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Foreword

From the 1972 Stockholm Conference on the Human Environment to the major

landmark of the United Nations Conference on Environment and Development

in 1992, and now on the eve of the Rio+20 Conference, the United Nations has !
consistently called attention to the urgent need for global environmental action. It has \\\\
also been a driving force in raising awareness that such environmental action cannot be :
isolated from social and economic development. We know now that all the countries of the
world need sustainable development — an awareness that has progressed faster than the real
change towards this development path.

Moving in such a direction is more than a green transition: it is a sustainable and inclusive transformation which demands a
rethinking of economic, environmental and social policies and the way they relate to each other. This is why the United Nations
Economic Commission for Europe and the United Nations Development Programme, together with United Nations entities in the
region, have joined their analytical and normative capacities to produce the present report.

The report is among the first attempts to take an integrated look at sustainable development in the pan-European region. It
argues that a new growth model in this region is both necessary and possible — one which increases human development,
advances equality and reduces the ecological footprint.

This highly diverse region warrants attention. It gathers together high-income economies of Western Europe, middle-income
new European Union member States from Central Europe and lower middle-income countries of South-Eastern Europe, as
well as the countries of Eastern Europe, the Caucasus and Central Asia, which themselves span a range from increasingly
prosperous energy-exporting economies to landlocked developing countries. Furthermore, the Eastern part of the region has
a very particular history, having undergone 20 years of fundamental socio-economic reforms, which provide the ground for
further policy change.

Despite progress in energy efficiency and the use of renewables, the pan-European region, together with North America, still
has the highest carbon emissions per capita in the world — over five times the limit which would stabilize global warming by
2050. Some countries of Eastern Europe, the Caucasus and Central Asia remain among the most carbon-intensive economies
in the world. Fossil fuel subsidies are still high throughout the region, and artificially low prices of electricity and heat result
in a wasteful use of energy in some transition economies. Moreover, despite ambitious commitments to reverse the loss of
biodiversity, ecosystems are still under threat.

) 00 ¢
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The record of the past decades is even weaker as regards poverty, which persists among vulnerable groups in many countries
while social-protection systems have been eroded throughout the region. Inequalities have increased in all countries. In
Eastern Europe the deterioration in income and access to social services was particularly marked during the 1990s and, while
it may have improved with the overall high growth rates of the 2000s, it deteriorated again with the onset of the global economic
crisis. Today, the number of people living in or on the edge of poverty remains very high. All too often it is the poor who are most
affected by environmental degradation and pollution, which further aggravate their income and welfare situation.

Looking forward, policies designed to effect a green transformation will not automatically contribute to greater equity. On the
contrary, inequities may even worsen. Some policies, such as the elimination of fossil fuel subsidies and the shift of production
from brown to green sectors of activities can directly and disproportionately affect the poor. However, it is possible to design
policies that lead to the mutual reinforcement of social equity, economic efficiency and environmental sustainability.

We are notstarting from scratch. The report details actions thatalready produce co-benefits as part of the overall transformation:
green investment can increase competiveness; sustainable transport means less air pollution and improved health; more
energy-efficient technologies create savings; and a knowledge-bhased economy combined with active labour market policies
can both increase income levels and reduce inequality.

The report thus contains a wide range of policy directions illustrated by national initiatives under way throughout the region.
Fundamental steps are:

e Remove subsidies on fossil fuel to send the right signal to both businesses and households. The right pricing of energy,
internalizing the environmental cost, will encourage the development of energy-efficient technologies, make renewable
energy more attractive and encourage change in consumption behaviour. Regulations and voluntary norms are equally
important, as they expand green products and markets.

e Establish a social protection floor to compensate for higher costs of energy for poor households, create an income
safety net, retrain people whose jobs are displaced by the green transition and provide universal access to health
services. Such a scheme can be made affordable by removing harmful subsidies, creating efficiency savings in public
administration and restructuring the tax system.
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e Engage in active employment and industrial policies to create green and decent jobs in the sectors where there is
greatest opportunity in the region: renewables, recycling, energy-efficient housing and sustainable transport.

e Adopt a governance approach considering sustainability in all major decisions at the national and local levels, and
demonstrate public leadership in the sustainable transformation by greening public sector procurement and enabling
the private sector to make investments in sustainable development.

e Raise awareness about sustainahle consumption and production among all actors in society: producers, consumers,
political parties and scientific and cultural communities. Women are critical contributors to this effort because they
control household consumption. Through education, youth must be engaged because of their future responsibility in
addressing the sustainability challenge. Media, non-governmental organizations and civil society also have a critical
role in creating constituencies to call for Governments to adopt sustainable development policies, to resist industrial
lobbies in resource-intensive sectors, to fulfil their obligations with regard to the public’s rights to information (as
protected by the Convention on Access to Information, Public Participation in Decision-Making and Access to Justice
in Environmental Matters) and to comply with the other multilateral environmental agreements.

The more we postpone the transformation, the higher will be the cost. In the medium and long term, new lifestyles, production
and consumption patterns will emerge by necessity. It is therefore wise to accelerate the transformation now by taking
incremental policy measures or, for low-income countries, by by-passing outdated brown development altogether.

