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The climate problem

Paris Agreement: 2°C is our joint commitment.

To fulfil this commitment, radical coordinated policy actions
are needed, both immediate and in the next 30 years.

We need to substitute cheap energy sources by more
expensive ones.

Perceptions and willingness to act?

Beliefs around the cost of the transition
Equity and fairness concerns
Tragedy of the horizons (><covid)
Tragedy of the commons and international competition
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Climate policies in Europe in 2020

Polluter-pay mechanisms:

EU-ETS for electricity sector and industry, at 25-30
euros/tCO2, with repeated free allowances;
Carbon taxes between 0 and 100 euros/tCO2.

Targeted policies:

Pollution norms (auto, housing), bonus-malus (auto), subsidies
for energy efficiency, feed-in tariffs (solar), bans (coal
electricity, airline connections?), recovery plans (R&D
hydrogen, batteries), ...
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Making climate policy progress: Guiding principles

Two types of questions:
1 Which actions should be prioritized to attain our climate

objectives?
2 How should we reorganize our economic system to make sure

that these necessary actions will be implemented?

A two-handed strategy:
1 Targeted policies, after CBA testing;
2 Carbon tax or market for permits (polluter-pay principle).

A carbon value can serve two purposes:
1 A shadow price to the intertemporal carbon budget constraint.
2 A price-signal to decentralize the action.

4 / 17



Evaluating carbon pricing options

Growing consensus in favor of carbon pricing among academic
economists and elsewhere.

A carbon price induces firms and consumers to choose the
least-cost abatement options to reduce emissions.

Carbon pricing incentivizes cleaner production, and signals the
benefits of reducing consumption of emissions-intensive goods.

No exemption: Efficiency, effectiveness, transparency,
simplicity, social acceptability, robustness to lobbying.

One should commit on a carbon pricing pathway until 2050
that is compatible with our climate goal with high confidence.
Carbon price predictability should be promoted over emission
targets to trigger the large-scale ecological revolution.
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The regressivity problem

The carbon pricing mechanism should contain a transparent
redistribution of the carbon dividend to the first few deciles of
the population, with no condition attached to this dividend
payment.

The carbon dividend should also be used to compensate the
sectors most affected by the transition.
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Evaluating other climate policies

A holistic approach to the climate policy should be used to
ensure adequate progress, tackle various market failures, and
to take account of co-benefits (pollution, unemployment,
redistribution).

Bans, norms, subsidies, feed-in tariffs, bonus-malus, climate
finance, ...

An evaluation agency should be created to perform
transparent cost-benefit analysis (CBA):

valuing carbon reductions at the true cost of carbon;
valuing the other benefits of these policies with clear
assumptions and weights;
evaluating a wide range of public policies, even if not strictly
targeted to fight climate change, to flag inconsistencies.
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Cost per tCO2 saved of some targeted policies

Substituting coal by natural gas (Europe): 30-40 EUR/tCO2;

PV electricity feed-in-tariff (France): 350 EUR/tCO2;

Energy efficiency in housing (France): 350 EUR/tCO2.
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Climate change and covid recovery plans

How could we green our economies at the occasion of the
recovery from covid-19?

States must play their role of insurers of last resort, for brown
and green sectors.

At the same time, EU should make clear high carbon prices
will prevail in the future.

Public money to invest in greening our public infrastructures
is welcomed.

But the bulk of the mitigation efforts will have to be made by
consumers and the private sector, which are not short of
capital!
The right diagnosis is that the transition requires to make
green projects profitable. Price carbon!
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Carbon price on EU-ETS
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Summary of the goals of the EU-ETS reform

EU is the right level for carbon pricing. Scrap national carbon
pricing schemes if ambitious EU policy.

Generalize the system to cover all EU emissions, with no
exemption.

Impose the system to all importers of carbon-intensive
products (Carbon Border Adjustment).

Compensate the losers by EU transfers (Just Transition Fund).

Make future carbon price until 2050 credible: Carbon price
floor or Carbon Central Bank.
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The role of consumer and investor pressure

Climate finance, CSR and SRI and EU taxonomy lack a
conceptual foundation. Internal carbon pricing is a useful
measure of environmental responsibility.

One should empower consumers and investors to promote
decarbonized products by implementing a carbon accounting
and labeling system.

Technically difficult given the complexity of tracking emissions
along the value chain.
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On the role and methodology of climate finance

In the absence of an efficient pricing of externalities, profit is
not the right measure of societal value creation.

Climate finance could be a useful substitute to carbon pricing.
It is aimed at raising the cost of capital of brown activities.

This strategy is complex, for the following reasons:

Why would investors be ready to sacrifice some of their returns
for the common good, when citizens refuse to do so?
By how much should benevolent investors punish irresponsible
corporations?
Financial carbon leakages: When one benevolent bank divest,
two normal banks invest.

For a transparent internal carbon price in the financial sector.

Use internal carbon price to optimize investment portfolio.
Which carbon price, today and in 2050?
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Climate risk management
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Figure: Histogram of the world marginal abatement costs for 2030
extracted from the IPCC database (https://tntcat.iiasa.ac.at/AR5DB).
We have selected the 374 estimates of carbon prices (in US$2005/tCO2)
in 2030 from the IAM models of the database compatible with a target
concentration of 450ppm.
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Social Cost of Carbon in France: Cost-Efficiency

time Carbon price
(in EUR/tCO2)

2020 69
2030 250
2050 775

Table: Social cost of carbon (in 2018 euros per metric ton of CO2)
recommended by the Quinet-2 Commission.
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The cost-efficiency carbon price puzzle (Gollier, 2020)

In the absence of technological uncertainty, the price of
carbon should grow at the risk-free rate (Hotelling’s rule).

Most IAMs let the real carbon price grow at 5-10 % per year.
Political acceptability problem?

Under uncertainty, one should offer a CCAPM risk premium
to agents which abate early by using an expected growth rate
of carbon price larger than the interest rate.

The real carbon price should grow at around 3.5% p.a. in
expectation.
But the actual future carbon price that will be compatible with
the 2°C target is highly uncertain today.
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Take-home messages

Not all green projects are desirable. The yellow vests
movement tells us that attaining the climate ambition should
be done at the least cost for society.

Value carbon! And use it for cost-benefit analysis.
Price carbon! And decentralize the decision process.

Sovereign powers failed to incentivize polluters, for
well-understood reasons.

Financial powers will face more adverse winds to establish a
credible substitute.
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