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What is the point of conducting a detailed analysis of the economics of global cli-
mate change policy, some might ask. Surely — the thinking might go — the
performance of the economy is largely independent of the quality of the environment,
and policy choices regarding environmental quality should be made without attention
to economic considerations; moreover, economics cannot shed much light on ways to
solve environmental problems.

Quite to the contrary, there are numerous bi-directional linkages between econom-
ic performance and environmental quality. Economic considerations can help inform
policy decisions regarding environmental protection, and economics provides powerful
analytical methods for investigating environmental problems, and hence can provide
valuable insights about those problems’ potential solutions. The reasons for all of this
are essentially two-fold: first, the causes of environmental degradation, at least in mar-
ket economies, are fundamentally economic in nature; and second, the consequences
of environmental problems have important economic dimensions.

Global climate change, perhaps even more than other environmental problems, can
be addressed successfully only with a solid understanding of its economic dimensions.
First, the fundamental cause of anthropogenic emissions of greenhouse gases, aimost
by definition, is economic: excessive emissions are an example of an externality, a well-
understood category of market failure, where markets left to their own devices tend not
to produce social efficiency.! Second, economic analysis is clearly necessary to esti-
mate the costs that will be incurred when and if nations take action to reduce the risk
of global climate change. Third, because of the large costs that will be involved in any
serious climate change strategy, there is considerable interest in economic-incentive or
market-based policy instruments that can reduce the costs of addressing the problem.
And fourth, turning to the other side of the ledger, the biophysical consequences of
global climate change can be evaluated with economic methods in order to identify the
benefits, or avoided damages, of global climate policy action.

This chapter consists of six reports, five of which examine specific aspects of the
economics of global climate policy. This introduction develops the analytical framework
for carrying out economic analyses of policies intended to address the threat of global
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