Rio+20 is an occasion for not only reaffirming all the past commitments, but also agreeing on a new path of transformation,
combining national policy instruments with a set of international commitments to advance sustainable and inclusive
development worldwide.

It is our hope and ambition that the present report will contribute to such an outcome and we, as the United Nations system
in Europe and Central Asia, express our readiness and determination to support all our member countries as they move their
sustainable transformation forward.

Jan Kubis Kori Udovicki

Chair of the Regional Coordination Mechanism Chair of the U.N. Development Group for
for Europe and Central Asia Europe and Central Asia
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Explanatory notes

In addition to footnotes, this publication uses a modified version of the author-date system of referencing. A source is cited
by giving the last name of the author or editor and the year of publication in the text within parentheses. The full reference
isincluded in an alphabetical list at the end of each chapter.

Web addresses cited in this publication were last accessed in November 2011.

Please note that, given limitations of space, three-letter International Organization for Standardization (ISO) country codes
are used in lieu of country names in the tables and graphs in the present publication.
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Introduction

The 2012 United Nations Conference on Sustainable Development (Rio+20

Conference) provides the pan-European region with the opportunity to assess

its progress towards sustainable development and plan for the actions needed

in order to place this part of the world more firmly on a sustainable development

path. While many countries in this region are taking action towards environmental,

social and economic sustainability, these efforts are not yet sufficient to significantly

accelerate the pace towards a development model with a strong sustainability
dimension. Therefore, this report aims to present the challenges linked to sustainable
development in the pan-European region and to make concrete policy proposals for managing
the green transition to ensure the greatest benefit for the people of the region.

Consideration for the human dimension is at the core of the development paradigm advocated in the report. Such an
integrated approach has been made possible due to the wide range of expertise and experience of United Nations entities
active in the region. It is also a demonstration of the United Nations commitment to work with countries on policies and
strategies to advance green economies and sustainable development in Europe and Central Asia.

Three concepts underpin this report:

Resource depletion and environmental degradation. While there is some good news in terms of energy efficiency
in fossil fuel consumption and use of renewahle energy, the region is still one of the most energy intensive regions in the
world. Similarly, progress has been made in preserving natural resources, with an overall increase in forest areas and the
establishment of protected areas, but ecosystem services and hiodiversity continue to be depleted and degraded, and the
value of natural capital is not recognized yet in national accounting systems.

Poverty. This reportemphasizes the synergies between the goals of poverty eradication and sustainable development. Inthe
long run, transformation to inclusive and sustainable development will reduce the vulnerability of the poor to environmental
degradation and create the necessary basis for their development. However, during the transition specific prevention and
protection measures are necessary to compensate the adjustment costs which will likely affect poor households and other
vulnerable groups. Structurally, a social protection flooris a critical investment. In order to finance these social mechanisms,
the fiscal space needs to be expanded; on the revenue side through the removal of subsidies and increasing taxes on fossil
fuel, cap-and-trade quota allocations and better capital taxation, and on the expenditure side through public savings from
administration reforms and better targeting of social protection measures.

Inequality. During the past two decades, inequality has increased rapidly in both the Eastern and Western parts of the
ECE region. This trend has aggravated living conditions in some areas due to lack of employment, inadequate housing,
education, health and social services, and the degradation of natural resources — in particular soil and water. In order to
reduce social and geographical inequalities, the report reviews the policies aimed at ensuring a just transition, in particular
by generating green and decent jobs and providing equal access to health services.
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A. The United Nations calls for a sustainable development paradigm

Since the 1992 United Nations Conference on Environment and Development in Rio de Janeiro (Earth Summit), the world
has seen progress in economic growth. But this progress has come at the expense of natural resources, social equity and,
for parts of society, human welfare. Many countries’ economic growth brought with it widening income gaps between the
rich and the poor, deteriorating social cohesion and increased rates of disease. As a result of this growth path, the world
is facing concurrent crises cutting across the environmental, economic and social spheres: global warming, depletion or
degradation of natural capital, persistent high levels of pollution, high unemployment, pervasive poverty, inequality and
social exclusion. These crises are clearly interrelated: when the natural resource base is destroyed, ensuring economic
development and social equity becomes ever more difficult.

Rather than working at the margins, this diagnosis calls for completely revisiting the conventional model of economic
progress. As the United Nations Secretary-General states: “We all aspire to reach better living conditions. Yet, this will
not be possible by following the current growth model... We need a practical twenty-first century development model
that connects the dots between the key issues of our time: poverty reduction; job generation; inequality; climate change;
environmental stress; water, energy and food security.”

What is needed is a dramatic shift from the growth model of the past, whereby industrial revolution fuelled rapid growth that
hinged on the exploitation of natural resources and generated large but unequally distributed wealth. This model has led
to unsustainable patterns of consumption and production. It is time for a profound questioning of the prevailing economic
approach to development, not only for the planet, but more importantly for the sake of its women and men, especially the
most marginalized and vulnerable.

