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Environmental risks and sustainable development
indicators: determinants of impact

Abstract. The concept of sustainable development brought new constraints for the old-fashioned business
models. At the same time, it created new opportunities for those who have a forward-looking strategy and
strive to overcome «the limits to growth», in other words, to ensure a long-term blended value creation with
economic and non-economic benefits.

There are numerous sets of the sustainable development indicators and indices, but the weights of each
particular component are different and need further clarification. Nowadays, the environmental risks in
general and climate-related in particular are priced (e.g. environmental taxes) and have a strong impact on
the social and economic relations by creating negative and positive externalities for our daily life. For this
reason, economic agents are forced to become sustainable to the non-financial risks through switching to the
new environmental and social business models. For this reason, better sustainable development indicators
are crucial for an improved management of the non-financial risks and sustainable blended value creation.
Hence, the aim of this paper is to examine the role of environmental risks in shaping sustainable
development conditions on the macrolevel and to elaborate the ways for a better management of the non-
financial risks (Environmental, Social and Governance - ESG). For this purpose, the impact of the most
important environmental risks on the main economic and social indicators has been examined (e.g. Human
Development Index and GDP per capita). Such an approach allowed us to identify the extent to which
specific environmental factors influencing social and economic development can reshape the sustainable
development conditions.

In course of research, two sets of countries have been singled out to verify statistical significance of
elaborated models. To achieve this goal, the authors have split an available dataset into two groups: EU
and non-EU countries. The reason behind it is the fact that EU countries are among the leaders in the area
of sustainable development and have already undertaken related environmental improvements in the last
decades. Moreover, the above-mentioned countries are continuing such successful pathways today and
with the new European Green Deal could go even far beyond this frontier.
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The results of current research suggest that existing indicators cannot fully encompass all the aspects of
sustainable development and should be revised. Such findings relate both to the composition of the indicators
and the weights attributed to each particular component. The application of regression analysis showed that
such factors as water and air quality and biodiversity have the strongest explanatory power - 67% of the
fluctuations in GDP per capita and 87% in case of HDI. The R -squared is ranging from 0.7 to 0.8 in both
cases and confirms consistency of the elaborated models. To verify the results achieved, the similar models
have been prepared only for the EU countries. As a result, all independent variables demonstrated the same
significant impact on GDP per capita also for the EU countries. However, in this case the R -squared is only
0.27 duetothefactthat ESGindicators within the EU area are rather homogenous. Theimpact of environmental
factors on the level of HDI for the EU countries is much stronger comparing to GDP per capita. An overall
explanatory power of the model for the EU countries exceeds 0.45 (R -squared). The most influential factor is
the quality of water resources. Other important independent variables in the model for the EU member states
are biodiversity and air quality.

The authors argue that it is necessary to incorporate the above-mentioned environmental factors into
the updated version of the Human Development Index as the most appropriate indicators of sustainable
development. Consequently, the weights of the components should be recalculated to improve management
of the non-financial risks on macrolevel, facilitating the blended value creation process.

Keywords: Sustainable Development; Environmental Risks; Blended Value Creation; Human Development
Index; Environmental Performance Index

JEL Classification: Q01; Q51
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ExonoriyHi puamkm Ta NnoKa3zHMKU CTasIoro po3BUTKY: AeTepPMiHaHTN BIJIUBY

AHoTauifa. MeTolo gaHoi cTaTTi € AOCNIAXKEHHS POJIi EKOAOTYHNX PU3UKIB Y CTBOPEHHI YMOB AJ151 CTasoro
PO3BUTKY HA MakpopiBHi Ta pPO3pobka PEKOMEHOALir, CAPSMOBaHMX HA MOKPALLEHHS MEHEOXMEHTY
HediHaHCOBMX PU3NKIB (EKONOriyHi, couianbHi Ta ynpasniHcbki, abo ECY). 3 ujelo meTtowo 6yno
npoaHani3oBaHo BMAWB HaBiNbLL BaroMmx ekooriyHnx GpakTopiB Ha OCHOBHI NMOKa3HWKM COLLianbHOMo i
€KOHOMIYHOro po3BUTKY (IHAEKC N0ACLKOro Po3BMTKY Ta BBI1 Ha aywy HaceneHHs). Takui niaxia 403BONUB
ineHTndiIKyBaTM Mipy, 40 SKOT eKONOrivyHi pakTopu BNIMBAKOTb HA COLLiaNbHNIA Ta EKOHOMIYHUIA PO3BUTOK Ta
MOXYTb 3MiHIOBATU YMOBW OJ191 CTA/IOr0 PO3BUTKY.

