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Globalclimate change is an economic issue,
because any policy response pursued will
involve sacrifices. To reduce greenhouse
gas emissions in adapting to the impacts of
climate change, countries and people will
need to pay these efforts by diverting re-
sources fr:om other activities. lf climate
change impacts are still felt despite these
efforts, then wewiil sufferthe consequences
of environmental damage. The economics
of global climate change is primarlly about
balancing these sacrifices.

A balanced policy response must seek to
'reduce 

bbth greenhouse gas concentrations
and the damage they cause. The cost of'a
climate change policy is estimated by'calcu-
lating the improvement or decline in human
well being. One wayto estimateihis change
is to find the added income need to make
society well of with such as policy.
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Economists generally agree that the cost
per tonne in reducing greenhouse gas emis-
sions would be small. However, after the
cheapest solutions for reducing emissions
have been exhausted, the per tonne cost
would rise steeply as more reductions are
made via more expensive solutions. Most
economists agree and believe that the total
cost of reducing greenhouse gas emissions
will be high - more than I % 6DP per annum.
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Benefits'of a climate change policyare esti-
mated by calculating how much the policy
reduces environmental damage. How much
of an economy would be seriously affected
by climate change? For most industrialised
countries, it is | - 3:[ of GDP.

Economic instruments

Once policy makers determine their'objec-
tives, economasts can offer insights into
how to draft the most cost effective policies.
Economists prefEr economic instruments to
direct regulations, such as:

O imposing a tax on CO2 emissions;

O setting a quantitative limiton the global
emissions of greenhouse gases; and,

O allowing emissions to be traded like ordi-
nary goods for transactions.

To significantly reduce atmospheric con-
centrations of greenhouse gases, it will
need international coordination and agree-
ments. When one country reduces its emis-
sions, all countries benefit. . However, the
country reducing emissions will incur sub-
stantial costs and will receive only afraction
of the total benefit achieved by its actions.
The incentive to reduce emissions is small.
The Montreal Protocol for phasing out CFCs
is the best known example of this interna-
tional co-ordination.

It will be difficult to share the coits and
benefits of policies that would effectively
address climate change.
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