What is Sustainable Development? Meeting the needs of the present generation without compromising the ability of future
generations to meettheir needs. Itinvolves three interdependent and mutually reinforcing pillars —the economic, social and
environmental pillars of sustainability. The three pillars cannot work if they are seen as competing agendas. A sustainable
development paradigm changes how investments and public policies are made: take, for example, energy policy which has
implications not only for industry and the environment, but also for public health and equity, in terms of access to energy
and employment.

In the medium and long term, this kind of transformation will imply a radical change in how economies produce goods
and services, how growth is constructed and how we lead our lives. Looking forward, behaviour of both producers and
consumers will evolve, both by necessity (depletion of natural resources, increased extreme weather events and high
levels of pollution) and under the impulse of policies stimulating the move towards sustainable production and consumption
patterns. While change is imminent, we need to move beyond the perception that sustainable development will decrease
our quality of life. It has already been proven that one can have a high quality of life without, for instance, high carbon
emissions: while Costa Rica has a high life expectancy with carbon emissions levels below the world average, Croatia is
also noteworthy for its relatively high life expectancy while emissions are hovering just above the world average (Wilkinson
and Pickett, 2009).

This report holds that some forms of environmental degradation are irreversible, and therefore espouses a “strong
sustainability model”. In this vein, a core operational objective of the green economy is to place a higher value on natural
capital. Itimplies an ever more flexible and dynamic economy, a strong shift of the production structure towards less carbon-
intensive activities and a sound management of biodiversity and ecosystem services. According to a study conducted
by the Global Footprint Network in 2011, demand for ecological assets is growing unabated as global population grows,
consumption rises and the size of the global economy increases. As citizens of the world, we are in overdraft — living off of
borrowed resources that we do not have.

The good news is that sustainability can drive economic competitiveness. In the future, the demand for brown products
will decrease as production processes making extensive use of dwindling resources become increasingly costly. Some
countries, such as Germany, have started to position their economic development strategies for the eventual greener
market. The sooner countries take a position on sustainability consistent with global constraints, the better placed they will
be to harness an eventual shift in market incentives.
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The development of greener markets must also decisively benefit the poor whose livelihoods depend far more on natural
capital assets than richer households. If the green economy is approached with the right policy framework, it can reduce
inequalities. A more inclusive society is more likely to be sustainable: first because better access to quality education,
health services, housing and clean water means that the poor and vulnerable people are better equipped to contribute
to economic growth, care for their children and embrace the new low-carbon approach to production and consumption.
Secondly, greater equity and better chances of social mobility help reduce social bads, such as criminality, mental illness
and drug abuse, which in turn also fosters productivity and sustainable development.

For this complex web of changes to take hold, the incentives that underpin and influence the behaviour of women, men
and all economic actors must change. This starts at the individual and household level. Responsible for buying 80% of

household goods, women are critical for advancing a shift to sustainable consumption.’ Public authorities have a decisive
responsibility to advance a change in incentives; resistance to pressure from lobbies — particularly the energy-intensive
industrial sectors — is key to enforcing the policies necessary to shift towards sustainable development. The private sector
must also be a driving force of change through sustainable business models, technology innovation, greener products and
services. Civil society organizations also have a key role in mobilizing public opinion and advocate for a more environmentally
sound, inclusive and just society, which is the ultimate goal of the new sustainability paradigm.

Sustainable development: incremental change as part of transformation

This report argues that changes at the margins will not yield the necessary turnaround to avoid growth and demographic
patterns that outpace the Earth's available resources. While a paradigm shift is needed, not all countries, economies,
economic sectors and localities are immediately ready for a full paradigm shift. Incremental changes that can lead to
positive results include:

Sustainable energy access for all: A particular sustainability challenge will be ensuring stable, secure, safe and affordable
energy access and availability in low-income countries as well as remote areas of middle-income countries of the ECE
region. Well-targeted subsidies for the poor will be needed to ensure access to energy to support human development
in remote areas.

Green economy transition: In a green economy, increasing income and employment should be driven by public and
private investments that reduce carbon emissions and pollution, enhance energy and resource efficiency and prevent
the loss of biodiversity and ecosystem services. A green economy is not a luxury for wealthy countries. There are
growing examples of green transitions in developing countries. One quick productivity win for Europe and Central Asia
is to upgrade production with state-of-the-art technology to make current industry and residential housing more energy
efficient. A social protection floor is needed to help vulnerable groups cope with changes in labour markets and prices,
while building and updating skills.

Sustainable development paradigm: This transformation is akin to a revamped industrial revolution, one that seeks a
better use of natural resources for a more equal and healthy society. Economically, this means changing the composition
of an economy towards an increasing range of green and resource-efficient sectors. For every economic policy or
investment, decision makers must ask themselves: on balance, is this negatively affecting our people or depleting
our natural resources? This transformation does not necessarily imply increased Government deficits: elimination of
harmful subsidies, fossil fuel tax revenues and budgetary incentives can provide funds for promoting a business-friendly
environment. Governments will also see reduced costs by preventing respiratory and cardiovascular disease owing to
healthier environments.

' http://www.unpac.ca/economy/consumers.html.
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Strong or Weak? Two visions of sustainability

Weak sustainability: Proponents of weak sustainability believe that technology can be a substitute for the loss of natural
capital. As a natural resource becomes scarcer, its rising relative price encourages innovators and owners of assets that
can be substituted for the diminished scarce resource.