Peaynbtatn faHoro SOCNigXeHHs 3aCBigyuumn, WO YMHHI iHOMKATOpW He Oal0Tb MOXJIMBOCTI B MOBHI Mipi
OXOMUTUBCIacneKkTN CTanoro po3BUTKY, a TOMY MOBUHHIOyTU nepernaHyTi. OgepxaHi pe3ynbTaTn CTOCYIOThCH
SIK Cknagy Takux iHAMKATOpIB, Tak i Baru, siky MaloTb OKpeMi iX Cknaaosi. 3aCTOCYBaHHS PErpecinHoro
aHanisy go3B0oJINI0 BUSBUTW HaKBINbLL CYTTEBMIA BNIMB SIKOCTi BOAM Ta NOBITPS, a TakoxX B6iopi3HOMaHITTS
Ha KonMBaHHA piBHA BBI1 Ha aylly HaceneHHs (67%) Ta IHaeKkC nioacbkoro po3euTky (87%). KoediuieHT
netepMiHauji B 060x Bunagkax Bapitoetbcs Mix 0,7 ta 0,8, WO CBIiAYUTb NPO MPUNHATHICTb PO3PO0BIEHNX
Moaenein. [Ina nepesipkn OTPUMaHUX Pe3ynbTaTiB MoAeni TakoX Oyno MpoTeCTOBaHO Ha MOKa3HMKax
pO3BUTKY KpaiH EC. Y niacymky, BCi 3aneXHi 3MiHHI NpoAeMOHCTpyBanu NoAibHMiA CyTTEBUIA PiBEHb BNNBY
Ha piBeHb BBI1 Ha aywy HaceneHHs B kpaiHax €C. MNpoTte koediuieHT aetepmiHauii ctaHoBmB nuwe 0,27
y 3B’A3KYy 3 TUM, L0 HEDIHAHCOBI MOKA3HUKN ANS LUMX KPaiH € Mamxe OgHOpiAHUMK. Bname ekonoriyHmx
dakTopiB Ha piBeHb IHAEKCY NOACLKOro Po3BUTKY B KpaiHax EC € BinbLU BiA4YyTHMM Y NOPIBHAHHI 3 BBI1 Ha
nyuwy HaceneHHs. Npu upoMy NokasHWK aeTtepMiHauii ctaHoBuTb 0,45, a HabinbL BMIMBOBMM GakTOPOM
€ SAKiCTb BOOHUX pecypciB. TakoX CYTTEBMIA BMANB HA NOKA3HUKM COLia/IbHOro Ta eKOHOMIYHOIO PO3BUTKY
kpaiH EC matoTb cTaH 6iOpiBHOMaHITTS Ta AKICTb MOBITPS.

ABTOPU CTBEPOXYIOTb, LLO HEOOXIOHMM € BKJIIOYUTU 3a3HAYeHi y AOCNIOXEHHI eKONorivyHi ¢akTopu 4o
OHOBJEHOI Bepcii IHaeKCy NIOACLKOrO PO3BUTKY. Takox € NoTpeba y nepepaxyHKy Barn CKIafoBuX iHOEKCY
3 METOI0 NOKPALLEHHSA MEHEAXXMEHTY HEe(diIHAHCOBMX PNU3UKIB HA MAaKPOPIBHI, a caMme — NoKpaLUTy NPoLEC
CTBOPEHHS 3MilLaHOi BapTOCTi 3 ypaxyBaHHSAM MONINWEHHS €KONOTYHUX i coujanbHUX pe3ynbTaTiB.
Kniouyosi cnoBa: ctanuini pO3BUTOK; €KONOTiYHI PU3NKN; CTBOPEHHS 3MilLaHOi BApTOCTI; IHAEKC NI0ACBKOro
PO3BUTKY; IHOEKC eKONOoriYHOi ePEKTUBHOCTI.
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DOKTOP 93KOHOMUYECKMX HayK, Npodeccop,

MBY3 «KueBckumin HaUuMOHaNbHbIA SKOHOMUYECKUIA yHuBepcuTeT M. B. l'etbmaHa», Knes, YkpauvHa
SKOJIOrM4ecKne pMCcku N nokasartesivu yCTOM4YMBOro pasButus: eTepPMUHaHTbI BJINAHUA
AHHOTauus. Llenblo JaHHOW CcTaTby SIBASETCS UCCefoBaHMe pPoJiv 3KOJ1I0MMYeCcKuUx PUCKOB B npoLlecce
CO34aHns YCNOBWUIM [ANS YCTOMYMBOIO Pas3BUTUS Ha MakpOypoBHE M pa3paboTka pekoMeHOauuin,
HanpaBfieHHbIX Ha YNy4YllEHNE MEeHeaXMeHTa HE(UHAHCOBLIX PUCKOB (9KOSOrMYEeCKNEe, coumnasbHblie U
ynpaenendeckme, unm 9CY). C aT10l uenblo Obio NMPoaHaNN3nNPOBaHO BAUSIHME Hambonee 3HaYUMbIX
3KONorMyecknx GakTopoB HA OCHOBHbIE MOKA3aTeNV COLMANBHOIO 1 SKOHOMUYECKOro passutuna (MHaekc
yenoBeyeckoro passutma v BBIT Ha aywy HaceneHus). Takor noaxon No3BOAUSA UOAEHTUPULMPOBATb
Mepy, 40 KOTOPOW akonorndeckmne paktopbl BAUSIIOT HA COLMANbHOE U 9KOHOMMYECKOE Pas3BUTUE U MOTyT
N3MEHSATb YCNOBUS AN YCTOMYMBOrO Pa3BmuTUS.

