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Carbon supremacy

Several conspiracy theories still surround climate change and
global warming. My favorite is the anecdote that this year's
Nobel laureates in physics - who contributed to the modelling
of Earth's climate and predicted global warming - were
awarded the Prize to message world leaders attending the 26"
Conference of Parties (COP26) in Glasgow. This is not less
untrue than hilarious.

There is no doubt in the scientific community and increasingly
in the general public that climate change is a real and direct
consequence of human activity. Climate change threatens, in
some extreme scenarios, to bring us back to Stone Age living
standards, according to William D. Nordhaus, the inventor of
the modern economics of climate change.

Policymakers aspiring to a carbon-neutral world are also facing
misguided policy pathways, including the "Flintstones fallacy":
The idea that by abandoning economic growth completely we
could live a comfortable life a la Fred Flintstones, driving cars
with stone wheels that are powered by one's own feet.

Back to reality, though, climate change presents massive long-
term risks and is a complex phenomenon, but, fortunately, we
think we know what to do about it.

Global warming and carbon dioxide in the atmosphere are the
21st-century climate priorities. Still older global challenges,
including ozone-killing chlorofluorocarbons, deforestation, and
plastic pollution, have not disappeared, only put out of sight.

Unaffordable CO2

Economists' preferred prescription for reducing greenhouse
gas emissions is to increase carbon prices, by implementing a
carbon tax, and the basic idea is simple: By rising carbon prices
at the global level, individuals, power generators and firms will
switch away from fossil fuels to lower-carbon energy sources.

The carbon tax is politically unpalatable, socially controversial,
and expensive: therefore, it has to be the right solution to
climate change.

The primary tool used in climate change policy is the social cost
of carbon (SCC). This is the economic cost caused by an
additional ton of carbon in the atmosphere (CO2 emissions).

Nordhaus estimates that the optimal social cost of carbon is
$43 per ton for 2020, with associated warming of 3.5 degrees
Celsius (°C) until 2100, as shown in Chart 1. If the world’'s
governments would do nothing, global warming would reach
4.0°C in 2100, resulting in significant and permanent
environmental damages.

The first inconvenient truth of the analysis is that the current
carbon price is nowhere near the $43 estimate. It is probably
around one-tenth of the most modest estimate of the optimal
carbon price from various models.

Alarmingly, the second core message of this - and similar -
analysis is that the UN championed 1.5°C target is not even
feasible. The reason is that humanity would be poorer by
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achieving the 2015 Paris target than doing nothing at all about
climate change.

Table 1: Global temperature trajectories for different objectives.
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Base = no controls. Optimal = cost-benefit maximum with base and alternative
damage function. T £ 2.0 = limit temperature at 2.0°C. Source: Nordhaus (2018).

We now know that the 2015 proposals set out in Paris are not
sufficient to meet the target of limiting global warming to 1.5°C,
partially due to their associated exorbitant costs and partially
due to the voluntary nature of the governments' agreements,
which proved to be a flawed model for tackling climate issues.

In fact, at the end of 2020, only 61 carbon-pricing initiatives
were in place or planned globally, covering only about 22% of
global greenhouse emissions. This is probably why we had
COP1, then COP2 up to COP26 meetings so far.

Of course, we can still hope that the cost/benefit analysis of
economic models is flawed, as it has been authoritatively
claimed, or that it is still possible to get acceptable carbon tax
levels with sufficient torturing of climate-economic models.

In addition, prominent entrepreneurs and investors are
increasingly calling for evaluating geoengineering solutions to
slow down climate change. Several utopia-tech proposals need
a serious reality check without denying the importance of
exploring new ideas and innovations.

With all its limitations, a global carbon tax is still the cornerstone
solution to curb climate change, if we require drastic action to
'decarbonize' the world's economy rather than focusing on the
Earth's old enemies — a hole in the ozone layer, increasing
levels of plastic pollution, deforestation.

It is unlikely that COP26 participants can reach a consensus
on a global carbon tax, as single country interests and
shortsightedness will lead to climate negotiations. 'Do not
expect a joyful Yabba-Dabba-Doo from Glasgow in November.

Francesco Mandala, PhD
Chief Investment Officer


https://www.nobelprize.org/prizes/physics/2021/summary/
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https://www.pnas.org/content/pnas/114/7/1518.full.pdf
https://carbonpricingdashboard.worldbank.org/
https://carbonpricingdashboard.worldbank.org/
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The Bank with a Soul

Disclaimer

This document is for information purposes only. It constitutes neither an offer nor a recommendation to purchase, hold or sell financial
instruments or banking services, and does not release the recipient from carrying out their own assessment. The recipient is
recommended in particular to check the information in terms of its compatibility with their own circumstances and its legal, regulatory,
tax and other consequences, possibly on the advice of a consultant. The data and information contained in this publication were
prepared by MBaer Merchant Bank AG with the utmost care. However, MBaer Merchant Bank AG does not assume any liability for
the correctness, completeness, reliability or topicality, or any liability for losses resulting from the use of this information. This
document may not be reproduced in whole or in part without the written permission of MBaer Merchant Bank AG.

Dieses Dokument dient ausschliesslich Informationszwecken. Es stellt weder ein Angebot noch eine Empfehlung zum Erwerb, Halten
oder Verkauf von Finanzinstrumenten oder Bankdienstleistungen dar und entbindet den Empfanger nicht von seiner eigenen
Beurteilung. Insbesondere ist dem Empfanger empfohlen, allenfalls unter Beizug eines Beraters, die Informationen in Bezug auf die
Vereinbarkeit mit seinen eigenen Verhaltnissen, auf juristische, regulatorische, steuerliche, u.a. Konsequenzen zu prifen. Die in der
vorliegenden Publikation enthaltenen Daten und Informationen wurden von der MBaer Merchant Bank AG unter grésster Sorgfalt
zusammengestellt. Die MBaer Merchant Bank AG Ubernimmt jedoch keine Gewahr fir deren Korrektheit, Vollstdndigkeit,
Zuverlassigkeit und Aktualitdt und keine Haftung fur Verluste, die aus der Verwendung dieser Informationen entstehen. Dieses
Dokument darf weder ganz oder teilweise, ohne die schriftiche Genehmigung der MBaer Merchant Bank AG reproduziert werden.
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