Strong sustainability: Advocates of strong sustainability believe that the accumulation of physical or other kinds of
capital cannot compensate for the warming of the Earth, the depletion of the ozone layer and major biodiversity losses.
Societies should strive to sustain the flow of services from natural capital because natural materials and services cannot
be duplicated.

Source: UNDP (2011)

B. Europe and Central Asia and sustainable development

The diverse ECE region demonstrates how the current model of economic growth needs to bhe
transformed in order to achieve the goal of social equity and sustainable use of natural resources.

However, there is no mandatory one-size-fits-all action to be taken on sustainable development,
regardless of a country’s economic growth.

Highly diverse, the pan-European region includes high-income economies of Western Europe; middle-income countries
from Central Europe which have joined the European Union (EU); lower middle-income countries of South-Eastern Europe,
many of which are undergoing an integration process to the EU; and countries from Eastern Europe, the Caucasus and
Central Asia, some of them emerging and energy-exporting economies, while others are low-income countries which share
many of the same challenges as landlocked developing countries.

For the higher-income countries in the pan-European region, the green transformation challenge will be to maintain their high
levels of human development with much smaller ecological footprints.” For the energy exporting countries, the challenge
will be to reduce the use of fossil fuel energy while consolidating human development. For the lower-income countries the
challenge will be to maintain their low ecological footprints while accelerating sustainable growth and human development.
The following graph illustrates this point.

’ Ecological footprint provides a measure of the human demand on natural resources or assets — biocapacity (GFN, 2011).
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The Eastern part of the ECE region brings a unique perspective to the global debate. Several features stand out:

* The region’s transition experience — like many major shifts in recent economic history — has been
associated with rapidly increasing inequality. No other region in the world has seen such a rapid surge in
income inequality as the transition economies of the region have experienced in the past two decades. With the global
shift toward climate change mitigation and adaptation shaping up as a similarly fundamental change, there is a need
for policies to ensure that it does not exacerbate inequality further from today’s already very high levels.

* Emerging Europe and Central Asia has been the only part of the world that has seen a large absolute
decline in carbon emissions in the past two decades. The European Bank for Reconstruction and Development's
special report on climate change highlights the 28% fall in carbon emissions in this region even as gross domestic
product (GDP) rose by 22% during the period 1990-2008. The extremely wasteful starting position has certainly been
a factor explaining this. But the predominant role was played by the huge shift in energy prices and relative prices,
coupled with a sharp reduction in non-price energy subsidies. These have provided economic incentives to change the
structure of economic activity and investin more energy-efficient production. That said, the region still includes several
countries with a comparatively high energy intensity of output, notably Uzbekistan, Turkmenistan and Kazakhstan.
Given the continued predominant role of fossil fuels, this translates directly into very high carbon intensity of output.’
(See annex tables 1 and 2.)

° Climatechangeisaboutmorethancarbondioxide.Afullanalysiswouldneedtocoverallhuman-related netgreenhouse gasemissions(chlorofluorocarbons,
methane, nitrogen oxides, perfluoronated carbon compounds, ozone, burning of rainforests, etc.), plus those from non-anthropogenic sources, as well
as connections among them and the feedback loops.
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¢ Sustainability issues are already at the forefront in Central Asian countries. The devastation of the Aral
Seais a visual reminder of the consequences of unsustainable practices. Discussions about United Nations-regulated,
safe, transhoundary transit of energy supplies and problems in water supply and agriculture have highlighted binding
constraints. This region is thus a “laboratory” where the main elements necessary for real-life solutions could emerge
as an integral part of a regional green economic vision.

¢ Finally, Eastern Europe can provide a good return on green investments: The region’s relatively skilled
labour force can be absorbed by a dynamic green economy, supported by an increasingly vibrant private sector to
multiply the level and impact of green investment. There is thus a solid potential in this region to create decent jobs
in green or newly greened activities, such as renewable energy, waste recycling or energy-efficiency retrofits. Green
market products could be a source of wealth creation which, combined with anti-poverty measures, would result in
improved quality of life for many people in underdeveloped areas and among vulnerable groups. If targeted well, the
green economy could also mitigate the gender gap in employment and create opportunities for greater gender equity
in this part of the region.

For the pan-European region, catalysing a transformation towards sustainable development would have many clear-cut
benefits: areduction ofthe ecological footprint, more resilient ecosystems and ecosystem services, increased natural capital,
carbon materials and eco-efficiency and new areas for growth and innovation. In a sustainable development paradigm, the
pan-European region would be healthier due to reduced non-communicable and communicable diseases, lower pollution
and noise, improved diet and physical activity. Sustainable lifestyles would allow for many new goods and services to be
produced, consumed and traded among countries of the region. Finally, moving towards sustainable development would
enhance the livability of the region, by retrofitting and building greener cities and through environmentally friendly transport
and improved waste and water management.