PeaynbTtathl 4aHHOIO nccnegoBaHus nokasann, YTo CYLLLECTBYIOLLME NHOVUKATOPbI HE MOIYT B NOJIHOM Mepe
pPackpbITb BCE acnekTbl YCTOMYMBOrO PasBUTUS, U MO3TOMY A0JDKHbI MOAJIEXATb MEPECMOTPY. PesynbtaThl
KacalTCH Kak COCTaBa TakKux MHOMKATOPOB, Tak U BECa OTAENbHO B3STbIX X KOMMOHEHTOB. MIcnonb30BaHve
PErpecCuUoHHOro aHaamMaa Mo3BOJINIO BbiBUTL Hambosiee CyLWeCTBEHHOE BIUSIHWE KavyecTBa BOAbl U
BO34yxa, a Takxe Brmonormyeckoro pasHoobpasns Ha ypoBeHb BBl Ha oywy HaceneHus (67%) n MIHpekc
yenoBeyeckoro pas3putus (87%). KoapdbuumeHT aetepMmmHaumm B 0boumx cnydasax konednetcs mexay 0,7
n 0,8, 4TO CBMAOETENLCTBYET O COCTOATENBLHOCTM pa3paboTaHHbiXx Mogenen. na npoBepkn Noy4YeHHbIX
pe3ynbTaToB MoAenm Obii NPOTECTUPOBAHbI HA Noka3aTensx pa3suTtus ctpaH EC. B utore, Bce 3aBUCUMbIe
nepemMeHHble NMPOAEMOHCTPUPOBANU MNOAOOHbLIN CYLLECTBEHHbIN YPOBEHb BnusHUA Ha BBI1 Ha pywy
HaceneHus n Ha npumepe ctpad EC. B T0 xe BpemMs K0adPUUMEHT AeTepMmHaLmnm coctasun Tonbko 0,27 B
CBSI3N TEM, 4YTO HE(PMHAHCOBbLIE MOKa3aTeNN Pa3BUTUSA 3TUX CTPaH ABAAIOTCS NPaKTUYeCKn OAHOPOAHbBIMU.
BnusHue skonornyeckmx pakTopoB Ha ypoBeHb VIHaeKCa YenoBeveckoro passmtns B ctpaHax EC asnsetca
Oonee cywlecTBeHHbIM B cpaBHeHun ¢ BBIM Ha ayuly Hacenernus. Mpu 3TOM nokasartesb AeTepMuHaLmMmn
coctaBnset 0,45, a Hanbonee BAMATENbHBIM GAKTOPOM SABSIETCA KA4ECTBO BOAbI. TaKXe CyLLEeCTBEHHOE
BNSIHME HA MoOKasaTenM COouManbHOro M 3KOHOMMYeckoro passutusa EC umeloT OBuonormnueckoe
pa3Hoobpa3ue 1 Ka4ecTBO BO3ayXa.

ABTOpbI YTBEPXAAIOT, YTO YKa3aHHble B MCCNEeA0BaHUN 3KONOrmyeckne ¢Gaktopbl CnenyeTt BKIIOYUTb B
0OHOBNEHHYIO Bepcuio MHaekca 4enoBeyeckoro pa3BuTus B Ka4ecTBe Hanmbosee BaXHbIX nokasatenen
YCTOMYMBOIro pa3BuTus. Takke HEOOXOAMMbIM SIBASIETCS MEepecyYeT BECOB AJ1 COCTaBNSIOLWMX SNIEMEHTOB
MHAOEKCA C UEeNbio YyNyylWeHUs MeHeO)XMeHTa He@UHAHCOBLIX PUCKOB Ha MakKpOYypPOBHE, & WMEHHO —
YAYYLLINTE MPOLLECC CO30aHUS CMELUaHHOW CTOMMOCTM C Y4ETOM 3KOHOMUYECKMX U HEIKOHOMUNYECKUNX
pEe3ynbLTaTos.

