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Outline

Objective: how to achieve ambitious global GHG emissions 

reductions (mitigation) at least cost?

Main issues:

 What are the incentives for key emitters to participate?

 How to move from scattered instruments today (some 

cap-and-trade, CDM…) to a global carbon market?

 Removing fossil fuel subsidies

 Expanding and linking cap-and-trade schemes

 Scaled-up use of the Clean Development Mechanism (CDM)

 Sectoral approaches, reduced emissions from deforestation

 How close are we to sufficient and comparable action?

 What are the other elements of a COP15 deal?2



Business-as-usual is not an option
Projected greenhouse gases emissions by region
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What needs to be done?
Greenhouse gases emissions in alternative mitigation scenarios
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Removal of fossil fuel subsidies

• Existing environmentally-harmful energy subsidies are a 

negative carbon price.

• A key step in pricing carbon worldwide is to remove these 
subsidies  → reduces GHG emissions.

• Removing these subsidies would also lower the overall 

economic costs of achieving a given mitigation target.

• Analysis used the Price Gap approach, in collaboration 

with the IEA,

• Used a worldwide multi-sectoral, multi-regional General 

Equilibrium model : ENV-Linkages.



Country/region Energy % deviation relative to 
reference price (2007)

China Coal
Gas
Refined oil
Electricity

-18.1
-27.0
-7.1

-22.3

India Coal
Gas
Refined oil
Electricity

0.0
-53.6
-51.8
-19.6

Brazil Coal
Gas
Refined oil
Electricity

-40.4
0.0

-14.4
0.0

Russia Coal
Gas
Refined oil
Electricity

-51.6
-84.7
-23.6
-48.9

Oil producing countries Coal
Gas
Refined oil
Electricity

0.0
-18.9
-29.2
-21.9

Fossil fuel subsidies are very high in several 

countries (2007)

Source:  International Energy Agency (IEA)
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Removing energy subsidies in non-OECD 

countries can cut GHG emissions by over 10%
→ G20 Leaders Summit

Impact of energy subsidy removal on GHG emissions in 2050

Could be larger if 

emissions are 

capped in OECD 

countries

Source:  OECD ENV-Linkages



Cap-and-trade schemes: 

spreading & linking

• In place: EU (2005), UK (2002), Norway (2005), 

non-EU EU (2005), New Zealand, Japan (vol, 

2005), Switzerland (vol, 2008), US RGGI (2009), 

Chicago CCX (vol, 2003), Alberta (2007), 

NSW/ACT in Australia (2003)

• Planned: Australia, Mexico, Tokyo, Western 

Climate Initiative (2010-2020), 

• Under discussion: Canada, Japan, Korea, US 

(federal), UK… 

…and carbon taxes



Linking leads to price convergence 

across cap-and-trade schemes
Prices under a  50% cut by 2050 relative to 1990 levels in each Annex I region prior to linking 

and a 50% cut in Annex I as a whole after linking (2050)
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A well functioning offsets mechanism 

(e.g. CDM, sectoral crediting mechanism) can 

halve the costs of action for Annex  I
Mitigation policy costs under a 50% emission cut by 2050 in each Annex I region 

separately, with and without crediting mechanisms (2020)
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What is the problem with 

incomplete country participation ?

• Increases the cost of action …

• … making some concentration targets 

impossible to achieve.

• Environmentally inefficient.

• Increases competitiveness losses for 

energy-intensive industries in participating 

countries.



How serious is the carbon leakage issue?
The size of the cut is equivalent to a 50% cut in EU emissions in 2050 

relative to 2005 levels
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Impact of Border Tax Adjustments…

Effect of countervailing import tariffs in the case of 

a 50% reduction in EU countries by 2050

without 

countervailing  

tariffs

with 

countervailing  

tariffs

Leakage rates (%) 11.5 2.9

Output of EIIs (% 

deviation from BAU)

EU -4.0 -4.6

World -0.4 -0.6

GDP effect (% 

deviation from BAU)

EU -1.5 -1.8

Rest of the World 0.0 -0.1

…would reduce leakages for small coalitions, but not 

industry output losses, and would be costly
Source:  OECD ENV-Linkages



What other policies do we need?

• R&D policies: needed to foster the emergence of

breakthrough technologies, but R&D policies

alone is not an option.

• Standards (building codes, electrical appliance

standards)

• Information instruments (eco-labelling).

• But poorly-designed policy mixes could be

overlapping and costly.

• Internationally: need finance, technology & other

support for developing countries.



Are current pledges enough? 

What is comparable effort?
• Declared targets = -14% in developed country emissions 

by 2020 → not enough.  IPCC suggests -25 to -40%. 

15

Emissions target 
(change in 2020 from 1990)

GDP in 2020 
(change from baseline)

Australia & NZ 0% -0.7%

Canada 0% -0.3%

EU27 & EFTA -30% -0.3%

Japan -8% -0.1%

Non-EU E Europe -18% -1.6%

Russia -20% -2.0%

US 0% -0.3%

Annex I -14% -0.3%

Source:  OECD ENV-Linkages



Elements of a COP15 deal? 
• Ambitious emission reduction targets by developed

countries → most have declared targets, but need more

ambition & comparable

• Ambitious nationally appropriate mitigation actions

(NAMAs) by developing countries → intensity or sectoral

targets, specific policies, actions

• Supported by finance, technology & capacity building for

mitigation and adaptation Ÿ proposals for innovative

finance, finance mechanisms, finance needs

• Governance structure Ÿ for finance & technology

support, for ñmeasuring,reporting & verifyingò



Main Messages
• To keep the costs of action low, need broad 

participation (countries & sectors).

• Policy mix is essential, but with a strong focus on a 

carbon price (cap-and-trade, taxes, fossil fuel subsidy 

removal, scaled-up CDM).

• To build incentives: financial transfers & support for 

capacity building, mitigation & adaptation, R&D.

• Comparable efforts: how to define? Very different 

costs of action across countries. Metrics matter.

• Competitiveness concerns: often exaggerated. Use 

care if addressing them. 17



Thank you!

www.oecd.org/env/cc/econ