C. Situation of the region

The pan-European region has seen huge progress both in social and economic development, reflected by the increase in
its position on the Human Development Index. Since 1999, nearly 90 million of the 480 million people in Emerging Europe and
Central Asia — about 18% of the population — have moved out of poverty. Yet poverty is not yet a relic of the past: almost
30% of the people living in the region are considered poor or vulnerable, and this is expected to increase by about 5 million
people for every 1% decline in GDP (World Bank, 2009). The recent financial crisis has set the region back considerably.
Even in the EU countries poverty has been on the rise again in recent years. Attention needs to be paid to the risk of further
impoverishment resulting from unemployment, increased food prices, health expenditure and energy costs which affect in
particular the low-income households in Eastern Europe and Central Asia. Women have been particularly hard hit by the
crisis — not only because of increased unemployment and declining incomes, but also because of an increasing burden of
unpaid work.

The region has also taken important steps to reduce environmental degradation with impressive results: improved urban
air quality; the phase-out of ozone-depleting substances; a larger use of renewable sources of energy; improved water
management; and increased coverage of protected areas. Most Governments of the region are signatories or parties to
the major global and regional environmental and climate change conventions and protocols. Overall, tangible progress
has been made in reaching the Millennium Development Goal (MDG) 7 targets,’ particularly in integrating the sustainable
development dimension into policymaking in key sectors such as agriculture, transport and housing, reducing carbon dioxide
(CO,) emissions, increasing energy efficiency and strengthening the sustainable management of forests.

“ MDG 7 is to ensure environmental sustainability. For the targets on this Goal, as well as other information on the MDGs, see http://www.undp.org/mdg/
goal7.shtml.
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However, Europe and Central Asia are still far from achieving sustainability. Growth in income has been associated with
deterioration in key environmental indicators, so much so thatthe pan-European region has the highest ecological footprint
compared with the rest of the world. Indeed, most countries in the region are running on a biocapacity deficit, ° i.e., they use
more resources than they have in their territories.

Depletion of natural resources is not only disastrous for the environment, it is a problem for the women and men of the
pan-European region. It is often the poorest of the poor who are affected by environmental degradation, as they are heavily
dependent on natural resources (almost three quarters of their income) and thus more vulnerable to environmental shocks.
Particularly in Eastern Europe, many families depend on non-network energy such as solid fossil fuels for heating and
cooking. This has drastic human consequences: in 2004, more than 14,000 people lost their lives due to reliance on these
kinds of dangerous heating and cooking sources (WHO/EUROQ, 2010).

The pan-European region has historically been a large emitter of greenhouse gases (GHGs) that contribute to global warming
— it currently accounts for around half of global GHG emissions. According to the European Environment Agency (2010),
annual emissions of GHG in the European Union in 2008 — the year of the latest available data — amounted to roughly 10
tons of CO,-equivalent per capita, well above the sustainable per capita target of 2 tons that would limit a rise in global
temperatures to 2° C by 2050 (see King et al, 2011).

Despite progress, a number of countries in Eastern Europe, the Caucasus and Central Asia remain among the least energy-
efficient and most carbon-intensive economies in the world. Triggered by industrial restructuring, significant energy-efficiency
improvements have taken hold in the formerly centrally planned, and resource-intensive, economies of the Soviet Union. Energy
intensity of production declined on average by 40% between 1990 and 2007 in the transition economies and by more than 60%
in the NMS. While initial improvements were due to the transition recession, in the second half of the 1990s, “decoupling”
started to occur whereby output levels increased while the energy use continued to decline. Since the early 2000s, energy use
has grown at a slower pace than production, but this energy-saving tendency has been overwhelmed by robust output growth.

Most of the economies in the region have achieved sizeable reductions in energy intensity and GHG emissions per $1 of GDP.
The energy intensity of GDP in Western Europe is approximately a third lower than in North America and less than half than
in the Eastern part of the pan-European region (see annex table 1). There is considerable potential for reducing emissions in
Eastern Europe and Central Asia by increasing their efficiency to the levels of Western Europe. The challenge is to deliver
the mix of appropriate policy instruments, technological innovation and financing which can lead to such significant energy-
efficiency gains. This policy mix is described in chapter 2 of this report.

Despite the failure to reach an agreement at the fifteenth session of the Conference of the Parties to the United Nations
Framework Convention on Climate Change in Copenhagen in December 2009, most of the economies of the pan-European
region are making commitments to further reduce their GHG emissions and many have implemented programmes and
regulations to achieve these objectives. For example, the EU has committed to a 20% reduction in GHG emissions from 1990
levels by 2020. However, the pledges made at Copenhagen and other proposed national policies, even if fully implemented,
are not enough. These policies may stabilize GHG emissions by 2020, but world emissions must decline by at least 50% in
order to limit global temperature increases to a manageable level (i.e., about 2° C). None of the economies of the region
have put forth a national agenda that will be sufficient to reduce emissions to a level that is sustainable over the long run.
In order to achieve the necessary large reductions in GHG emissions, a major restructuring is needed in many sectors of
activities, including energy-intensive industries, agriculture, energy production, transportation, housing/building design and
urban planning. In order to offset potential job loss and support sectors directly affected by climate change, Governments of
the region will need to putin place incentives for green enterprise and establish social protection and retraining schemes
for women and men currently employed in carbon-intensive or environmentally hazardous sectors.