KnioueBble cnoBa: yCTOM4YMBOE Pa3BUTUE; IKONOrMYECKNE PUCKM; CO34aHME CMELLUAHHOM CTOMMOCTW;
MHAeKC 4enoBe4vyeckoro pa3smtus; MHAEeKC akonorn4eckom apdekTnBHOCTN.

1. Introduction

It is clear that anthropogenic factors do influence quality of the environment through emission
of the greenhouse gasses (GHG), pollution of the air and water resources with the products of our
daily activities (IPCC, 2007; Stern, 2006). Some authors investigated the impact of major macro-
economic indicators (e.g. GDP and FDI) on the environment and the results proved that there is
a strong correlation between the above-mentioned metrics (Hitam et al., 2012; Pao et al., 2011;
Pazienza, 2015).

In turn, the environmental risks in general and climate-related, in particular, do affect social and
economic development in different ways by creating negative and positive effects for our daily life.
They could even reshape sustainable development conditions. The ways of such influence have
been widely debated in the literature and available results prove that there is a clear and strong in-
fluence of the above-mentioned factors on the well-being of society and economic growth (Eve-
rett et al., 2010, Estrada et al., 2015). Such an influence is even more visible if the negative exter-
nalities are priced (e.g. carbon tax or certified emission allowances).

With the emerge of sustainable development concept, importance of the non-financial risks
(Environmental, Social and Governance, ESG) for the activities of different economic agents
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has been increased. Hence, implementation of the financial policy sustainable to the non-fi-
nancial risks and the management of related threats could be considered as a prerequisite for
achieving stable rates of the economic growth and avoiding potential financial crisis caused by
the ESG risks.

In fact, in the XX century the non-financial risks became part of the economic activities and
forced economic agents to overcome the limits to economic growth, transformed the world eco-
nomy and financial markets (UNEP, 2017; UNEP, 2018; Zadek et al., 2018).

An introduction of the carbon pricing mechanisms activated efforts aimed at combating climate
change, forced economic agents to shift from voluntary Corporate Social Responsibility (CSR) to
the new business models. As a result, there is a wide range of successful cases in the area of en-
vironmental and social entrepreneurship. But important was not only to put price on carbon, but
also to elaborate the market-based mechanisms and improved risk management indicators to
maximize effectiveness of the GHG reduction efforts, facilitate the blended value creation process
(encompasses economic and non-economic benefits). (Elkington, 2018; Emerson et al., 2014).

An implementation of the carbon pricing mechanisms was crucial to internalize environmen-
tal externalities. As a result, economic agents received an opportunity to take into account envi-
ronmental risks while making their investment decisions and calculating financial results. On the
macrolevel this influence could result not only in fluctuations of the main economic indicators
(e.g. gross domestic product), but also impact the well-being or reshape conditions for the sus-
tainable development in general.

2. Brief Literature Review

As it was already mentioned above, the impact of environmental risks on the economic and so-
cial development is an important aspect while analyzing sustainability of the national economy to
the non-financial risks. With this regard, it is important to analyze existing researches where the
impact of different environmental factors on sustainable development has been already investi-
gated. Additionally, it is necessary to test the impact of each particular environmental factor on
the economic growth and sustainable development in general. As a result, it will be possible to im-
prove management of the non-financial risks on the macrolevel through elaboration of the better
indicators of sustainable development.

In fact, climate change is an important environmental factor and lead to severe negative con-
sequences that at the end could threaten a food security or even cause the deaths due to the
extreme weather events or natural disasters (UNDP, 2018). For instance, in case of Pakistan,
GHG emissions, as a specific environmental factor, are important for improvement of the Hu-
man Development Index (HDI) of the country (Wang, Danish, Thang, & Wang, 2018). Moreover,
energy quality also affects HDI as this sector contributes the most to the overall GHG emissions.
Hence, there is a clear evidence that support to the «cleaner fuels» could improve HDI at least in
developing countries (Ray, Ghosh, Bardhan, & Bhattacharyya, 2016).

More comprehensive investigation on the influence of the GHG emissions on HDI has been
conducted in different countries with the highest level of CO, emissions: China, US, India, Korea,
Canada, Iran, and Saudi Arabia. This analysis was concentrated on the GHG emissions origina-
ted from agriculture, energy sector, bunker fuel, electricity production, fugitive, industrial sec-
tor, other manufacturing, transportation, waste management. The impact of the above-men-
tioned factors on HDI has been evaluated and the results suggest that there is a strong impact
from almost all considered sectors on the human development and the healthy life expectancy
(Mohmmed Li, Olushola Arowolo, Su Deng, & Najmuddin Thang, 2019).

