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What if we donʼt introduce
more ambitious policies?
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… global temperature increases
by more than 5ºC over long term…



– When compared to the costs of inaction and the expected
economic growth over the coming decades.

– 550ppm CO2-eq over 2012-2050 = -0.13 loss in annual GDP
growth.
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Ambitious action to reduce emissions
is economically rational…
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The cost of mitigation action
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What we need….

! Participation by all major emitters (countries, sectors, gases)
    :Reduced participation (fewer countries or sectors) increases the costs of

action & reduces emission reduction potential.
- if leave out energy-intensive industries, 550 ppm costs over 50% more.

- even if Annex I countries reduce all their current emissions by 2050,
would be replaced just by new growth in emissions in China & India

! to start now

! to use an efficient policy mix

! to  support action in developing countries (finance, technology, capacity
building)



The least-cost policy responses

! Use of market-based instruments (e.g. cap-and-trade).

! Putting a price on carbon (including removing subsidies to
energy consumption and production).

Policy mix:
! Market failure and information barriers
! Standards (e.g. building code)
! Specific R&D policies combined with carbon pricing (550ppm

scenario leads to 4-fold increase in R&D spending)



! Be careful: not all support is well
justified…
- biofuels policies in EU, Canada, US cost
about an estimated USD 1000 per tonne of
CO2 emissions avoided

       (USD 30-50 in the EU-ETS).

What policy approaches to
avoid?



Impact of country and coverage of GHG on
leakage rates



Impact of alternative policy scenarios on the output of energy
intensive industries in 2050



Effects of countervailing tariffs on carbon
leakage and mitigation costs



Border tax adjustments would increase the
cost of mitigation action



Carbon leakage and
competitiveness — an obstacle?

• Two elements: market shares/relocation and spill-
over effects in energy markets

• As the coalition of acting countries increases, the
leakage rate falls rapidly

! e.g. leakage rates for EU-only acting to reduce emissions by
50% to 2050 = 20%; if all Annex I participate = 9%

• Policy responses to carbon leakage:
– Border Tax Adjustments

! Costly! can reduce leakage, but at a cost to both the country
applying BTA and trade partners

– International sectoral agreements 12



Next phase of ECO-ENV work
Building a politically viable global approach

• How to gradually build a world carbon market
from existing schemes
– e.g. ETS, CDM, taxes, subsidy removal, sectoral agreements…

• Incentives for key emitters to join in
–  e.g. global financial transfers under 550ppm scenario could be

0.8%-1.5% of global GDP.

• Competitiveness and carbon leakage

• How to incorporate the forestry sector
• Final report due in early Autumn 2009 13



Thank you!

www. oecd .org/env/cc
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