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Science  Economics  Geopolitics of Climate Change 

 
 Greenhouse gases mix in the atmosphere, so the location of emissions 

has no effect on impacts – in economic terms, climate change is a 

global commons problem 

 Any jurisdiction taking action incurs the costs of its actions 

 But climate benefits are distributed globally 

 Therefore, for virtually any jurisdiction, the climate benefits it reaps from 

its actions will be less than the costs it incurs …. 

 despite the fact that the global benefits may be greater – possibly 

much greater – than the global costs 

 This presents a classic free-rider problem, …. 

 which is why international, if not global, cooperation will be essential, 

 And why the highest levels of effective governance need to be engaged, 

that is, national governments … 
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Most policy analysts favor national carbon-pricing – 

(carbon taxes or cap-and-trade systems).  Why? 

 No other feasible approach can provide meaningful emissions reductions 

(such as U.S. target of 83% cut in CO2 emissions below 2005 by 2050) 

 Least costly approach in short term (heterogeneous abatement costs) 

 Least costly approach in the long term (incentive for carbon-friendly 

technological change) 

 Most policies have favored cap-and-trade over carbon taxes, partly because 

of politics and partly because of experience. 
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But there’s trouble in Washington, D.C. 

 Carbon-pricing is a controversial political issue in the U.S. 

  It makes the costs transparent (unlike conventional policy instruments, 

which hide the costs) 

 And so cap-and-trade is easily associated with the T-word; indeed, in 

Washington, cap-and-trade was demonized as “cap-and-tax” 

 Opposition by conservatives to cap-and-trade is ironic, given experience 

 President Reagan:  leaded gasoline phase-out with cap-and-trade 

 President George H.W. Bush:  acid rain cut by half with cap-and-trade 

 President George W. Bush:  Clean Air Interstate Rule (cap-and-trade) 

 Cap-and-trade was collateral damage in battle against climate action, 

which itself  was a consequence of  political polarization. 

 So, a meaningful carbon-pricing policy is unlikely in the foreseeable future. 

 Does that mean there will be no U.S. climate policy?  No. 
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U.S. Supreme Court, EPA, & Clean Air Act 

 

 Cascade of policy from Massachusetts v. EPA (Supreme Court, 2007) 

 This led to … 

 Rule for existing power plants proposed June 2, 2014:  30% reduction in CO2 

emissions  below 2005 level by 2030 

 Rule facilitates (through flexibility) but does not require cost effectiveness 

 But efficient?  Maximize welfare?   

 What about weaker criterion:  does it enhance welfare (B > C ?) … 
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Economic Analysis of “Clean Power Plan” Rule 

 
 

 Fundamental economic arithmetic of a global commons problem 

 

 Benefits spread globally, cost incurred locally (and damages worse in 

other parts of the world) 

 

 It would be surprising – to say the least – if EPA were to find that the 

expected benefits of the proposed rule would exceed its expected costs 

 

 But this is what EPA found.   

 

 Its central estimate is positive net benefits (benefits minus costs) … 

 of  $67 billion annually in the year 2030!  

 How can this be? 
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Estimated Benefits and Costs 

of Proposed Clean Power Plan Rule in 2030 

(EPA’s Regulatory Impact Analysis, Mid-Point Estimates, Billions of Dollars) 
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Climate Change 

Impacts 

Health Impacts (Co-Benefits) of 

Correlated Pollutants plus  … 

Domestic Global Domestic Climate 

Impacts 

Global Climate 

Impacts 

Benefits 

  Climate Change $3 $ 31 $3 $31 

  Health Co-Benefits     $45 $45 

Total Benefits $3 $ 31 $48 $76 

Total Compliance Costs $9 $ 9 $ 9 $ 9 

Net Benefits (Benefits – Costs) - $6 $ 22 $ 39 $ 67 

94% of estimated 

domestic benefits are 

health impacts of 

correlated local air 

pollutants 
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 The Rio Earth Summit (1992) 

United Nations Convention on Climate Change (UNFCCC) – principle of “common 
but differentiated responsibilities” (CBDR) 

 First Conference of the Parties (COP-1, Berlin, 1995) 

Berlin Mandate – interpretation of CBDR:  Annex I (OECD+/-) countries will 
commit to targets for emission reductions, but no commitments for other countries 

 Kyoto Protocol (1997) 

KP fulfilled Berlin Mandate with quantitative targets for Annex I countries only 

 The Challenge 

Annex I countries alone cannot reduce global emissions (growth is in other countries) 

 Fifty non-Annex I countries have greater per capita income than poorest of Annex I 

Dichotomous distinction makes progress impossible 

 

International climate negotiations 
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 Copenhagen Accord (COP-15, 2009) & Cancun Agreements (COP-16, 2010) 