There are other evidences where the impact of environmental indicators on the economic and
social development is strong and, in some combinations, could be considered as a subject for ur-
gent improvements to increase the level of HDI. For instance, a case of the Mexico province gives
an example where improvements in the water-energy-food nexus could be used to increase the
overall level of HDI by 4.3% (Martinez-Guido, Gonzalez-Campos, & Ponce-Ortega, 2019).

Since HDI encompasses economic and social components, the GDP per capita indicator has
been additionally selected to evaluate the impact of environmental factors on this indicator. In
fact, GDP is being used as a basis not only for measuring income distribution, but also for cove-
ring public environmental and social needs within the society.

The impact of different environmental factors on GDP shows that there are direct and indirect
ways for the influence of the environmental indicators on the economic and social development
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(Matviychuk-Soskina, Krysovatyy, Zvarych, I., Zvarych, R., & Ivashchuk, 2019). According to the
recent publications, GDP and welfare are being affected by climate change in a negative man-
ner through such channels as: health expenditures, labor productivity and agricultural yields. In-
directly, such negative impact on GDP could be identified via disutility of illness and mortality. On
the global level, a huge amount of money is needed to implement related measures - compensate
and prevent negative impact. For example, in 2015 related costs amounted to 3 trillion USD on the
international level and could raise by 2060 up to 18-25 trillion USD (OECD, 2016).

The impact of air quality on GDP and welfare could be quantified through the following indica-
tors: work-loss days, school-loss days, quality of life, individual location decision, firm’s location
decisions, level of productivity, employment (Crocker & Horst, 1981). According to the existing
findings, higher oxidant concentrations are associated with lower attendance at one recreational
site. Higher carbon monoxide concentrations are associated with lower attendance at one site
and higher attendance at another (Chapko & Solomon, 1976).

Additionally, in 2008 a regression analysis of the changes in population from 1990 to 2000 in
California as a function of lagged exposure to Toxics Release Inventory (TRI) emissions has been
conducted. As a result, increased exposure to TRI emissions has been identified with regard to
the decrease in demographic counts (Banzhaf & Walsh, 2008). Air quality regulations have also an
impact on the decision-making process of the companies while allocating their businesses. So,
the first wave of scientific researches and studies typically did not find robust association between
regulations and firm location. The second wave tended to find that regulations have a negative ef-
fect on the company’s location (Greenstone, List, & Syverson, 2012).

The implemented regulations on the quality of air could also affect the level of costs and
productivity in the real economy. According to the existing findings, pollution-intensive firms in
non-attainment areas generally have higher air pollution abatement expenditures in compari-
son with other polluters, although the range and statistical significance of the results varies by
pollutant and regression methods (Becker, 2005). The level of unemployment also dependents
on the air quality and could lower earnings. In fact, higher pollution abatement expenditures are
associated with lower earnings and employment, although the relationship is not always statis-
tically significant (Duffy-Deno, 1992).

Obviously, there is a need in evaluating impact of the environmental factors on sustainable de-
velopment (e.g. GDP per capita in particular) to identify the most influential of them. Having this
done, could provide assistance while elaborating an effective package of measures aimed at im-
proving sustainable development conditions, providing a set of related indicators - boosting eco-
nomic growth and facilitating blended value creation.

3. Purpose and Hypothesis Development

The main goal of this paper is to identify to what extent different environmental components
are influencing economic indicators on the macrolevel and sustainability of the economy to the
non-financial risks. For this purpose, regression analysis will be applied to identify impact of the
most important environmental factors on sustainable development at the national level. At a first
stage of current research, the most popular and widely used indicators for measuring sustai-
nable development conditions on the national level will be selected. Subsequently, the most
suitable indicators are going to be used to quantify impact of the environmental factors on sus-
tainable development.

HO. The existing indicators of economic and social development cannot fully measure
the level of sustainability on the macrolevel.

Existing indicators for measuring sustainable development on the national level are limited
both in terms of quantity and quality. The Gross Domestic Product (GDP) and Human Develop-
ment Index (HDI) are the most popular measures for measuring sustainable development condi-
tions. Even despite all the negative comments on the ability of GDP to measure different shades of
blended value creation, it shows the overall result of the value created in the monetary terms. At
the same time, different social, environmental and governance improvements cannot be captured
by this indicator - there is no price for such components in the economy.

For this reason, another important indicator has been selected that reflects the overall sustai-
nable development pattern - Human Development Index (short, HDI). This indicator has been de-
veloped and being updated on the annual basis by the United Nations Development Programme
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(UNDP). Such index encompasses not only GDP, but also contains additional social parameters
and is being used by the United Nations (UN) to evaluate the state of things in achieving Sustai-
nable Development Goals (SDGs). Nevertheless, we have to keep in mind that HDI has a couple of
bottlenecks - it doesn’t contain explicit environmental component and does not give any informa-
tion about the level of freedom within the society (Biggeri & Mauro, 2018).

