize-based challenges could benefit
innovation. Palage et al. (2019) find supporting evidence that advanced biofuel patenting increases after
investments in demonstration projects in EU countries. In addition, extending technology transfer and
lab-to-market programmes could help European companies push promising early-stage technologies.
Similar initiatives would also make research and innovation an integral part of the European Green Deal,
which could itself have an important signalling effect.
The probability of success in the green transformation depends largely on finding the ideal policy mix.
It is critical that the full set of available policies is employed to encourage innovators to act throughout
the entire value chain of technologies. In addition, the different policies, such as carbon prices, should
be extended to different sectors – albeit in different formats (see below).
Companies that feel affected by environmental legislation or regulations are more likely to innovate.
Half of the companies that say legislation or regulations have had an impact on them also say that impact
has stimulated innovation (Figure 51). At the same time, the current legislative and regulatory framework
is creating a lot of uncertainty and excessive burdens while lacking consistency across countries and
sectors, which may therefore hamper or restrict a firm’s activities. Even if policy measures are going in
the right direction, they should tilt more towards stimulating innovation.

Figure 51
Perception of environmental legislation or regulation, share of environmental innovators
(in %)
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Yes, it has created
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Source: EIB Online Survey on Environmental Innovations.
Base:
All environmental innovators.
Question:	To what extent, if at all, are each of these factors obstacles to making changes in your own company to respond to
environmental impacts AND/OR offering products, services or processes intended to generate environmental impacts for
your customers?

In addition, firms say that advice on funding possibilities and the demonstration of new technologies
and processes provide them with the most support. In the online module on environmental innovations,
we asked companies if there was one type of support that would encourage them to introduce or develop
environmental projects. The respondents clearly signalled that they need advisory support, advice on
funding possibilities and demonstrations of new technologies and processes (Figure 52).
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Figure 52
Policy preference, share of environmental innovators (in %)
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Question:	From the following, which one type of support would encourage you the most to introduce or develop projects intended to
generate environmental benefits?
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Conclusion and policy recommendations
Public support and government action to tackle climate change had increased prior to the pandemic,
but it remains to be seen if that support will continue in the future. One risk is that we will leap from
the COVID-19 frying pan into the climate fire, as Hepburn et al. (2020a) memorably put it. On the other
hand, the pandemic proves that if public support is there, emergencies on a global scale can trigger
decisive interventions from governments.
Changing public behaviour will require policy choices that support a green recovery. Aghion et al.
(2020) for example found supporting evidence that both pro-environment attitudes and interaction with
competition have a significant positive effect on the probability that a firm will focus on cleaner patents.
The set of different policies described in this chapter could be used intelligently to counteract any
negative effects on energy innovation. One example are carbon prices, which can be designed in a
way that makes prices inversely correlated to international oil prices. That inverse correlation could in
turn balance out the negative impact declining oil prices have on innovation. Carbon markets could also
generate useful income, giving governments the means to gradually steer the economy in a new direction.
In line with Stiglitz (2019), carbon prices should be different “across time, over space, and with different
uses.” In Europe, the “market stability reserve” of the EU Emissions Trading System should at least ensure
a more responsive effective supply (by removing permits from the market when there are too many).
Counter-cyclical stimulus worked during the financial crisis and might work again. The enormous surge
in energy patents during the financial crisis, in spite of a decline in total patents, shows that public policy
can play an important role. However, the counter-cyclical movement was within a sector that already
had a head-start before the crisis hit.
Investments in infrastructure projects could prove largely beneficial in keeping the green innovation
engine running. Infrastructure is a critical component of the innovation system and largely determines
the feasibility of the adoption and diffusion of new technologies. In addition, recent calculations suggest
that public infrastructure investments have the potential to offer high returns by driving down the costs
of the clean energy transition. Infrastructure investments are also good for the workforce by curbing
job losses resulting from the coronavirus pandemic. Infrastructure investments require specific policies
because they only respond weakly to marginal price changes (Hepburn et al., 2020b).
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