Began to blur the Annex I/non-Annex I distinction 

 

 Durban Platform for Enhance Action Negotiations (COP-17, 2011) 

Mandate to adopt by 2015 (in Paris) a new legal framework to include all (key) 
countries for implementation in 2020 

This broke with the Berlin Mandate 

At a minimum, it signaled a new opening for innovative thinking 

 International Climate Negotiations (continued) 
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 Central framework is from the Durban Platform for Enhanced Action (2011) 

 A “hybrid” international climate policy architecture is emerging  

Bottom-up:  “Intended Nationally Determined Contributions” (INDCs, targets and 
actions) arise from – or at least are consistent with – national policies and goals 

Top-down:  Centralized oversight, guidance, and coordination 

The Path Ahead to COP-21 in Paris, December 2015 

 Great challenges remain after COP-20 in Lima 

 

 But positive inertia provided by China-USA joint 
announcement in November, 2014 … 
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Key Challenge for COP-21 in Paris, December 2015 

 Central Question 

  Can an agreement that is anchored in domestic political realities, … 

… adequately address emissions with sufficient ambition? 

Are there ways to enable and facilitate increased ambition over time? 

 Linkage of regional, national, and sub-national policies can be part of the answer. 

 

  Cap-and-trade emerging as instrument of choice in many countries 

 Regional, national, and sub-national levels 

 European Union, New Zealand, Northeast USA, California, Quebec, Ontario, 

China, Korea, etc. 

 

 But, national (& sub-national) policies will be heterogeneous … 
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What needs to be in the 2015 Paris Agreement 

to facilitate effective linkage? 

 

 “Facilitating Linkage of Heterogeneous Regional, 
National, and Sub-National Climate Policies through 
a Future International Agreement” 

 

 First principal:  Do No Harm … 

 If poorly designed, the 2015 agreement could 
actually inhibit effective linkage 

 Example: “supplementarity requirements,” as 
were discussed in Kyoto (and included in KP) 

 

 What should the 2015 agreement include? … 
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What should the 2015 Paris Agreement include? 

 

 Design elements for inclusion in the Paris agreement, either directly or by 
establishing a process for subsequent international elaboration: 

 Effective linkage requires common definition of key terms (in particular, 
units used for compliance purposes) 

 Registries and tracking are necessary – key role for top-down part of 
hybrid architecture will be tracking, reporting, and recording of unit 
transactions across jurisdictions 

 But inclusion of detailed rules in core agreement is not desirable 

 It could make it difficult for rules to evolve in light of experience 

 Core agreement:  articulate general principles regarding linkage, and 
authorize the COP to develop more detailed rules later 

 Less can be more on the road to Paris and beyond! 
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 Facts:   

50% price decline, June-December 2014 

30% price increase since May 

 Causes: 

Lower demand (slow economic growth, technological change, & policies) 

Greater supply  (new oil production – hydraulic fracturing + horizontal 
drilling) 

 Consequences – both good news and bad news … 

Implications of New Oil Price Regime 
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 Bad for economic & political stability in some oil-producing/exporting 
countries (Saudi Arabia, Russia, Venezuela, Nigeria) 

 Bad for development of alternative forms of energy, including renewables 

But not big effect in USA on renewables for electricity generation – they do 
not compete with oil, but rather with coal and natural gas 

Potentially major negative effects on biofuels, which do compete with oil (but 
somewhat muted by public policies) 

 Bad for fuel-efficiency of new car sales 

But muted by public policies, CAFE 

Bad in terms of driving & fuel use by existing fleet 

Implications of New Oil Price Regime:  The Bad News 
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 Good for some sectors (Korean Air), but bad for other sectors (Boeing) 

 Good for global welfare 

Oil consumers (in Korea, Japan, Europe, and the USA) 

And, at least temporarily, OPEC has lost ability to set a price floor 

 Good opportunity for sensible energy & climate policies 

Reduce or phase out costly fuel subsidies (mainly in developing countries) 

Introduce sensible climate policies – carbon pricing (via carbon tax or cap-
and-trade) 

Implications of New Oil Price Regime:  The Good News 
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 International cooperation & long-term perspective essential, but most action 
(short-term and long-term) will be at national level 

 Paris Agreement with hybrid architecture provides opportunity for new path 
forward 

 Provisions for carbon-pricing by parties and heterogeneous linkage among 
parties are key 

 In years to come, major locus of international cooperation: 

May continue to be UNFCCC 

Or it may be other existing venues (G20) 

Or it may be “climate clubs” (coalitions of the willing) 

 But under any of these venues, importance of carbon-pricing and linkage 
remain, whether oil prices move up, down, or sideways! 

 

 

Conclusions 
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