Another indicator for quantifying sustainable development is the Index of Sustainable Econo-
mic Welfare (ISEW) developed in by H. Daly and J. Cobb in 1989 for the USA on the time horizon
1950-1986 (Daly & Cobb, 1989). In 2001 calculations of the ISEW have been updated from 1970 till
2010 by J. Hoffren (2001). An important advantage of this indicator is that alongside with econo-
mic and social parts it contains also a clear environmental component. But at the same time, there
is only one general environmental component that describes the level of environmental degrada-
tion. Moreover, calculations are available only for limited number of countries. This fact does not
allow conducting a comprehensive comparative analysis.

Additional important indicator of sustainability has been developed to measure the extent
to which different countries were successful in achieving SDGs - the SDG Index. Even de-
spite the fact that this index covers all the non-financial aspects of the sustainable develop-
ment, there is no clear economic component (e.g. like GDP or GDP per capita) and therefore
it provides no opportunity to measure ability of each specific country to generate blended va-
lue (UNSDSN, 2019, Bonini & Emerson, 2005). This feature is crucial to fit into the definition
of sustainable development - to cover the current needs and not limiting interests of the fu-
ture generations.

For the purpose of current research, GDP per capita and HDI will be selected as dependent va-
riables to measure the impact of environmental factors on the economic and social development
on the macrolevel. Both indicators cover time period of 1990-2017 for 149 countries and show the
current status of improving sustainable development conditions for our daily life.

H1. The water and air quality factors are influencing the most sustainable development
conditions of the country.

According to the existing estimations of the World Economic Forum (WEF), climate change and
water crisis are the most influential non-financial threats for the world economy, both in terms of
probability and the extent of impact on the economic activities (WEF, 2020). Moreover, climate
change has a wide range of related negative consequences such as extreme weather events and
natural disasters. Taking this into account, we can suggest that almost all top-ten risks from the
WEF Global Risk Report could be attributed to the climate or environmental components.

Important is the fact, that water crisis is being considered by WEF as a top-five threat in terms of
its impact on the economic relations within the time period 2015-2019. However, as it was already
mentioned above, other threats (e.g. extreme weather events, natural disasters) are often asso-
ciated with negative impact on the water quality.

H2. Selected environmental components from Environmental Performance Index (EPI)
should be added to the HDI and the weights within this indicator should be recalculated.

To capture various environmental factors for different countries and on the long-tern run, the
Environmental Performance Index (EPI) is going to be used for further calculations. Due to the
existing limitations of the available indicators for measuring sustainable development conditions,
the impact of different environmental components on the ability to cover current needs without
harnessing the interests of the next generations - generate economic and social values, will be
identified. On the basis of the obtained results, the most important of them will be selected and
the ways for integrating specific environmental components into the new updated version of HDI
will be suggested.

4. Methodology and Data

To assess the impact of environmental parameters on the economic and social development
in different countries, a regression analysis will be applied as a very popular statistical method for
estimating quantitative interconnections between different events or processes. In the current re-
search, a regression analysis will provide a mathematical support to quantify a purely theoreti-
cal relationship between environmental indicators, economic and sustainable development of the
countries from different regions (with specific emphasis on the EU countries). Obtained regression
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models will provide an answer to the question: how changes in independent variables could ex-
plain variations of the selected target variables in elaborated models?

As dependent variables and possible indicators of sustainable development, the two key per-
formance indicators will be considered: GDP per capita and HDI. GDP per capita is the most po-
pular and widely accepted economic performance indicator in the macro-statistics that describes
country’s ability to generate blended value. HDI is a composite indicator that encompasses three
components of the human development: standards of living, longevity and knowledge. The stan-
dards of living are measured by GDP per capita and adjusted to the purchasing power parity. The
longevity is measured by the life expectancy and knowledge - is a mix of the adult literacy and the
mean years of staying in school (Islam, 1995).

As a mathematical indicator, HDI is a geometric mean of the normalized indices for the above-
mentioned components. The HDI calculation procedure consists of two steps: three components
have been calculated and normalized; all HDI components are averaged by the geometric mean
transformation (UNDP, 2016).

As the independent variables, components of the Environmental Performance Index (EPI) will
be used - being annually calculated by the Yale Center for Environmental, Law & Policy and pro-
duced in collaboration with the World Economic Forum (YCLP, 2018).

EPI could be described as a hierarchically structured indicator to estimate environmental per-
formance of the country. This index ranges from 0 to 100 and consists of two sub-indicators: Envi-
ronmental Health and Ecosystem Vitality (each of them has its own structure).