Essentially an attempt to quantify and produce a measure of human demand on biocapacity.
These deficits are made possible by liquidation of ecological assets, net importing biocapacity, or using global commons.
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Natural capital, including biodiversity and ecosystem services, is an important economic asset, especially for the livelihoods
and security of poor people. In spite of the introduction of biodiversity legislation and nature directives across the region,
biodiversity is being lost at an unparalleled pace. The capacity of ecosystems to sustain the delivery of goods and services
is being undermined. Further land-cover conversion and intensification of land use may negatively affect the region’s
biodiversity, directly through resource depletion and natural habitat destruction or fragmentation, and indirectly through
pollution (for example eutrophication and acidification).

One quarter of the world’s forests are situated in the pan-European region, of which approximately four fifths are in the
Russian Federation. In the Caucasus and Central Asia, forest area has been expanding mainly due to major afforestation
and reforestation programmes; however, forest cover remains low in most of these countries and must compete with other
land uses. The overall area of protected forests is now about 40 million hectares, 17.5 million of which are in the Russian
Federation. Forests provide watershed services such as storage, purification and release of water to surface water bodies
and subsurface aquifers, while they also contribute to the slowing down of erosion and desertification phenomena. The
regions’ forest ecosystems are key to sustainable development, contributing to climate-change mitigation through carbon
storage in trees, litter and soil and harvested wood products, and providing a renewable construction material and source
of energy. While overall forest area is increasing in the region, forest fragmentation is also increasing and is having a
detrimental effect on important European habitats.

The region’s diverse marine and coastal ecosystems, ranging from the Mediterranean to Arctic habitats, are also under
threat, due in large part to overexploitation of fisheries. About 45% of assessed European fish stocks are endangered as a
result of unsustainable fishing. At the same time, the impact of climate change has become more obvious in recent years. In
the Arctic seas, the impact of climate instability on biodiversity is under way already and much larger impacts are expected
(with significant regional variation) over this century. There are places in the Arctic that are warming 5 to 10 times faster
than the rest of the planet.

The temperate mountainous grasslands are valuable ecosystems inthe agricultural landscapes of the Balkan and Carpathian
countries. They are the result of many centuries of stable agricultural management, using the grasslands for grazing animals
(pastures) or making hay (meadows) or combinations of both uses. As a result of this sound management over the long
term, the ecosystems in these areas are well developed, rich in species and characteristic of their biogeographical region.
In some areas of Europe, land abandonment as a result of policy and economic changes can threaten natural habitats and
agricultural biodiversity. For example, while the decline of agriculture in countries of the Caucasus and Central Asia has
reduced the degradation pressure on the foothills of their mountains, land abandonment through withdrawal of extensive
agricultural activities such as traditional livestock grazing has altered the biodiversity composition of these areas and the
landscape.

Areas of high nature value farmland have been identified across Europe and there are concerns that, without appropriate
incentives for the farmers, these areas with high biodiversity may be lost. Agri-environment measures and other incentive
mechanisms under the EU Common Agricultural Policy, the Canadian Agricultural Policy Framework and the United States
of America’s Natural Resources Conservation Service Programs provide incentives to promote conservation of biodiversity
and sustainable farming practices, but these are rare in Eastern Europe and Central Asia.

Reversing the loss of biodiversity has been an explicit part of the MDG agenda since 2006, when the countries of the pan-
European region agreed “to halt the loss of biodiversity by 2010". Despite this ambitious goal, the 2010 biodiversity target
was not reached. Depending on the issues and the subregion, progress so far shows mixed results. Natural habitats, for
example, are increasingly protected in the EU through the Natura 2000 framework (as much as 17% of the land area). Yet
40%-85% of habitats and 40%—-70% of species of European interest have an unfavourable conservation status. New targets
and a 2020 vision on biodiversity have been agreed globally by the Parties to the Convention on Biological Diversity in 2010,
and these are being integrated in national and EU policy in the region.
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Water management trends

The sustainable management of water resources is an important part of sustainable development: it can promote water
efficiency and channel water resources where they create mostvalue, aswell asreduce the spread of disease. Improvements
in water management can also contribute to climate-change mitigation (less energy is used to pump water, treat it and treat
effluents), and adaptation (as competing demands for water are reduced). Further, wastewater can also be a source of
energy (through heat and sludge).

In most parts of Europe water quality has improved over the past 20 years, due to better regulations, enforcement and
investments in wastewater treatment plants, mainly in Western Europe, including in the NMS. Throughout the region
production has become cleaner, resulting in a decrease of pollution from industrial facilities. However, there are numerous
remaining pressures from agriculture, untreated or insufficiently treated industrial and domestic wastewater, mining, old
chemical burdens, unsafe landfills and unsafe tailing ponds, and further environmental pressures on water are expected due
to increased economic activity, especially in the Eastern part of the region. And, while river hydromorphology and continuity
have improved in many European basins through the reconnection of wetlands and flood-plains, hydromorphological
alterations are still a major challenge. The EU Water Framework Directive (European Commission, 2000) has helped improve
water use and efficiency, which has been uneven across sectors and subregions. In the agricultural sector, some progress
has been achieved in alternative technologies (e.g., drip irrigation), crops and farming practices which have resulted in
reduced water losses, “more crop per drop” and reduced run-offs. National economic instruments (e.g., water pricing,
pollution charges) have contributed to this process, together with education and awareness-raising activities.

