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My Task

o Title

" |[mplications for Design and Benefit-Cost
Analysis of Emission Reduction Policies

e Charge

" How can improved IAMs, aid in the design and
evaluation of domestic emission reduction
policies such as cap-and-trade or carbon taxes,
and inform negotiations of international
climate agreements?



Frame of Reference

" Focus my remarks on three specific classes of
policymakers

* Legislative (domestic policy design)
* Foreign Policy (global policy design)
e Regulatory Agency (policy implementation)

* Emphasize policymaker’s needs and how those
needs might be met with information from
IAM’s
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Legislative

e Questions | have never been asked

= What is the SCC, i.e., marginal damage of a ton
of greenhouse gas?

= What is the benefit-cost ratio of, for example,
a $25/ton carbon price?
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Legislative

e (Questions posed by Congressional members and staff amenable to
IAM analysis

How will the impacts of climate change affect the world, the country and
my constituents (households and employers)?

What is the worst that can happen?

What can be done to help my constituents adapt to climate change?
How will my constituents benefit from mitigation actions?

How much will it cost to mitigate GHG emissions?

How will those costs affect my constituents (distribution of the costs)?
How can we lower the cost?

How much would my constituents be willing to pay to avoid these
damages?

HHH
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International Negotiators

e Past and Current Areas of Interest

Estimates of damage (e.g., the Stern Review) have a played role and refined
estimates might play a larger role in the future, but greater attention will be paid
if the damages come from well-defined sector/region specific damage functions

Cost of mitigation has attracted more attention than damages and will likely
continue to do so

Who bears the burden of cost has been more important than who bears the
damages

e New Questions

How can we measure individual country levels of effort?
How can we measure incremental cost?

How can we estimate realistic offset supply curves (e.g., REDD and sectoral
offsets) that address cost and timing?

How would a global carbon market affect international trade and investment?
How would large-scale “green growth” policies affect trade and investment?
HitH
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Regulatory Agencies

e Requirements of Executive Orders seem to
be sole reason the Interagency Working
Group developed the SCC estimate and
continues to refine the estimate.

e There may be roles for IAM’s to play in
regulatory design other than RIAs, but the
role will be specific to the regulation in
guestion.



Information Likely to be of Future Value
For Legislation and Foreign Policy

e Detail on the distribution and severity of
damages (by geography, demography and
economic sector)

e Characterization of adaptation potential to
lower damages

e Estimate of damage sensitivity to the speed
of climate change
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Improvements in SCC for RIA Purposes

“The economic valuation of an environmental improvement is the dollar value of the private
goods and services that individuals would be willing to trade for the improvement at prevailing
market prices. ”

EPA ,Guidelines for Preparing Economic Analyses, 2008

e Value of future climate damages is measured
by the preferences of people living today

e People living today will themselves not enjoy
the benefits of mitigation activity

e Why then would people living today be willing
to pay anything to avoid climate damages?

HHH#
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The Missing Element

“Non-use value is the value that individuals may attach to the mere knowledge of
the existence of a good or resource, as opposed to enjoying its direct use. It can
be motivated for a variety of reasons, including bequest values for future
generations.”

EPA ,Guidelines for Preparing Economic Analyses, 2008

e WTP to prevent climate damages is the
classic case of intra and intergenerational
bequest value and altruism

e Estimates of these values are wholly absent
from the SCC analysis. One wonders why