The Environmental Health in 2018 consisted of three basic indicators: (1) air quality, (2) wa-
ter and sanitation, (3) heavy metals. Before 2018, the components of the Environmental Health
sub-indicator were (1) health impacts, (2) air quality (3) water and sanitation. The Ecosystem Vi-
tality consists of the six basic indicators: (1) water resources, (2) biodiversity and habitat; (3) ag-
riculture, (4) forests, (5) fisheries, (6) climate and energy. Each basic indicator is based on the
specific environmental scores of the particular country.

5. Results

To describe relations between EPl and the country’s socio-economic (sustainability) performance,
two regression models have been elaborated with HDI and GDP per capita as dependent variables.
These two models represent GDP per capita and HDI as the key performance indicators for different
countries. The obtained regression models could be displayed with the following equations:

GDP_log= a+ B, X EH_AQ + B, X EH. WS + 3 XEV_BH + ¢ (1)
and

HDI = a+ By X EH_AQ+ B, X EH.WS + B; XEV_BH+ ¢, (2)
where:

GDP_log - value of GDP transformed by logarithm function; obtained from IMF, modified by authors;
HDI - value of Human Development Index;

EH_AQ - EPI Environmental Health sub-indicator «Air Quality»;

EH_WS - EPI Environmental Health sub-indicator «Water and Sanitation»;

EV_BH - EPI Ecosystem Vitality sub-indicator «Biodiversity and Habitat».

According to the findings of the first model, the environmental factors such as air quality, wa-
ter quality and biodiversity have the strongest impact on GDP per capita. However, this set of fac-
tors explains only 67 percent of the overall changes in GDP per capita (see Table 1). At the same
time, water quality influences the most fluctuations of GDP per capita. Hence, the changes in wa-
ter quality by 1 per could lead to the fluctuations in GDP per capita by 0.044 percent. This is, ap-
proximately, 10 times higher in comparison to the impact of air quality or biodiversity (second and
third important environmental factors) on the selected dependent variable.

The results of elaborated models provide an opportunity to assess importance of different en-
vironmental performance indicators for the social and economic development (sustainability) of
selected countries. The impact assessment results of the EPl components on GDP per capita are
presented in Table 1.
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The quality of water has direct impact on such components like human health, agricultural pro-
ductivity, biodiversity, fisheries stocks and etc. This point has been also confirmed by the results
of the second model equation (see Table 2). This model explores interrelations between environ-
mental parameters and HDI (as one of the main socio-economic development indicators).

The findings suggest, that air and water quality, as well as biodiversity explain 87 percent of the
changes in the level of country’s HDI. Moreover, the water quality has once again the strongest
impact also on HDI, greater than the impact on GDP per capita. According the results of the se-
cond model, changes in the water quality by 1 percentage could lead to the changes in the level
of HDI by 0.57 percent.

This means that the quality of water determines to a great extend the quality of life. As a result,
the authors argue that importance of this environmental factor is underestimated today. Moreo-
ver, as it has been already indicated in the first model, the water quality is also important to explain
generation of the GDP per capita (Figure 1).

The first model showed that the air and water quality, biodiversity are statistically significant.
Overall variation of these tree factors explains variation of the target indicator by 67%. From the
above-mentioned 67% of the explanatory power 64.5% could be attributed to the water quality,
1.58% - to the air quality and 1.49% - to the biodiversity.

In the second model, with HDI as a dependent variable, the overall explanatory power of the in-
dependent variables is even higher. In this case, the selected factors explain variation of the target
indicator by 87%, where 84.1% could be attributed to the variation of the water quality, 1.75% - to
the air quality and 1.67% - to the biodiversity (Figure 1).

Having this in mind, it is necessary to find out whether the environmental indicators have equal
impact on the social and economic variables for developed and developing countries or not. For this
purpose, the identified independent variables have been used to estimate their influence on the de-
pendent variables for the EU countries (GDP per capita and HDI). As a result, all independent va-
riables have the same significant impact on GDP per capita in the EU countries. But in this case, the
R -squared falls from 0.67 to 0.27 due to the fact that ESG indicators within the EU are more or less
homogenous. As it has been already mentioned above, the most important component in elabora-
ted models is the quality of water resources and an access to the drinking water. This means that the
ration of improvements in selected dependent variables could lead to the changes in GDP as 1to4.

Table 1:
Results of the multiple regression model for GDP per capita
GDP_log B coeff Std. Error t value Pr(>|t])

- intercept 45278523  0.1178750 38.412 < 2e-16
EH_AQ 0.0086689  0.0013117 6.609 5.14e-11
EH_WS 0.0437867  0.0008263 52.992 < 2e-16
EV_BH 0.0049616  0.0009638 5.148 2.93e-07
Multiple R-squared: 0.6741

Adjusted R-squared 0.6735

Notes:

coeff - impact coefficient;
Std. Error - standard error of impact coefficient;
tvalue - an indicator of the accuracy of the factor, calculated as the
ratio of the impact coefficient to its standard error;
Pr(>|t|) - the probability that the impact coefficient is zero;
Multiple R -squared - the coefficient of multiple determination;
Adjusted R -squared - the adjusted coefficient of multiple determi-
nation.