Outside the EU, various factors impede progress, including inadequate regulatory and incentive frameworks (low tariffs
and insufficient collection of payments for water services), low awareness across a wide range of stakeholders and lack
of financial resources to extend or maintain the infrastructure. Coherent financial and investment policies to address water
supply and sanitation are often lacking, as are resources to sustain infrastructure at the local level and maintain existing
centralized systems. In many countries, more than 30% of water is lost in transfers from supply sources to consumers, such
asin open water canals. Special problems relate to the quality and affordability of water services for parts of the population.
An increasing number of persons are not able to afford the price of water at full cost recovery, especially if costs charged
include collection and treatment of wastewater. Social measures often are ineffective and poorly targeted.

Water quality in most of the region has improved over the past 20 years, due to better regulations, enforcement and
investments in wastewater treatment plants, though these improvements are seen mainly in Western Europe, including the
NMS. Still, 4 million people living in urban areas and 15 million people in rural areas still use unimproved water sources,
and some 35 million women, men and children have substandard sanitation facilities, increasing their vulnerability to water-
related diseases. Although infant mortality and morbidity from water-related diseases have been on the decline, significant
subregional inequalities remain. Approximately 13,000 deaths in this region occur each year due to diarrhoeal disease from
unsafe drinking water (ECE, 2010). This is primarily a problem in the low-income economies in Central Asia.

Approximately a third of the region’s population live in countries suffering from water stress. This percentage is expected to
rise significantly due to climate change and other pressures on water resources. Such stress is particularly apparent with
respect to freshwater resources in arid or semi-arid areas. One of the most important hot spots for environmental stress is
Central Asia (Siegfried et al, 2010).
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D. Risks for the region of not accelerating the pace towards
sustainable development

Failure to take sufficient action will not only affect the environmental situation of the region, it can reduce human development
as a whole. The United Nations Development Programme (UNDP) Human Development Report 2011 projects that by 2050 the
global Human Development Index (HDI) would be 8% lower than in the baseline in an “environmental challenge” scenario
that captures the adverse effects of global warming on agricultural production, on access to clean water and improved
sanitation and on pollution. In an even more adverse “environmental disaster” scenario, which envisions vast deforestation
and land degradation, dramatic declines in biodiversity and accelerated extreme weather events, the global HDI would be
some 15% below the projected baseline.

Food insecurity and malnutrition remain a threat despite the region’s economic progress

Several consecutive years of poor harvests and the rising cost of food have weakened the buying power of families in
Central Asia and the Caucasus. This makes it likely that this part of the region will not reach the MDG target to reduce
malnutrition by 2015. Even in some EU countries, nutrition may be at risk: in the last 12 months alone, the use of public
food banks by people increased by 20%.

Source: World Health Organization.

The risks of delaying the transition towards sustainable development are considerable, given the irreversible nature of
biodiversity loss, global warming and the increasing frequency of extreme weather events and other harmful effects of
climate change. The ecosystem services that make a direct contribution to human well-being — such as provision of
freshwater, pollination and the regulation of meso-climates — are being degraded in most parts of the region. These
services are economically invisible, with their contributions neither fully recognized nor valued in markets. Changes in
the availability and quality of ecosystem services reduce resources for the poor and vulnerable, while also threatening
ecological infrastructure that can protect the most vulnerable from natural disasters. Natural flood defences once provided
by forests and wetlands have been lost and this is a direct threat to the region’s poorest women and men. Unlike the rich,
the poor are unable to replace these services with flood-control infrastructure.

Floods and heat waves increase the likelihood of water-related diseases and other damaging impacts to human health.
The impacts of climate change, increasing the frequency of floods and droughts and giving rise to heat and cold waves,
affect large areas of the entire region and can undermine economic growth and human development. Water scarcity is
increasing and has a directimpact on large populations and many sectors of activities, particularly agriculture. Furthermore,
the availability of cooling water is a particular concern for thermal and nuclear power plants, as plant cooling accounts
for about a third of European water abstraction. Extreme weather events in the region in recent years have resulted in
lower production and higher prices of food, as well as serious damage to transport infrastructure, all of which affects poor
households most. The increasing frequency and unpredictability of such events thus pose considerable risks to economic
activity in key sectors that are most exposed to climate change, notably agriculture and transport. Moreover, temperatures
and more arid climatic conditions could further aggravate problems of desertification, land degradation and falling crop
yields already experienced by parts of the region.

Changes in the sea level will affect the region’s four basins (the Baltic Sea, the East Adriatic and Mediterranean coast of
Turkey, the Black Sea and the Caspian Sea) and the Russian Arctic Ocean. By 2100, the Arctic is expected to warm by 3°
C-5° C over land and 7° C over the oceans, contributing to dramatic changes in its ecosystems. Predicted impacts include
a more than 50% decline in the extent of summer sea ice and the displacement of existing Arctic species and ecosystems
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(e.g., polar deserts and tundra) as southern species and ecosystems expand northward and all species distributions shift
with unforeseen consequences. The other imminent threats to Arctic biodiversity stem from alien species and the impact
of hydrocarbon and hazardous material pollution. Along the Adriatic and the Mediterranean, storm surge and saltwater
intrusion into aquifers threaten parts of South-Eastern European coasts. Sea-level rise has been highest in the Black Sea,
where it is threatening numerous ports and towns along the Russian, Ukrainian, and Georgian coasts. In the Caspian Sea,
water levels are projected to drop by approximately six metres by the end of the twenty-first century, due to increased
surface evaporation. This will imperil fish stocks and affect coastal infrastructure. Coastal landfills around the Black Sea,
notably in Georgia, have been identified as pollution hot spots, and coastal erosion could increase the amount of pollutants
flushed into the sea, threatening a fishing industry already struggling with the consequences of overfishing and excessive
pollution.

Migration

In transition economies, the adverse impact of climate change on agriculture could cause farmers and their families to
experience poverty. Decreased opportunities in rural areas would increase migration flows, both within and between
countries. Rural-to-urban migration has been steadily growing in recent years. Urbanization caused by internal migration is
already on rise in the region (see figure 1.2) and is likely to continue in coming decades. Climate change’s potential impact
is especially acute for Central Asian countries, where agriculture is an important sector of the economy, and where the
proportion of the young population in need of jobs in relatively high.

Growing urban populations
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Natural disasters

The frequency and costs of natural disasters have risen dramatically in the region over the past two decades. During this
period, there has also been a marked increase in drought conditions, even in the subregions experiencing increased mean
annual precipitation. Over the past 30 years, natural disasters have cost the countries of Emerging Europe and Central Asia
about $70 billion in economic losses. Most of the damage has occurred in Armenia, Romania, Poland, the Russian Federation
and Turkey. Meanwhile, climate-change scenarios project even more frequent weather extremes, including increased
flooding, heat waves and drought, which will cause even greater losses and may displace people from their homes.

In 2010, the most deadly year in two decades, this region saw the second highest number of natural disaster-related deaths
in the world, with the heat wave in the Russian Federation accounting for nearly one fifth (56,000) of 2010’s total fatalities.
Other extreme climate events in Europe included Storm Xynthia in February 2010, floods in France in June 2010, and the
extreme winter conditions all over Europe in December of the same year.

As the climate is changing, special efforts will have to be made with respect to adaptation measures in water use,
agriculture and climate-proofing in large investments. Modernized disaster risk reduction strategies are needed to protect
the population against heightened volatility and extreme events in the weather and to ensure that vulnerable groups can
recover as fast as possible.

IV Supporting disaster risk reduction among vulnerable communities and
institutions in South Caucasus and Central Asia

The Governments of Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan have started
implementing disaster risk reduction and disaster preparedness activities at schools with the following result areas.

e Disaster and education policy addresses needs and concerns of children, thereby contributing to a culture of safety.

e Strengthen capacities of local and national authorities and children’s services in implementing disaster preparedness
and risk reduction.

e Good practices identified, compiled and disseminated to all disaster risk reduction stakeholders in the subregion
and public awareness-raising campaigns organized.

e Education policies and strategies incorporate elements of disaster preparedness and risk reduction, thereby
contributing to a culture of safety.

e I[mproved ability of schools and preschools to undertake disaster preparedness and risk reduction.




Overview

The main policy messages contained in the subsequent chapters of the report are outlined below.

1. Sustainable development that reconciles economic growth with equity and the natural environment
remains an elusive goal for policymakers in all countries of the region. A number of ECE member States have
achieved high levels of human development at the expense of environmental sustainability, while others have maintained
light ecological footprints with persistent poverty. Given the multidimensional task at hand, a balanced policy mix is
needed for a successful transition to an equitable society with a high standard of human development and environmental
sustainability.

2. Neither Governments nor markets alone can achieve sustainable development. The bhest course of action
is to discontinue environmentally harmful policies and correct market outcomes that are environmentally unsustainable
or socially unacceptable. Forward-looking policies should address specific sustainability issues by combining economic
instruments with laws and regulations. The challenge is to find the right policy mix for each country.

3. The elimination of environmentally harmful subsidies, excise taxes and other forms of carbon pricing
would correct misleading market signals and reduce the wasteful use of energy and GHG emissions.
Adverse impacts of such pricing and tax reforms on poor households through higher energy, housing and public
transportation prices should be offset by the establishment of a social protection floor. The latter would be financed
by the savings associated with cuts of harmful subsidies and the extra revenue generated by environmental taxes and
charges. Increasing the fiscal space would thus generate a social space reaching the double objective of mitigating
the adverse impact of the financial crisis and absorbing the social cost of the transition towards a strong sustainable
development model.

4. Major behavioural changes are essential for effectively transforming production and consumption
patterns. Awareness-raising, combined with different forms of incentives, plays a decisive role in this process and
must address all actors in society: producers, consumers, political parties, scientific and cultural communities, the
media and the public at large. Such changes in behaviour call for a mix