Source: Calculated by the authors, 2020

Table 2:
Results of the multiple regression model for HDI
HDI B coeff Std. Error t value Pr(>|t])

- intercept 1.887e-01 8.710e-03 21.663 < 2e-16
EH_AQ 7.360e-04 9.283e-05 7.928 4.20e-15
EH_WS 5.754e-03 5.908e-05 97.381 < 2e-16
EV_BH 4.921e-04 6.792e-05 7.245 6.74e-13
Multiple R-squared: 0.8747
Adjusted R-squared 0.8745

Source: Calculated by the authors, 2020
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At the same time, significance of other independent variables (air quality and biodiversity) in the
elaborated models is five and four times lower (respectively) than the quality of water.

The impact of environmental factors on the level of HDI for the EU countries is much stron-
ger than in case of GDP per capita - the second model supports such findings. The explanato-
ry power of the second model for the EU countries is over 0.45 (R -squared) and the most inf-
luential factor is again the quality of water resources. The next important independent varia-
ble in the second model for the EU member states is biodiversity and the third - air quality. It is
necessary to note that in the letter model importance of the water quality is higher that the air
quality by thirteen times (Figure 2).

6. Conclusions and Perspectives for Further Discussion
As a result of the current research, it has been proved that certain environmental parame-
ters have direct impact on the sustainable development conditions at macrolevel. The strongest

Figure 1:
Graphical interpretation on the environmental factors impact on GDP per capita
Source: Calculated by the authors, 2020

Figure 2:
Dependency of HDI from air quality, water quality and biodiversity
Source: Calculated by the authors, 2020
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impact on the GDP per capita and HDI (as the most appropriate indicator for sustainable develop-
ment) is being generated by the quality of water resources and the air we breathe. Additionally, the
third important environmental factor that determines social and economic performance is the bio-
diversity. Such findings are relevant for all countries from the selected data set.

In the elaborated models the influence of environmental factors on the two specified target-
indicators of the sustainable development conditions has been investigated. It has been identi-
fied that the most influential factor in both elaborated models is the water quality and an access
to the drinking water. With this regard, it is important to look more precisely at improvements in
the quality of water that we use to increase the level of dependent variables.

The findings of current research suggest also that the water and air quality, biodiversity should
be taken into account while elaborating strategic development programs and key sustainability
performance indicators (KPIs). This could facilitate assessment of the sustainable development
in general and the blended value creation process, in particular.

Additionally, two sets of countries have been separated to verify statistical significance of ela-
borated models. To achieve this goal, the authors have split available dataset into two groups: EU
and non-EU countries. The reason behind it is the fact that EU countries are among the leaders in
the area of sustainable development and have already undertaken related environmental improve-
ments in the last decades. Moreover, the above-mentioned countries are continuing such success-
ful pathways today and with the new European Green Deal could go even far beyond this frontier.
So, after having done it, the findings have been tested on a broader set of data - the influence of
selected independent variables on the sustainable development conditions has been investigated.

The results of estimations suggest that an updated sustainable development indicator on the
basis of HDI should be elaborated. Due to the fact that environmental factors (especially, «quality
of the water» and «an access to the drinking water») are important for economic and social deve-
lopment (sustainability) of the country. Hence, there is an urgent need to add environmental com-
ponents to an updated version of HDI where the highest weight should be attributed to the quality
of water. Such an updated indicator could be able to capture economic, environmental and social
components of the value created and provide more information on the sustainability to the non-fi-
nancial risks.

These findings provide a wide perspective for further researches. First of all, it is necessary to
improve existing HDI - recalculate the weights of the components with regard to the findings of cur-
rent paper. Also, there is a need to elaborate the tools and new institutional framework to measure
environmental and social value created - facilitate evaluation of the intangible assets.

Secondly, to implement all the necessary measures and improve the most important environ-
mental indicators (such as water and air quality), it is necessary to mobilize sufficient amount of
the green and sustainable finance. For this purpose, implementation of the innovative financial in-
struments and schemes (e.g. water bonds, catastrophe bonds, etc.) should be supported. Final-
ly, the appropriate IT-tools (e.g. Distributed Ledger Technologies) should be applied to facilitate
financial and informational flows, improve quality of the risk management and reduce related tran-
saction costs. All those steps are important to boost blended value creation process and support
sustainable development - achieve the Sustainable Development Goals.
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